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OPERATING AGREEMENT

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

. herenatier desigrated and

referred to as “Operator”™. and the signatory pany or parties other than Operater, somettmes hereinafter referred to individually herein

as “Non-Operator”. and collectively as "Non-Operators™
WITNESSETH:

WHEREAS. the parties to this agreement are owners of o1l and gas leases and/or vil and gas interests in the land identified in
Exhibit “A7, and the parties hereto have reached an agreement to explore and develop these leases and/or o1l and gas interests for the

production ot uil and gas to the extent and as here:natter provided.
NOW, THEREFORE, it is agreed as tollows

ARTICLE 1.
DEFINITIONS

As used in this agreement. the following words and terms shall have the meanings here ascnbed to them

A The term “oii and gas™ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydracarhons
and other marketable substances produced therewith, unless an antent w0 Lt the inclusiveness of this term s specifically stated

B The twrms “oil and gas lease™. “lease”™ and “leaschold” shall mean the ol and gas leases covering lracts of land
tving within the Contract Area which are owned by the parties 1o this agreement

C The term “ob and gas interests” shall mean unleased fee and mincral nteresis an tracts of land lying within the

Caontract Area which are owned by parties to this agreement

D The term “Contract Area” shall mear all of the lands, o1l and gas ieasehold interests and ol and gas interests ntended 10 be
developed and uperated for oil and gas purposes under this agreement  Such lands, oif and gas leasehold interests and oil and gas interests
are described in Exhibit "A”

E The term “drilling umt” shall mean the area fixed for the drillng of orc well by order or rule of any state or
federal body having authority. [f a drifhing unit 15 not fixed by any such rule or order. a drilling unit shalt be the drilling umt as estahlish-
ed by the pattern of dnthng in the Contract Area or as fixed by express agreemem of the Dolling Parties

[ The term “dnillsite” shall mean the o1l and gas lease or interest on which a proposed weil 1s to be located

G The terms “Doiling Party™ and “Consenting Party” shall mean a party who agrees 10 join in and pay its share of the cost of
any operation conducted under the provisions of this agreement

H The terms “Non-Dnlting Party” and “Non-Consenting Party” shall mean a party who elects not to participate

na pf()pOaCd operahon

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

singulas. and the neuter gender includes the masculine and the fenunime

ARTICLE IL.
EXHIBITS

The tollowing exhubits, as indicated befow and attached herete. are incorporated in and made a part hereof
Z A Lxmbit A7 shall melude the tollowing information
(13 Identification of lands subiect t this agreement,
t2; Restrictions. tf any, as to depths, formations. or substances,
(3) Percentages or fracncnal :nterests of parties to this agreement.
(4y Ol and gas leases andzor onl and gas interests subject to this agreement,

(3) Addresses of parties 1or folice purposes

@ B Exhibit "B Form of Lease

8 C Fxhibr (", Accounting Procedure

M D Exhibit "D” Insurance

£ kxhibit "EV, Gas Balancing Agreement

& F Exhibit “F”, Non-Discrimination and Cerutication of Non-Segregated Facilities
& G. Exhibit "G”, TaxParnership Recording Supplement.

If any provision of any exhibit. except Exhibits “E™ and “G", 15 inconsistent with any provision contained n the body
of this agreement. the provisions m the body of this agreement shall prevail
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ARTICLE HI.
INTERESTS OF PARTIES

A.  Oil and Gas Interests:

{f any party owns an o1l and gas nterest mn the Contract Arca, that tnterest shail be treated tor all purposes of this agreement
and during the term hereot as 1f 1t were covered by the form of o1l and gas lease attached hereto as Exhibit “B”. and the owner thereot’
shall be deenmed to own both the royally interest reserved in such lease and the interest of ine lessee thereunder.

8. Interests of Parties in Costs and Production:

Uniess changed by other provisions all costs and habilities ncurred  m operations under this agreement shail be borne and
paid, and ail cquipment and materials acguired i operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalnes to the extent af three-sixteenths (3/16) which shall be horne as herewnafier set forth

Regaedless of which party has contnbuted the lease(s) and/or oil and gas nlerest(s) hereto on which royalty is due and
payuble, cach party entitied to receive a share of production of vii and gas from the Contract Area shall bear and shail pay or deliver. or
cause to be pard or dehivered. to the extent 0F 1S interest 1n such production. the royalty amount stiputated hereinabove and shail hold the
other parues free from any habihity therefor  No party shall ever be responsible, however. on a price basis higher than the price received
by such party. 1o any other party’s lessor or royaliy owner and 1t any such other parnty’s lessor or royalty owner should demand and
receive settlement on a higher price basis. the party contributing the arfected lease shall bear the additional royatty burden attributable ta
such higher price

Nothing contatned m this Article [T 8 shall be deemed an assignment or cross-assignment of interests covered hereby
€. FExcess Royalties, Overriding Royalties and Other Pavments:

Usnless changed by other provisions, f the snterest of any party 10 any lease covered hereby s subject 1o any royalty.
overrrding rovalty production payment or other burden or praduction m excess ot the amount stipulated in Articie U1 B.. such party so
burdened shalf assume and alone bear all such excess obligattons and shall indemaufy and hold the other parties herelo harmless from any
and all claims and demands tor pay ment asserted by owners of such excess burden

D.  Subsequently Created Interests:

it any party shouid hereafter create an overnding rovalty, productica payment or other burden payable out of production
attnbutable to 1ts working mterest hereunder. or of such & burden existed prior to this agreement and is not set torth in Exhibit "A™ or
was ot disclosed 1n wnting to all other parties prior 1o the execution of this agreement by ail parties. or 1s aot a jointly acknowiedged and
accepted obligation of all narties (any such interest being heremafter referred 10 as “subsequently created interest” wrrespective ol the
uming of its creation and the party out of whese working interest the subsequently created interest is derived being hereinafler reterred
t¢ as "burdened party™). and

] it the burdened party 1s required under this agreement 1o assign or relinquish 1o any other party, or parties, all or a portion
of 1ts working interest and or the production attributabie thereto. said other party. or parties, shall receive said assignment andsor
production free and

ar of sard subsequentiy created interest and the burdened party shall indemnify and save said other party,
or partigs, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and.

2 It the burdened party tarls to pay. when due. its share of expenses chargeable herzunder, all provisions af Article VI B. shail be
enforceable against the subsequently created interest in the same manner as they are enforceable agamst the working interest of
the burdened party.

ARTICLE IV,
I'ITLES

A, Tite Examinratian:

File exanunation shall be made on the drdisite of any proposed well prior w commencement of dnlling operavions or, 1f
the Drifling Parties so request, title exanmination shall be made on the [eases and 'or il and gas interests included, or planned o be inctud-
ed 1 the dofling umit around such weli  The opimon will include the ownership of the working nterest, minerals, royalty, overriding
rovalty and production payments under the apphcable leases At the tme a well 1s proposed. each party contributing leases and’or o1l and
gas interests to the drllsite, or to be mciuded in such drdling urut. shat! furnisn to Operator all abstracts (including federal lease status
repurts). title oprruons, title papers and curative material in ity passession free of charge Al such information not m the possession of or
made avadable to Operator by the parties but necessary tor the examination of the title, shall be obtmned by Operator. Operator shall
cause ttle 1o be examined by attoneys on s statt or by outs'de atterneys  Copies of all utle optnions shall be furnished to each party

herets Ihe cost incurred by Operator in this bile program shall be borne as tollows

O Optivade—t—Costs—incured—by—L A+ PFO6 abstracis—amd-—tie_ox Hor—Rclud L } I
Aot y—Operaior f 8—abs aird—Htle-examinaton— 2P ¥ Supf g
and-shat +head 1+ oh heth £ A “sstadf " b 15 rde n
At harge; pe ved-by-Op atf v5-0r-by -
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ARTICLE IV
continued

@ Opton No 2 Costs incurred by Operator ;1 procuning abstracts and fees pard outside attorneys for Litle examination

{including prelimmary, supplemental. shut-in gas rovalty opimons and division order utle opinions) shall be borne by the Dniling Parties
in the proportian that the interest of each Dnlting Party bears to the total interest of all Drilling Parties as such interests appear in Fx-
hibit “A7 Operator shall make no charge for services rendered by s staff attorneys or other personnel in the pertormance ot the above

functions

Cach party shall be responsible for securing curative matter and pooling amendments or agreements required in connection |
with teases or oif and gas interests contrtbuted by such party.  Operator shall be responsible for the preparation and recording of pooling
destgnations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pouling orders
This shali nat prevent any party from appearing on (ts own behalt at any such heaning

No well shall be drilfed on the Contract Area until afler 1) the utle to the drillsite or drilhing unit has been examined as above
provided, and (2) the title has been approved by the examiming attorney or tithe has been accepted by all of the parties who are 10 par-
ticipate in the drithing of the wetl

B.  Loss of Title:

I Failure of Tale Should any ot and gas interest or fease, or interest theremn, be lost through fatlure of title, which loss results in a
reduction ot interest from that shown on Extubit “A”. the party contnbuting the affected lease or nterest shall have ninety (90) days
from final determination of title tailure o acquire a new lease or other instrument curing the entirety of the ntle failure, which acquisi-
uon will not be subgect to Artrcle VI B L and failing 1o do so. this agreement. nevertheless, shall continue in force as 1o all remaining oit
and gas leases and inlerests: and.

(a) The party whose onl and gas lease or interest 15 aftected by the title failure shall bear alone the entire loss and it shall not be
entitled o recover trom Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no addiionat fiabifity on s part 1o the other paries hereto by reason of such utle tahare,

thy ‘There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the wterest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as ol the tme 5t 1s deermuned finally that tde failure has oc-
curred so that the mterest of the pany whose lease or inkerest 1s aftected by the utle tailure will thereatter be reduced in the Contract
Area by the amount of the interest lost.

(¢) I the proportonate interest of the other parties hereto in any producing well theretofore dritied on the Contract Area is
incrzased by reason of the tle tatlure, the party whose utle has failed shall recewve the proceeds atteibutable 1o the inctease in such n-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by 1t in connection with such
well

(dy Should any person not a party to this agreement, who 15 determined to be the owner of any interest in the ttle which has
taled, pay i any manner any part of the cost of operation, ¢evclopment, or equipment. such amount shatl be paid 10 the party or parties
who bore the costs whiel are so retunded.

(e} Amv Habihy to account to a third party for prior production of od and gas which anses by reason of utle fajure shall be
horne by the party or parties whose title taled 10 the same proportions 1n which they shared in such prior production; and.

(1 No charge shall be made 1o the Jomt account fur legal expenses, fees or salaries. in connectwn with the defense of the interest
clwimed by any pary hereto. it being the vention of the partizs hereto that each shall defend tie 10 its imerest and bear all 2xpenses n

connection therewsth

o

-Payment or Erroeous Payment of Amoant Due [ through nustake or oversight. any rental, shut-in well

payment. mummum royalty or royalty payment. 15 not paid or s erroncously paid, and us a result a lease or interest therein lerminates.
there shall be ne monetary hability against the party who railed to make such payment  Unless the party who failed to make the required
paymem secures a new lease covening the same nterest withie nmery (90 days trom the disconery of the failure 1o make proper paymens,
which acquisition will not he subject to Artele VHLB . the interests of the parties shall be revised on an acreage basis. effective as of the
date of termination of the lease snvolved, and the party who failed 10 make proper payment will no longer be credited with an mterest in
the Contract Area on account of ownership of the lease or interest which has terminated  [n the event the party who failed to make the
required payment shall not have been fully reimbursed, at the ume of the loss. trom the proceeds of the sale of oif and gas attributable to
the lost interest. valculated on an acreage basis, for the development and operating costs theretofore paid on account of such wmterest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously dnitled
or wells previousty abandoned) from so much of the following as s necessary to effect reimbursement

fa} Proceeds of o1l and gas, less opersting expenses, theretofore accrued to the credit of the lost interest. on an acreage basis,
up 1o the amount of unrecovered costs,

tby  Proceeds. less operating eapenses, thereatier accrued atinbutable to the lost interest on an acreage basis, of that poriion of
orl and gas thereafter produced and marketed (excluding praduction from any wells thereafter dnlled) which, in the absence ot such lease
termination. would be atiributable to the fust interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oif and gas to be contributed by the other parties in proportion to their respective interest; and.

(¢) Any monies. up to the amount of urrecovered costs. that may be paid by any party who s, or becomes, the owner of the mterest

lost. tor the privilege of participating in the Contract Area of becoming a party 1o this agreement
& = obp pating 3 3 party g

3 Other Lo

All losses ncurred. other than those set torth i Articles 1V 81 and IV B2 above, shall be jont losses
and shall be borne by all parties 1 proportion to their interests  There shall be no readjustment of interests in the remaining portion of
the Centract Area
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ARTICLE V.

OPERATOR
A.  Designation and Responsibilities of Operator:
TMBRSharp Drilling, tnc. shall be the

Operatoc of the Contract Area, and stalt conduct and direct and have tull control of all vpecatians on the Coatract Area as permitted and
required by, and within the limus of this agreement. [t shall conduct all such operations in a gond and workmanhike manner, but it shatl
have no hability as Operator to the other parties for losses sustained or habiliies meurred, except such as may result trom gross

neghgence or willtul misconduct
B.  Resignation or Removal of Operator and Selection of Nuccessor:

I Resgnation or Removal of Operator Operator midy resign at any tme by giving written notice thereof (o Non-Operators.
I Operator terminates tts legal existence, no longer awns an interest hereunder in the Contract Area, or s no langer capable ol serving as
Operator, Operator shall be deemed to have resigned without any action by Nop-Operators. except the selection of a successor  Qperator
may be removed (1t fails or refuses to carry out s duties hereunder. or becomes insolvent. bankrupt or 1y placed in recetvership, by the
atfirmative vote of two (2) or more Non-Operators owning a majonty nterest based on ownership as shown on Exhubit “A” remaining
after excluding the voung interest of Operator  Such resignation or removal shall not become etfective until 7 00 o'clock A M. on the
first day of the calendar momh followng the expiration of ninety (90) days after the giving ol notice of resignation by Operator or achion
by the Non-Operators to remave Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earler
cate  Operator. afier etfecuve date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transter of Operator’s mterest to any single subsidiary, parent or successor curporation shall not

be the basiv for remaval of Operator

2 Selectton of Successor Operator  Upon the resignation or removal of Operator, a successor Operator shail be selected by

the parties. The successor Operator shall be selected from the partics owning an interest i the Contract Area at the lime such successor
Operator 15 selected  The successor Operator shall be selected by the aftimative vole of two (2) or more partics owming a majorty interest
based on ownership as shown on Fxmpit A7, provided. however. 1t an Operator which nas been removed fails to vote or votes onty to
succeed 1tsel. the successor Operator shall be selected by the affirmatve vote of two (2) of more parties owning a majority interest based

on ownership as shown on Exlubit “"A” remaiming atter excluding the voting interest of the Operator that was removed
C.  Employees:

The number of employees used by Operator in conducung operations hereunder, therr sefection, and the hours of lubor and the

compensaticn tor services performed shalt be determined by Operator, and alt such employees shall be the employees of Operator
D.  Drilling Contracts:

All weils drilled on the Contract Area shall be drilled on a competitive contract basis ot the usual rates prevailing m the area I it so
destres, Operator may employ 1ts own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates 1 the area and the rate of such charges shal! be agreed upon by the partics in writing before dnilling operations are comimenced. and
such work shait be performed by Operator under the samie terms and conditions as are custumary and usual in the area in contracts of in-

dependent contractors who are doing work of a sumilar nature

ARTICLE VL
DRILLING AND DEVELOPMENT

A, lnitial Well:
On or before the 1 day of June ~ fvvuiry 2002 _ , Operator shail commence the drilimg of a well tor

o1t and gas at the following location 1913" FNL and 924" FWL of Section 25, Towaship 16 South, Range 35 East, N M.P.M,,

Lea County, New Mexico

and shall thereatter conbinue the drihing of the well with due diligerce t¢ a subsurlace depth of 13, 200 feet or a depth sufficient 1o test

the Mississippian lormation

unless granite or other practically mpenetrable substance or condion i the hole. which readers turther drilling unpracucal. s en-

countered at 4 lesser depth, or unless all parties agree to complete or abandon the well at a icsser depth

Operator shalt make reasonable tests of all tormations cncountered dunng dnllmg which gove ndication of containing wmib and
2as 0 quanuities sufticient w 1est. unless this agreement shald be limited 1 its apphication to a specific formation or formations, n winch

event Operator shall be required 1o test only the formation or tormations te which thiy agreement miay apply.

-4-
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ARTICLE Vi
continued

I, Uperator's judgment, the well will not produce oib or gas 1 pasmg quaniiies. and (1 wishes to plug and abandon the
13 Juag n g payvmg plug

well as a dry hole, the provisions of Article VLE 1. shall theceatter apply

B.  Subsequent Operations:

1 Proposed Operatons  Should any party hereto desire (o driil any well on the Contract Area other than the well provided
for in Article VLA | or to rework. deepen or plug back a dn hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities. the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specitying the work to be performed, the location, proposed depth. objective forma-
von and the estimated cost ot the operation  The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which o notity the party wishing to do the work whether they clect to participate in the cost of the proposed operation. If a drill-
ing ng is un location, notice of a proposal 1o rework, plug back or driil deeper may be given by telephone and the response period shall be
himuted to torty-cight (48) hours, exclusive of Saturday, Sunday, and legal holidays  Failure of a party receiving such notice (o reply within
the peniod above fixed shall constitute an election by that party not to participate m the cost of the proposed operation  Any notice or
response given by telephone shall be prompily confirmed i wrifing

It all parties elect to partcipate 0 such a proposed operation, Operator shall, withun ninety (90) days atter expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (38) hour period when a drilling nig s on loca-
tion, as the case may bej. actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereta, provided, however. said commencement date may be extended upon written notice of same by Operator to the other parties,
tor a penod of up to thity (30) addimonal days . in the sole opinion of Operalor, such addiional time is reasonably necessary to obtam
permils from governmental authorities, surtace nights (including nghts-of-way ) or appropnate drilling equipment, or to complele title ex-
ammation or curative matter required for title approvat or acceptance  Notwithstanding the force majeure provisions of Aruicle X1, if the
actual operation has not been commenced within the time provided tincluding any extension thereof as specifically permitted herein) and
it any party hereto stitl desires o conduct said operation, written notice proposing same must be resubmitied to the other parties in aceor-

dance with the provisions hereot as 1f no prior proposal had been made

s f any party recenving such notice as provided in Article VEB.1. or VIID . (Option
No 2y elects rot te parhicipate n the proposed operation. then, in order to be entitled to the benefits of this Article, the party or parties
giviog the novse and such other parties as shall clect to participate i the operation shall. within minety (90) days after the expiravon of
the notice period of thirty (30) days (or as promptly as possible atter the expiration of the forts -eight 148) hour period when a drilling nig 1s
o location. as the case may bej actualiy commence the proposed operatson and complete 1t with due ditigence  Operator shall perform all
work for the account of the Consenting Parties, provided, however, 1f no dnlling ng or other equipment is on location, and 1f Operator s
a Non-Comsenung Party, the Conscnting Parties shall either () request Operator to perform the work required by such proposed opera-
tron tor the account of the Consenting Parties, or (b) destgnate one (1) of the Consenting Parties as Operator to perform such work. Con-
senung Parties, when conducting operattons on the Contract Arca pursuant to this Article VI B 2., shall comply with all terms and con-
ditions of this agreement

If less than aft partics approve any proposed operation. the proposing party, mmmediately after the expiration of the applicable
notice peried. shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should procecd with the operation as proposed  Each Consenung Party, within forty -eight (38) hours
texclusive of Saturday, Sunday and legal holidays) afler receipt of such notice, shall advise the proposing party of its desire 10 (a) linut par-
ucipation to such party’s interest as shown on Exhubit “"A” or ib) carny its proportionate part of Non-Consenting Parties’ mrerests, and
fatlure to advise the proposiag party shal! be deemed an clection under (a)  {n the event a dulling rig s on location, the tme permutted for

such a response shall not exceed a total of forty-cight (48] hours (inclusive of Saturday. Sunday and legal holidays) The propesing party,

at .ts election. may withdraw such proposal it there 15 msufficient participation and shall promptly nottfy all parties of such dectsion

The entire cost and risk ot conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected 1o bear same under the terms of the preceding paragraph Consenting Parties shalt heep the ieasehold estates 1mvolved in such
operations free and <lear of all liens and encumbrances of every hind created by or ansimg from the operations of the Consenting Parties
it such an vperation results in 4 dry hole. the Consennng Part:es shall plug and abandon the well and restore the surface location at their
sote cost, nsk and expense. 1 any well drilled. reworked, deepened or plugged back under the provisions of this Article results in a pro-

ducer of wil and/or gas in paying quantuties, the Consenting Parties shall complete and equip the well 10 produce at their sole cost and risk,
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ARTICLE Vi
continued

and the well shali then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ues  Upon commencement of operations tor the anlling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, zach Non-Consenting Party shall be deemed to have relinguished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to thew respective nterests, all of such Non-Consenting
Party's interest 1in the well and share of production therefrom until the proceeds of the sale of such share. calculated at the well, or
market vatuc thereot i such share is not sold, (after deducting production taxes, excise taxes, rovalty, overniding royalty and other in-
terests not excepted by Arucle 11D pavable out of or measurcd by the production from such well accruing with respect 10 such interest
antil it reverts) shall equal the totai ot the following ’

S00% . . . .
(a} Yo of each such Non-Consenting Party 's share of the cost of any newly acquired surface equipment beyond the welthead

connections (including, but not Himiated to, sioch tanks. separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing untif each such Non-
Consenting. Party’s relinquished mterest shatl revert o 1w under ather provisions of this Article, it being agreed that cach 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 1t parucipated in the well from the beginning of the vperations, and

(b) 500 °% of that porton of the costs and expenses of dnilhing, reworking, decpening, plugging back, testing and completing,
after deducting any cash contributions recerved under Articte Vil C., and 00 e of that portton of the cost of newly acquired equip-
menl in the well (10 and mcluding the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein

An clection not to participate i the dnlhing or the deepenimg of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed 1n such a well, or portion thereof. to which the initial Non-Consent election applied that 15
conducied at any time pnior 1o tul) recovery by the Comsenting Parties of the Non-Consenting Party’s recoupment account.  Any such
reworking or plugging back operation conducted during the recoupment perniod shall be deemed part of the cost of operation of said well
and there shalt be added to the sums o be recouped by the Consenting Parties one huadred percent {100%) of that portion of the costs of
the reworksng or pluggimg back operanon which would have been chargeable to such Non-Coensenting Panty had it parhcipated therein I
such a reworking or plugging back operation is proposed dunirg such recoupment pertod. the provisions of this Article VI B shall be ap-
plicable as between said Consenting Parties in said weil

During the perniod of tme Consenting Parbes are entitled o recenve Non-Consenting Party’s share of production, ot the
proceeds therefrom, Consenting Parties shali be responsible for the payment of all produciion, severance, excise. gathening and other
taxes, and all rovalty, overnding royalty and other burdens applicable to Non-Consenting Party 's share of production not excepted by Ar-

tcle 11

In the case of any rework.ng. plugging back or deeper driling operation. the Consenting Parties shall be permitted to use. free
ot coat, all casing. twbing and other equpment n the well, but the ownership of abl such equipment shall remawn unchanged, and upon
abandonment of a well atter such reworking, plugging back or deeper drithing, the Consenting Parties shalf account for all such equip-

ment o the vwners thereot, with each panty recenving its proportionate part in kind or i value. less cost of salvage

Within sisty (60) days afier the completion of any operatian under this Article, the party conducting the operations for the
Consenting Parties shall furmsh cach Non-Consenting Party with an mventeny of the equipment in and connected to the well, and an
sternized statement ot the cost of drlling. deepenming. plugging back. testing. completng, and equipping the well for production. or, at its
option. the operating party, in fieu of an temized statement of such costs of operation. may submit a detailed statement of monthly bil-
ings  Each month thereatter, during the time the Consenung Parties are being reimbursed as provided above. the party conducting the
operations tor the Consenling Parties shall turnish the Non-Consenting Parties with an nem.zed staiement of al} costs and fiabibiies -
curred an the eperaton of the well, together with a statement of the quanuty of o1l und gas proguced trom it and the amount of proceeds
relaed from the sate of the well's working nterest production during the preeeding menth  [n determuning the quantity of oil and gas
produced dunng any month, Consenting Parmies shall use industry accepted methods such as. but not limited to, metening or periodic
well tests Aoy amount realized trom the sale ur other disposiion of equipmient newly acquired w connection with any such operation
which would have neen owned by a Non-Consenting Party had 1t participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determiming when the interest of such Non-Consenting Party shall revert to 1t as
above provided: and i1f there is a credit bulance, 1t shall be paid to such Non-Consenung Party
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ARTICLE Vi
continued

If and when the Consenting Parties recover from a Non-Consenung Party s refinguisaed interest the amounts provided for ahove,
the relinguished interests of such Non-Consenting Party shall automatically revert o it, and, trom and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment 0 or pertaining  thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had o parucipated i1n the dnlling, reworking. deepening or plugging
back of said well  Thereafter. such Non-Consentng Party shall be charged with and shall pay tts proportionate part of the further costs of
the operation of sard well in accordance with the terms of this agreement and the Account:ng Procedure attached herero.

Notwithstanding the provisions of this Article VI8 22U 1s agreed that without the mutual consent of all parties, no wells shall
be completed m or producad from a source of suppiy trom which a well located elsewhere on the Contract Area ts producing, uniess such
well contorms to the then-exssting well spacing pattern tor such source of supply

The provisions of this Article shall have no apphicaton whatsoever to the drilhing of the minal well described in Article VIA
eneept (a) as o Articke VIED | (Option No 2).if selected or (b) as to the reworking, deepening and plugging back of such mitial well
after 1f has been drilled o the depth specified in Arucle VIA 1f it shall thereafter prove to be a dry hole or, if initially completed (or pro-

duction, ceases to preduce in paying quantities

3 Stand-By Time  When a well which has been drifled or deepened has reached its authonized depth and all tests have been
completed. and the results thereol furmshed to the parties, stand-by costs incurred pending response o a pany’s nouce proposing a
reworking, deepeming. plugging back or completing operatian n such a well shall be charged and barne as part of the drilling.or deepen-
ing aperation just completed. Stand-by costs subsequent to all parties responding. or expiration of the response time permitted. whichever
first occurs, and pnor to agreement as [0 the participating nterests of alt Consenting Parties pursuant 10 the terms of the second gram-
matical paragraph of Article VB 2. shall be charged to and borne as part of the proposced cperation, but if the proposal is subsequently
withdrawn because of insufficient parucipation, such stand-by costs shall be aliocated between the Consenting Parties in the proportion
each Consenting Party’s inlerest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all Consenting Par-
ties

4 Sidetracking  Except as hercinatter provided, those provisions of this agreement applicable to a “deepening” operation shall
also be appheabie to any proposal to directionally control and intentionaliy deviate a well from vertical so as to change the bottom hole
location herain call “sidetracking”j. unless done to stratghten the hole or to dril around junk n the hole or because of other
mechanical difficulues  Any party having the nght 1o participate m a proposed sidetracking operation that does not own an mterest m the
affected weil bore at the time of the nouse shall. upon etecting to participate, tender to the well bore owners its proportionate share (equal
1o ts anterest in the sidetracking operation) of the value of that portion of the exssting well bore to be utihized as fotiows:

(a) {f the proposal s for sidetraching an existng dnv hole, reimbursement shall be on the basis of the acrual costs incurred n

the imitial drilhiag of the well down to the depth at which the sidetraching operation s imated

(51 It the proposal is for sidetracking a well which has previousty produced, reimbursement shall be on the basis of the well's
salvable matenials and equipment down (o the depth at which the sidetracking operation s untiated. determined in accordance with the
provisions of Lxhibit "C™ less the estimated cost of saly aging and the estimated cost of plugging and abandoning

In the event that notice for a sidetraching operat:on iy geven while the drilling rig to be utihized is on location. the response period
shail be hmited to forty-eight (48) hours. exclusive of Saturday. Sundav and legal holidayvs. provided, however, any panty may request and
recetve up to eight (85 additional days atter expication of Ihe forty-eight {48) hours withur which to respond by paying for all stand-by time
incurred during such extended response peniod  If more than one panty efects to take such additional ime to respond to the nolice. stand
by costs shall be allocated between the parties taking addiienal time 1o respond on a day-10-dav basis in the proportion cach electing par-
I onderest as shown on Exiubit "A” bears o the total interest as shown on Exhibit “A” of all the clecting parties.  In ail other in-

stances the response period 10 a proposas for stdetracking shatl be mited to thirty (30) days

C. TAKING PRODUCTION IN KIND:

Fach panty shall take im Kind or separately dispose of its proportionate share of att oil and gas produced trom the Contract Area.
exclusive of production which may be used wn development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unasordably fost  Any extra expenditure incurred in the taking in kind or separate dispusition by any
party ot its proportiondte share of the production shall be berme by such parts  Any party taking s share of production 1n kind shatl be
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continued

1 required to pay tor only 1ts proportionate share of such part of Operatoc's surtace facihities which it uses

2

3 Fach panty shall execute such division orders and contracts as may be necessary tor the sale of 1ts interest 1in production from

4 the Contract Arew, and. except as provaded m Article VITB, shall be ennitled 10 recesve payment directly from the purchaser thereod for
5 45 share of al! production

6

7 in the event any party shall tal to make the arrangements necessary to take in kind or separately dispose of its proportianate share of
8 the ol produced trom the Contract Area. Operator shall have the nght subject to the revocation at will by the party ownmg it, but not
9 the obliganon. 1o purchase such ol or sell 1t 1o others at any tine and from time to time. for the account of the non-taking party at the
10 best prive obtamable i the area for such produchon  Any such purchase or sale by Operator shall be subject always 1o the right of the
tl o owner of the production to exercise at any time 113 nght © take in hind, or separately dispose of. its share of all o1l not previousty
12 delivered to & purchaser  Any purchase or sale by Operator of anv other party’s share of vil shall be only for such reasonable pertads of
13 ume as are consistent with the mimimum needs of the industry under the particular circumstances, but n no event for a period m excess
14 ofunce i) year

15

16 I the event one or more pariies” separate disposition of 1ts share of the gas causes splitstream deliveries to separate pipelines and/or
17 detivenes which on a day-to-day  basis tor any reason are not exactly equal to a party 5 respective proportionate share of total gas sales to
I8 be allocated to it the balancing or accounting between the respective accounts ot the partics shall be tn accardance with any gas balancing
19 agreement between the parties hereto. whether such an agreement 1s attached as Exhubit “E™ or is a scparate agreement

20

21 D, Access to Contract Area and [nformation:

22

23 Lach pany shall have access o the Contract Area at all reasonable tmes at its sule cost and risk lo inspect or observe operations,
24 and shall have access at reasonable Uimes o information pertaining to the development or operation thereof. including Operatar’'s books
25 and records relating thereto Operator. upon request, shall furnish cach of the other parties with capies of all forms or reports liled with
26 governmental agencies. daly dnilling reports. well logs, tank tables. daily gauge and run tickets and reports of stock on hand at the first of
27 each month, and shall make available samples of any cores of cuttings taken from any well drilled on the Contract Area. The cost of
28 gathening and furnishing nformation o Non-Operator, othes than that specified above, shall be charged to the Non-Operator that re-
29 quests the intormation

30

3t E. Abandonment of Wells:

32

33 1 Abandonment of Dn loles  Except for any well drilled or deepened pursuant to Arucle VI.B.2 | any well which has been

34 dniled or deepened under the terms of Lhis agreement and 15 proposed W be completed as a dry hole shall aot be plugged and abandoned
35 wathout the consent of all parties  Should Operator. afier diligent eftort, be unable to contact any party. or should any party fail 1o reply
36 within fortv-eight (48) hours {exclusive of Saturday. Sunday and lepal hohidays) atier receipt of notice of the proposal 1o plug and abandon
37 such well such party shall be deemed 1o have consented (o the proposed abandonment Al such wells shall be plugged and abandoned in
38 accordance with applicable regulatians and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
39 such well  Any party who objects to plugging and abandening such welt shall have the nght to take over the wel and conduct turther
40 operations 11 search of o1l and/or gas subject 1o the prosvisions af Arucle VI B

41

42 2. Abungonment of Wells that have Produced  Bxeept tor any well m which a Non-Consent operalion has been conducted

43 hereunder tor which the Consenting Parties have not heen fully raimbursed as herewn prosided, any well which has been completed as a
44 producer shall not be plugged and abandoned without the consent of afl parties  If all parties consent to such abandonment, the well shall

45 be plugged and abandored i accordance with apphicable regulations and at the cost. risk and expense of all the parties hereto 1. within

4

6 durty 1301 days after receipt of netice of the propesed abandonment of any well, all parties do not agree to the abandonment of such well,
47 those wishing to conunue its operation from the intervalts) of the formation(s) then open to production shall tender to each of the nther
48 parties by proportionate share ot the value of the well’s sahvable matenal and equipment. determined - accordance with the provistons ol
49 Exhibit "C7 less the estimated cost ot salvaging and the estimated cost of plugging and abandoning  Fach abanduning party shall assign

A

0 the non-abanduning parties. without warranty, express or imphed. as 1o ude or as to quanuty, or fitness for use of the equipment and
51 materal. ali of wts interest 1n the well and related equipment, together with its interest in the leasehold cstate as (o, but only as to. the in-
52 wenval or intervals of the formation or tormations then vpen to production I the mteiest of the abandoning party is or includes an ml and

§3 gas wnterest. such party shall execute and deliver to the non-abardoning pany or parties an o1l and gas lease, limited to the mierval or in-

w

4 tervals of the formation or formations then open (o production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
35 duced frem the interval or intervals of the formation of formations coverzd thereby, such lease to be on the form attached as Exhibit
56
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1 "B The assignments or feases so imited shalt encompass the “dnlling umit™ upon which the well is located. The payments by, and the
2 assignments or leases to. the assignees shall be 1n a rato based upon the relationship of thoir respective percentage of parucipation in the
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of ait assignees  There shall be no readjustment of
4 interests in the remaining portton of the Contract Area

N

6 ‘thereahler, abandoming parties shall have no further responsibility, habiity, or interest n the operation of or production from
7 the well i the sterval of sntervals then open other than the rayalties retained i any lease made under the terms of ths Anticle. Upon re-
8 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any addittonal cost and charges which may anse as the result of the separate ownership of the assigned
10 well. Upun proposed abandonment of the producing interval(s) assigned or leased. the assignor or lessor shall then have the option to
11 repurchase s prior mterest n the well (using the same valuation tormula) and participate 10 turther operations therein subject to the pro-
12 visons hereot’
13

14 3 Abandonment ot Non-Consent Operations The provisions o Article VIE | or VIE 2 above shall be applicable as between

15 Consenting Parties in the event of the proposed abandunment ot any well excepted from said Articles: provided. however, no well shall be
16 permanently plugged and abandoned uniess and unti alf parties having the night to conduct further operations therein have been notitied
17 ot the proposed abandonment and attorded the opportunity 1o clect 10 take aver the well 1n decordance with the provisans ot this Article
18 VikE

19

20 ARTICLE Vi1

b4l EXPENDITURES AND LIABITITY OF PARTIES

22

23 A, Liability of Parties:

24

23 The hability of the parties shall be several. not jwint or collective.  Each party shall be responsible only for its obligations, and
26 shall be habie only for s proportionate share of the costs ot developing and operaung the Contract Area. Accordingly. the liens granted
27 among the parties i Article VILB are given to secure only the debts of each severally  1tis not the intention of the parties (o create, nor
28 shall this agreement be construed as creating, a mining or other partnerstup or associanon. or to render the parties liable as partners.

29 -

30 B. Liens and Payment Defaults:

3t

32 tlach Non-Operator grants to Operator a ten upon its oil ard gas nghts 1o the Contract Area. and a security nterest in s share
33 of o1l andror gas when extracted and its mierest m ail cquipment, 10 secure pavment of 1ts share of expense. together with interest thereon
334 the rate provided i bxhibit ©C 0 To the extent that Operator has a secunity nterest under the Untform Commercial Code of the
35 state, Operator shall be entitted to exercise the nights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 twning of judgment by Operator for ihe secured mdebtedness shall not be geemued an clecton of remedies or otherwise affect the lien
37 nghts or security interest as secunty tor the pavment thereot  In addition. upon default by anyv Non-Operator in the payment of 1is share
38 of expense, Operator shail have the nght. without prejudice 1o other nghts or remedies. 1o cullect from the purchaser the proceeds from
39 the sale of such Non-Operator's share of ot andior gas unti! the amount owed by such Non-Operator. plus interest. has been paid. Each
40 purchaser shall be entitled to rely upun Operator’s written stgtement concerming the amonnt of any default. Operator granis a hike lien

41 and sccunty mterest o the Non-Operators to secure pasment of Operator’s proportionate shase of expense

43 H—ty— partr—lath 5 e —to—pav—tby 5 Feafrense—withi- sty —60—days—ater H a5t Heretor— by
43 Operator; the deranteng: partesy: mchudingOperator, -shatk—upoR—requestbr-Operator—pay—the-unpird H-the-prop that
45 therhterest oi-edach-such-party Beaito-the wivrest-of sllsuach-partes—tach-parr so-paving tsshare-of the-urpaid-amountshallto-obtan
16 > tiereot—he subfognted-to ety srghtrdesoribed m-the fofegomg paraaraph

47

48 C. Payments and Accounting:

19

50 Except as herein otherwise spectfically provided. Operatar shall premptly pay and discharge expenses incurred in the development

St and operation ot the Contract Arei puesuant o this agreement and shall charge each of the parties hereto with their respective propos-
52 tonate shares upon the expense hasis provided i Exhibit "CY Operator shatl keep an accurate record ol the joint account hereunder,
53 showing expenses incurred and charges and ¢redits made and recenved

53 Operator, at 15 election, shait have the nght from time 10 hme to demand and receive trom the other parties payment m advance

56 of thew respective shares of the esnmated amount of the expense to be incurred W operations hereunder during the next succeeding

month. which right may be exercised only by submission to each such party of an ilemized statement of such estimated expense, together
with an invoree for its share thereof” Fach such statement and invoice for the payment in advance of estimated expense shall be submitted
59 on or hefore the 20th day of the next preceding month Each party shall pay to Operator 1ts proportionate share of such estimate within
60 fifteen 115y davs after such estimate and invowe s reeeived  Hany party Yadds 1o pay s share of sud estimate within said ume, the amount
61 due shall bear interest as provided in Exhibit “C™ untl pasd  Pieper adjustment shall be made monthly between advances and actual ex-

62 pense w the end that each party shall bear and pay 1ts proportionate share of actual expenses incurred. and no more

64 D.  Limitation of Expenditures:

a6 1 Rodtor DQeepen; Without the cunsent of all parties, no well shall be dndled or deepened, except any well delled or deepened

67 pursuant 1o the provisiens of Artrcle VIB 2 of this agreement. Consent ic the drilimg or despening shall include
p p g £ pening
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ARTICLE VI
continued

O Opuon Do L AM necessany expenditures for the dnthng or deepeming. lesiing, completing and equippimg of the well. including

necessary tankage and/or surface faciiies

B Option No 2 All necessary expenditures for the dnihing or deepeming and twesting of the well. When such well has reached ns
authorized depth, and all tests have been completed. and the results thereo! furnished to the parties, Operator shal! give immediate notice
to the Non-Operators who have the night o participate in the completion costs  The parties recewving such notice shall bave forty-eight
(4% hours {exclusive of Saturday Sunday and legal hokidays) in which to elect 1 participate in the setting of casing and the completion at-
tempt  Such electhion, when made. shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surtace facihtics Faulure of any party receiving such notice 1o reply within the perwad above fixed shall
constitute an election by that party not to participate n the cost of the completion attempt  {f one or more, but less than all of the parties,
elect 0 set pipe and to atempt a completion. the provisions of Article VI B 2 hereof (the phrase “reworking, deepening or plugging
back” as conmtained in Article VI B 2 shall be deemed 1o include “completing™) shall apply to the operatrons thereafter conducled by less
than all pares

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

plugged back pursuant to the provisions of Article Vi B2 of this agreement  Consent 1o the reworking or plugging buck of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well. including necessary 1ankage
andsor surface facilities

3 Other Operations: Without the consert ol all parties, Operator shall not undenake any single project reasonably estimated
W require an expenditure in exgess of Twenty-Five Thousand Dollars ($ 25,000.00 )

exeept tn connection with a well, the dnilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously duthonized by or pursuant to this agreement, provided. however. thal, mn case of explosion, fire, flood or other sudden
emergency. whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deat with the emergency to saleguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties It Operator prepares an authenty for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an information copy thereot for any stngle project costing n excess of *Ten Thousand*

Dollars (% *10.006.00 ) but less than the amount first set furth above in this paragraph

£.  Rentals, Shut-in Welt Payments and Minimum Royalties:

Rentals. shut-in well payments and mimimum royalties which may be required under the terms of any lease shall be paid by the
party or partes wha subjected such lease o this agreement at 1ts or thesr expense  {n the event two or more parties own and have con-
tribwted interests in the same lease o this agreement. such partics may designate one ot such parties to make said payments for and on
behalf of alt such parties  Any party may request, and shall be enutled to receive. proper evidence of alt such payments. [n the ¢vent of
tailure 10 miahe proper payment of any rental shut-mn wel payment or mimnum royalty through mustake or aversight where such pay-
ment is required o conanue the lease i torce. any loss which results from such non-pasment shall be borne 1 accordance with the pro-
visiens of Article IV R 2

Operator shall notify Noa-Operator of the anticipated completion of a shut-in gas well or the shutting in or return (0 production

of a producing gas well, at least five (5) dayvs (excluding Saturday, Sunday and fegal holidays), or at the earliest opportunity permitted by

clreumstances. pror Lo taking such action. but assumes no Lability for fadure to do so  In the event of farlure by Operator 10 so notly
Non-Uperator, the loss of any lease contributed hereto by Non-Operator tor fadure to mahe tmely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions ol Article 1V B 3

F. Taves:

Beginning with the tirst calendar year after the effective date hereof, Operator sha!l render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delmquent Prios to the rendion date, cach Non-Operator shall turmish Operator mformation as 1o burdens {10 include, but not
be lmited o, rosalties. overnding royalties and production payments) on leases and o and gas nterests contributed by such Non-
Operator 1 the assessed valuation of any feasehold estate 15 reduced by reasen of its being subject to outstanding eacess royalues, over-
nding royalties or production payments. the educton in ad valorem taxes resulting theretrom shall inure to the benetit of the vwner or
cwners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to retlect the benefit of such reduc-
ton  If the ad valorem taxes are based in whole orin part upen separate valuations of each party’s working tnterest, then notwithstanding
anything to the contrary herein. charges ta the jmat account shall be made and paid by the parues hereo in accordance with the tax
vatue generated by each pary s working interest. Operator shall bill the other parties for their proportionate shares af all tax payments in

the manner provided n Lxhibit *C

i Operator considers any lax assessment amproper. Operator may, at s discretion, protest within the time and manner
prescnibed by law, and prosecute the protest to a final determination. unless all parties agree o abandon the protest prior to final deter-
mination  During the pendency of administratise or judicial proceedings. Operator may elect e pay, under protest, all such taxes and any
interest and penalty  When any sucn pretested assessment shatl have been finally determined. Operator shalt pay the tax for the joint ac-
count, together with any interest and penalty accrued. and the total cost shall then be assessed against the parties. and be paid by them, as
provided i Ealubit 7C”

Each party shall pay or cause to be paid all production, severance eacise. gathermg and other taxes imposed upon or with respect

to the production or handling of such party s share of o1l and-or zas produced under the terms of this agreement

-0 -
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ARTICLE V11
continued

G.  losurance:

At all umes while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being cenducted; provided. however, that Operator may be a self-insurer for Liabdity under said com-
pensation Jaws i which event the only charge that snall be made to the joint account shall be as provided in Exhibit “C". Operator shall
also carny or provide insurance tor the benefit of the jount account of the partics as outhned in Exhibit “D", attached to and made a pan
hereof  Operator shall require all comractors engaged in work on or for the Conlract Area to comply with the workinen’s compensation

law of the state where the operahions are being conducted and (0 maintain such other msurance as Operator may require

In the event automobile public hability ansurance 15 specitied in sad Exhibit "7 or subsequently recewves the approval of the
parties, no direct charge shall be made by Operator tor premiums paid for such insurance for Operator’s automolive equtpment

ARTICLE Vil
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A, Surreader of Leases:

The leases covered by this agreement, insofar as they embrace acreage m the Conttact Area, shall not be surrendered in whale

or 0 part unless all parties consent thereto

However, should any party desire to surrender its interest m any lease of in any poruon thereof, and the other parues do not
agree or comsent thercto, the pantv desinng to surrender shall assign, without express or implied warranty of Litle, al of s nterest in
such lease. or portion thereof, and any well, matenal and equipment which may be localed thercon and any rights in production
thereafter sccured. to the parties nol consenting to such surrender It the interest of the assigning party is or includes an oil and gas in-
lerest, the assigmng party shiall execule and deliver 10 the parly or parties not consenting w such surrender an ol and gas tease covering
such on and gas anterest for a term of one (1) year and so fong thereatter as oil andior gas 1s produced from the land covered thereby. such
lease 10 be on the form attached hereto as Fxhibuw “8”  Upon such asstgnment or lease. the assigming party shall be rclieved from all
obhigations thereatter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
atiributable thereto. and the assigning party shall have no further interest in the assigned or Jeased premuses and s equipment and pro-
duction other than the royalties retained m any lease made under the terms of this Artcle  The party assignee or lessee shall pay to the
party assignor of lessor the reasonable sabvage value of the larter's interest in any wells and equipment attributable to the assigned or leas-
ed acreage  The value of all matenial shall be deternuned in accordance with the provisions of Exhibit “C™. less the estimated cost of
sabvaging and the estimated cost of plugging and abandoming 1 the assignment or lease 15 in favor of more than one party. the interest

shait be shared by such parties in the proportions that the mnterest of each bears 1o the total interest of all such parties

Any assignment lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendening
party’s interest as 1t was immediately before the assignatent. ease or surrender in the balance of the Contract Area; and the acreage
assigned. leased or surrendered. and subsequent operations thereun, shall not thereafler be subject to the terms and provisions of this

agreement
B.  Renewal or Extension of Leases:

It any party secures a renewal of any ail and gas lease subject to tns agreement. all other parties shall be nolified promptiv, and
shall have the cght for a period of thiy (300 days foliowing receipt of such notice i which to elect to parucipate in the ownership ot the
renewal lease. .nsofar as such lease affects lands within the Contract Area. by paving to the party who acquired 1t their several proper pro-
poruvnate shares of the acquisiticn cost allocated (o that part of such lease within the Contract Area, winch shall be 0 proporuion to the

interests held at that ume by the parties in the Contract Area

I some. but less than all, of the parties elect (o participate w the purchase of a renewal lease. 1 shalt be owned by the parties
who elect to participate therein, in a rauo based upon the relationship of therr respective percentage of participation in the Contract Area
to the aggregate of the percentages of parbcipation in the Contract Area of all parties partwipaung in the purchase of such renewal lease.

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

Fach party who participates n the purchase of a rencwadl lcase shall be given an assignment of 11s proportionate terest therem

by the acquinng party

The provisions of this Article shall apply o renewal leases whether they are for the entire interest covered by the expirmg lease
or cover oniy a portion of s area or an nterest therein Any renewal lease taken betore the expiration of its predecessor lease, or taken or
contracted tur within s1x 16) months after the expiration of the existing jease snall he subject W this provssion; but any lease taken or con-
tracted for more than six (6) months atier the expiration of an existing lease shail not be decmed a renewal lease and shall not be subject to

the provisions of this agreement

I'he provisians in this Article shall also be applicable w extensions of o and gas leases
C.  Acreage or Cash Contribufions:

Winle this agreement ts an foree, (b any panty contracts tor a contnibution of cash towards the dolling of a well or any other
aperauon on the Contract Ared. such contrbution shall be pad o the party who conducted the dntling or other operation and shall be

appl.ed by 1t against the cost of such drillng or other operation 1t the contnibution be in the form ot acreage, the party to whom the con-
tobution 1 made shatl prompdy tender an assigament o the acreage, without warranty of titfe, to the Drilling Parties i the propartions
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ARTICLE VI

continued

said Drihing Panues shared the cost of drillimg the well - Such acreage shall become a separate Contract Area and. to the extent possible, be
governed by provisions identical to this agreement Each panty shall pcomptly notly all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation vn the Contract Area. The above provisions shall alsa be applicable to op-

nonal rights to carn gereage outstde the Conteact Area which are i suppont ot a well dolied nside the Contcact Area.

ftfany party contracts for any consideration relating o disposttion of such party s share of substances produced hereunder, such
vonsideration shalt not be deemed a contribution as contemplated in this Article VIILC

2. Mainteaance of Uniform tnterests:

For the purpose of maintarning untformity of ownership i the ol and gas leaschold interests covered by this agreement. no
party shall seli. encumber, transter or make other disposition Of 1ts interest in the leases embraced withmn the Contract Area and in wells,
equipment and production unless such disposition covers cither

1 the entire interest of the party 1n all leases and equipment and production. or
2 an equal undivided interest i all feases and equipment and production i the Contract Area

Eveny such sale. encumbrance, transter o other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the nght of the other parties

1£. at any me the mterest of any party 1 divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-omners to appoint @ single trustee or agent with tull authority to receive notices, approve expenditures. recerve biltmgs for
ard approve and pay such pary's share ot the jont expenses. and to deal generally with and with power to bind. the co-omners ol such
party ‘s anterest within the scope of the operations embraced in thiy agreement: however. all such co-owners shall have the right o enter
into and execute all contracts or agreements lor the disposition of their respective shares ot the o and gas produced trom the Contract
Arca and they shatl have the right to recerve, separately, payment of the sale procecds thereof

E.  Waiver of Rights to Partition:
It permutted by the iaws of the state or states 1in which the property covered hereby 1s focated, each party hereto owning an
undivided nterest an the Contract Area watves any and all nights o may have o panttion and have set aside 10 1t sn severalts its undivided

interest fgremn

F—Preferentivh Right-to-Purehase:

F} SRV IR ".“'1 e it - v e “_Llr Prn ot } . mL th agF Aref JE ¥ ;h aFe Hler o ‘h@ ” Fact
Amﬂﬁwwwwmwm— th-ful-miprmaton—concernng-Hs-propesed-sale—whnch-shat-cludet
HafH u"‘} Addras s l‘t‘_har , yia h AnJm b m;‘_{ - rH—rrr; i hLLj_A ~ha \ 1 BN . (‘r } v‘{h“‘ TPy TS
of-the-viter —Fhe-other-par hal-then-h tHoRa rmmmm%wmmwm—wum
M%WMW%WHNKMMMFMMW to—ethand—H thes—ept Frght- —the-—purc
ng MFM%WMWN—WMM +htorest-pr-each- bears 4o-the—tetab-trterest-of -ah-purch paf
ey ——Howeverthere-shal-be p iR L t—th Gattves—vehe prrr—iwishes— SHZE HS- eSS OF o
dirpose of HynHeresis-by-merer g tron, sonsohdation ahe-of aH-orsubstantiahy < oiits B5setsto-a-subdiar-oFr parehi-com

puny cwwewwﬂwwmwmm +-matarite-of thesteck:

ARTICLE IN.
INTERNAL REVENUE CODE ELECTION

This agreement 15 not intended to create, and shall not be construed to create, a relahonship of pantnersiup or an associaton
tor profit between or among the parties hereto Notwithstandimg any provision herein that the rights and liabihies hereunder are severat
and not jint or collective, or that this agreement and operations hereunder shall not constitute a partnership. if, for tederal income tax
purposes. this agreement and the operanions hereunder are regarded as a partnership. each party hereby affected elects 1o be eacluded
tfram the apphication of all of the provisions of Subchapter “K™. Chapter 1, Subttle “A™, of the Internal Revenue Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations promuigated thereunder  Operator is authorized and directed to ex-
ccute on behalt of cach panty hereby aftected such evidence of this election as may be required by the Secretary of the Treasury of the
Unsted States or the Federal Internal Revenue Service, including specifically. but not by way of limnation, all of the returns, statements,
and e duta required by Federal Regulations |76 Should there be any requirement that each party hereby affected give further
evidence ot this clection, each such pany shall execute such documents and furmish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this electton No such party shall give any notices or take any other
action mconsistent with the clection made hereby It any present or future income tax laws ot the state or states in which the Contract
Area s located or any future income tax daws of the United States contain provisions stmiar to those in Subchapter "R, Chapter |,
Suotitle “A”, ot the .nternal Revenue Code ot 1986, under which an election similar w that provided by Section 76! of the Code 1s per-
mitted. each party hereby aftected shalt make such elecuon as may be permitted or required by such taws. {n making the toregoing elec-
tion, each such party states that the income dernved by such party from operations hereunder can be adequately determined without the

computation of partnership taxabie income
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1 ARTICLE X.

2 CLADMS AND LAWSLUITS

3

+ Operator may settle any single ummnsured third party damage claim or suit arising from operauons hereunder it the expendtture
3 does not exceed *Fifteen Thousand* Dollars
6 8 *15,000.00 ) and ' the payment 1 o complete setttement of such clum or surt - it the amount required tor settlement ex-

7 ceeds the abose amount. the parties hereto shall assume and take over the further bandling of the claim or suit, unless such authonty is
8 delegated 1o Operator  All costs and cxpenses of handhing. sctthing, or otherwise discharging such clazm or surt shall be at the jomnt ex-
9 pense of the parties participating in the operation from which the claim or sudt anises 1 a claim 1s made against any party or if any party s
10 sued on account of any matier ansing trom operabions hereunder over which such individual has no control because of the nights given
Il Operator by this agreemient. such party shali immediately notity all other parties, and the claim or suit shall be treated as any other claim

12 or surt involving operations hereunder

13

14 ARTICLE X1

15 FORCE MAJEURE

1]

17 I any party 15 rendered unable, wholly or an part, by force mujeure 1o carry out its obligations under this agreement, other than

18 the ubhgation 10 make money payments. that partv shall give w all other parties prompt written notice of the force majeure with
19 reasonably full particulars concerning i, thereupon, the obligations of the party giving the notice, so far as they are affected by the force
20 majeure. shall be suspending dunng, but no longer than, the conunuance of the force majeure  The affected party shall use afl reasonable

21 dihigence to remove the toree majeure situation as quickly as practicable

23 The requirement that any force majeure shall be remedied with alt reasonable dispatch shall not cequire the settlement of stoikes,
24 lockouts. or other labor difficulty by the party invoived. contran to its wishes how alt such difficulties shall be handled shall be entirely

25 within the discretion of the party concerned

The term “torce majesre”. as here emploved, shatl mean anact of God, sthe, lockout, or other industnal disturbance. act of
28 the public enemy. war. blockade, public not. hightning. fire, storm. fload. explosion. governmental action, governmental delay. restraint
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specitically enumerated above or otherwise, which 1s

30 not reasonably within the control of the party clarming suspension

3
32 ARTICLE X1
33 ' NOTICES
. 34
3s All notices authorized of reguired between the parties and required by any of the provisions of this agreement, unless otherwise

36 specrtcaliy provided. shall be given in wnting by manl ov ielegram. pustage or charges prepaid. or by telex or telecopier and addressed to

37 the parties to whom the nobice 1s ginven al the addresses histed on Exhibit “A™ The vriginating aotice given under any provision hereof
38 shall be deemed grven only when recerved by the party to whom such notice 1s directed. and the time for such party to give any notice 1
39 response thereto shail run from the date the ongmating notice 1s recenved  The second or any responsive notice shall be deemed given
40 when deposited in the mail or with the telegraph company. with postage or charges prepaid. or sent by telex or telecopier  Each party

41 shall have the nght to change its address at any time. and from tine 1o time, by giving written notice thereo! to all other parties

42

43 ARTHCLE XitL

44 TERM OF AGREEMENT

43

16 This agreement shali remain in tull foree and cifect as 1o the oif and gas leases and-or ol and gas interests subject hereto tor the

47 penod of ume selected helow. provided. however, no pamy hereto shabl ever be construed as having any right, title or interest w or 1o any

48 lease ar ol and gas interest contributed by any other party besond the term of this agreeinent

49

30 O Opoen do—k—do-Jonu a5-ary of-te-6th and- farteases SUD et o Hin—agrecment Fe1Ha m-orare-coRtn e d-{oree-as—to-any-pan
51 oi-theContraci-rea-whether-by-product ' —FeRewal ™ se

32

33 @ Option_Nu_ 2 In the event the well descnibed m Arucle VEA L or any subsequent well drilled under any provision ot this

3
34 agreement, results sn production of oif and/or gas i paying quantities, ttus agreement shall continue i force so long as any such well or
35 wells produce. or are capuble of production, and for an addional penod of __ninety (91) days from cessation of al) production, provided,
56 hawever, if, poar to the expiration of such addmonal penod. one or mare of the pacties hereto are engaged n drlling. reworking, deepen-
37 ne. plogzing pack, testing or attempting to complete a well or wells hereunder. this agreement shall continue in force until such opera-
38 twms have been campleted and if production results therefrom, this agreement shal! continue in force as provided heremn  In the event the
59 well deseribed in Article VI A, or any subsequent well drifled hereunder, results i a dry hole, 2nd no other well s producing. or capable
60 of productiy vl andeur gas from the Contract Area, s agreement shall leenunale unless dniling, deepening, plugging back or rework-

6] ing operations are commenced within _ninety (90) _ davs from the date of abandonment of said well

63 It 15 agreed, however, that the termination ot thiy agreement shall not relieve any party hereto from any liabihity which has

64 accrued or attached prior 1o the date of such termination
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGLU LATIONS

A, Laws, Regutations and Orders:

[his agreement shall be subject to the conscrvation laws of the state i which the Contract Area 1s located, 10 the vahd rules,
regulations, and orders of any duly constituted regulatory body of said state. and 1o all other applicable federal, state. and local iaws, or-

dinances, rules, regutations, and orders
8.  Governing Law:

This agreement and all matters pertwining hereto, including. but not himated to, maters of performance. non-perfonmance, breach,
remiedies, procedures, aghis. duties, and intecpretation or comstruction, shall be governed and detesmuned by the law ot the state w which
the Contract Area 18 fociled  Hahe-Contract-Afed-is - tvo-oi-forestites, die kool thestate of-
shall govern

€. Regulatory Apencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authonty 10 waive or release any rights,
prvileges, or obligattons which Non-Operators may have under federal or state Jaws or under rules, regulations or orders promulgated
under such faws in reference to oil. gas and munera) operations, including the location, opzration, or production of wells, en tracts oftfset-
ung ar adjacent to the Contract Area

With respect 10 opergtions hereunder, Nou-Operators agree to release Operator trom any and all losses, damages, injuries. claims
and causes of acuion ansing out of, incident 1o or resutting directly or indirecty from Operator's interpretation or application of rules,
rutings, regulations or orders of the Department of Energy or predecessor or successor agencies 1o the extent such interpretation or ap-
phcation was made 1n good tath. Each Non-Operator further agrees to reimburse Operator fur any amounts applicable to such Non-
Operator's share of production that Gperator may be requured to refund, rebate or pay as a result of such an correct interpretation or

appheauon. tngether with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation or application

Non-Operators authorize Operator to prepare and submut such documents as may be required to be submutied to the purchaser
of any crude o1l sold hereunder or (0 any other person or entity pursuant to the requirements of the “Crude Oil Wandtall Profit Tax Act
o 19807, as same may be amended from time to ime "Act”), and any vahd regulations or rules which may be 1ssucd by the Treasury
Depariment from ©ime o tme pursuant o said Act lach party hercte agrees 1o furnish any and alt certfications or oiher informauion

which s required 10 be furnished by said Actn  timely manner and m sufficient detail to permit compliance with said Act

ARTICLE XV,
OTHER PROVISIONS

SEE PAGES 143, 14b and 14e ATTACHED HERETO
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ARTICLE XV.
OTHER PROVISIONS
The following provisions are intended to be cumulative, but in the event they conflict with the
other provisions herein, then the following provisions shall control:

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

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

I. notto pay a delay rental:
2. to abandon a lease; or
3. notto participate in a necessary well as defined in Article XV N,

and assigns its interest in a lease. or portion thereof, to and for the benefit of the participating parties
hereto, or if some, but not all, of the parties hereto elect to acquire an interest in a lease or a contract
affecting a lease pursuant to the provision of Article XV .F._ it is agreed that the lands covered by the
contract rights shall no longer be subject to this agreement. In such event the lease or contract rights and
the lands covered thereby shall be deemed to be subject to an operating agreement identical to this
Agreement changed only to retlect the proper owners and percentages and, if the parties so desire. to
designate a new operator it the operator under this agreement is not a co-owner.

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

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

Operator shall notify each Non-Operator of its recommendation concerning the payment of delay
rentals or shut-in royalties under any lease as they may fall due in writing at least forty-five (45) days in
advance of the day when such payment is due. Each Non-Operator shall have fifteen (15) days from the
receipt of such notice to respond to such recommendation with the payment, and failure by Non-Operator
shalf be deemed to be an election by Non-Operator to concur with Operator’s recommendation. Operatar
will be respanstble for non-payment of delay rentals or shut-in royalties or minimum rovalties only if its
actions constitute gross negligence or willful misconduct.

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

F. Expenses Attributable to Transfers: In the event of a transter, sale, encumbrance or other
disposition of interest within the Contract Area which creates the necessity of separate measurement of
production, the party creating the necessity for such measurement shall alone bear the cost of purchase,
installation and operator of such facilities.
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G. Bankruptey: If, following the granting of relief under the Bankruptcy Code to any party hereto as
debtor thereunder, this Agreement should be held to be an executory contract within the meaning of 11
U.S.C. Section 365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other party,
shall be entitled to a determination by debtor or any trustee for debtor within thirty (30) days from the
date an order for relief is entered under this Bankruptcy Code as to the rejection or assumption of this
Operating Agreement. In the event of an assumption, Operator or said other party shall be entitled to
adequate assurances as to future performance of debtor’s obligations hereunder and the protection of the
interest of all other parties.

H. Insurance (Non-Operators); With the exception of minimum limits set by State and Federal
regulations, Non-Operators may elect not 1o be covered by any of Operator’s insurance coverage provided
for the joint account by providing Operator with written notice and Certificate of Insurance.

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

1 Metering of Production: If a diversity of the working interest ownership in production from a
well subject to this Agreement occurs as a result of operations by less than all parties pursuant to any
provision of this Agreement, it 1s agreed that the oil, gas and other hydrocarbons produced from the well
or wells completed by the consenting party or parties shall be separately measured by standard metering
equipment to be properly tested periodically for accuracy, and the setting of a separate tank battery will
not be required unless the purchaser of the production or governmental regulatory body having
jurisdiction will not approve metering for separately measuring production.

conduct or practice which violates any law. order or regulation prohibiting discrimination against any
person by reason of his or her race, color, sex. national origin or age; and Operator further agrees to
comply fully with the non-discrimination provisions of Section 202 of Executive Order No. 11246 (30
C.F.R. 12319), as amended.

K. Non-Discrimination: In the performance of this Agreement, Operator shall not engage in any

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

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

A proposal to plug back a well shall prevail over a proposal to deepen or to sidetrack such
well: if there is more than one proposal to plug back. the proposal to plug back to the next
deepest prospective interval shall have priority over proposals to plug back to the shallower
prospective intervals;

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

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

ro

(o)

5. Proposals of the same type and to the same depth shall be given precedence in the order in
which they were made.
M. Non-Consent Penalties Applicable 1o Necessarv_ Operations:  If during the term of this

Agreement, a well is required to be drilled. deepened. reworked, plugged back, sidetracked. or
recompleted, or any other operation that may be required in order to:

I, continue a lease or leases in force and effect:

2. maintain a unitized area or any portion thereot in and to any oil and/or gas and other interest
which may be owned by a third party or which, failing in such operation, may revert 1o a third
party: or

3. comply with an order issued by a regulatory body having jurisdiction in the premises, failing
in which certain rights would terminate:

such operation shall hereinafter be defined as a "Necessary Operation”. Notwithstanding any other
provision contained in this Agreement to the contrary, any party electing not to participate in a Necessary
Operation which is proposed pursuant to Article VLB.1. shall forfeit and assign to the participating
parties. all of its right, title and interest in the Contract Arca except cach well in which such party
participated in all operations conducted thereon and the producing formation underlying the proration or
spacing unit for each such well. Such forfeiting party’s interest shall not be burdened except as
authorized hereunder.
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N. Subsequently Created [nterest: 1f any party hereto shall create an ovemiding royalty, production
payment, net proceeds interest, or other sumilar interest, subsequent to the effective date of this
Agreement, or if such interest was created prior to the effective date hereof but was neither recorded in
the county in which the Contract Area is located nor disclosed to all parties hereto at the time of execution
hereof (any such interest credited under the circumstances heremn mentioned shall hereafter be referred to
as a “Subsequently Created Interest”) such Subsequently Created Interest shall be specifically subject to
all of the terms an provision of this Agreement, as follows:

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

[2¥]

1f the owner of the interest from which a Subsequently Created Interest is derived fails to pay,
when due, its share of expenses chargeable hereunder, the lien granted the other parties hereto
under the provision of Article VI1.B. or other approprnate sate statutes shatl cover and affect
the Subsequently Created Interest and the rights of the parties shall be the same as if the
Subsequently Created Interest had not been created.

(O¥]

If the owner of the interest from which the Subsequently Created Interest is denived (1) elects
to abandon a well under the provision of Article VI E. hereof, (ii) elects to surrender a lese
(or portion thereof) under the provision of Article VIILA. hereof, or (i) elects not to pay
rentals atrributable to its interest in any lease and thereby is required to assign the lease or that
portion or interest theremn for which it elects not to pay rentals to those parties paying such
rental, an assignment resulting from such election shall be free and clear of the Subsequently
Created Interest.

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

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

P. Stokes/Hamilton Lease Ownership: Ownership of two o1l and gas leases covering the Northwest
Quarter (NW/4) of Section 25-16S-35E, N.M.P.M.is the subject of dispute between TMBR/Sharp
Drilling, Inc. (and certain other persons or entities) (the “TMBR Group™) and David H. Amington Gil &
Gas, Inc. ("Armngton™) as pending in the District Court of Lea County, New Mexico in Cause

No. CV-2001-315C. Participation by Arnington as to this interest 1s contingent on the issuance of a non-
appealable order vesting such ownership rights in Arrington, and is the subject of that certain Letter
Agreement of even date herewith between the TMBR Group and Amngton.

END OF ARTICLE XV., OTHER PROVISIONS
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV
MISCELLANEOUS
This agreement shait be binding upon and shall inure to the benetit of the parties hereto and to their respective heirs. devisecs.
legal representatives, successors and assigns
Thrs mstrument may be executed in any number of counterpans, each of which shail be considered an onginal for all purposes.
IN WITNESS WHEREOF, this agreement shall be effective as of 20th day of April L (year) _2002
—— - Iue d-aitd ctrct ated st $e and- that-the—ts
—who-has-prep atd ciecetated-Hus-torm P ¢ the-torm
Wit pHALSE oM - and—with—the-exception-hsted-below—+5+d Ho-the—AARE-Form—6 1 0-1082-Model-Rorm-Operating sl -as
BHshed drkatta-te vk - Oa-A- s hdre-—N It ; ] I L as 5 0l tha v Articlan
P yEorm 5 L5 : - 4 e H-A
— ~—have beer-madeto-the form:
OPERATOR
TMBR/SHARP DRILLING, INC.
By:
Jeffrey D, Phillips, President
NON-OPERATORS
DAVID H. ARRINGTON OIL & GAS, INC.
By:
Printed Name:
Printed Title:
By:
Printed Name: Dale Douglas
Printed Title:

- 15 -



STATE OF TEXAS §
COUNTY OF MIDLAND ¢

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

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

COUNTY OF MIDLAND  §

This instrument was acknowledged before me on the day of.

,.2002

by

of David H. Arrington Oil & Gas, Inc., a

corporatii'bn, on behalf of said corporation.

Notary Public, State of

Printed Name:

Commission Expires:

STATE OF NEW MEXICO §
COUNTY OF §

This instrument was acknowledged before me on the day of

, 2002

by Dale Douglas.

Notary Public, State of

Printed Name:

Commission Expires:




EXHIBIT “A”

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

A. Lands subject to this Agreement:

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

Lea County, New Mexico

B. Restrictions as to depth:
None
C. Parties subject to this Agreement and their respective percentages of interest:
TMBR, et al Prevails In Arrington Prevails in
Pending Stokes/Hamilton Pending Stokes/Hamilton
Litrigation Litigation
TMBR/Sharp Dnlling, 84.4375% 34.4375%
Inc.
David H. Armngton Oil & 14.6875% 64.6875% -
Gas, Inc.
Dale Douglas 0.8750% 0.8750%
Total: 100.00000% 100.00000%
D. Addresses of the parties to this Agreement:

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

P. O. Box 10970

Midland, Texas 79702-7970

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

David H. Arrington Oil & Gas, Inc.
P. O. Box 207!
Vhidland, Texas 79702-2071

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

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

Telephone: (915) 682-3565
Facsimuile: (915) 682-4498
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OIL, GAS AND MINERAL LEASE

THIS AGREEMEND made thes __ dav of 9 , between

Lessor (whether one or nwrc—‘y,—\\ hose address is
and . o Lessee, WITNE (N1
T Lessor. m cunsideration of DoHars, recerpt

of which is hereby acknowledped. and of the covenants and agreements of lessee herewmafter contained, does hereby pramt, lease and let unte lessee the land covered
hereby for the purpases and wuh the exclusive nght of explonng, dalling, munng and operating tor, producing and awning oil, gas, sulphur and 2ll other munerals
(whether or not sinular to those mentoned). together wath the nght 1o make surveys on sad land, lay pipes hnes. establish and uttize facilities tor surtace or subsurfuce
disposal of szlt water, construct roads and bndges, dig canals. build tanks, power stations. telephone Lines, emplovee houses and other structures on said land, necessan
or useful m lessee’s vperations in explosing, drilling for. producing, treaung, stonng and transporung munerals produced from the land covered hereby or any other land
adjacent thereto  The fand covered hereby, herein called “sad land’ . 1s located in the Counn ol Suate of
and 15 described as follows T

EXHIBIT “B”

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

This lease also covers and includes, in additon (o that above desenbed, all land, f any, conhiguous or adjacent to or adjorung the land above desenbed and (a) owned
ot claimed by lessor by limitation. prescription, possession. reversion or unrecorded mstrument or (bl as to which Jessor has a prelerence night of acquisiion  Lessor
agrees (O execule any supplemental mstrument requested by lessee tor a more complete of securate desenpnon of sad land - For the purpose of determining the amount
of any bonus or uther payvient hereunder, sad tand shabl be deemed to contarne actes, whether actually contiung more or less, and the
above recital of acreage
w any tract shall be deemed to be the true acreage thereol [essor uccepts the bonus as lump sum consideration tor this lease and all nghts and options hereunder

2 Unless sooner termunated or longer kept m torce under other provisions hereof, this lease shall rematn i toree for a term of three (3) vears from the date
hereof. heremafler called “primars term™, and as long therealter as operations, o5 hereinaiter defined. are conducted upon sad land with no cessation for more than
rinety (90) consecutive days

3 As rovalty, lessee covenants and sgrees (@) To defiver to the credit of lessor, in the prpe Bine 1o which lessee may connect its wells, the equal vne-vighth
part of all ol produced sed saved by lessee trom said land o from tme t tme, at the vpton of lessee. W pay lessot the aversge posted market price of such ane-eighth
part of such il at the wells us ol the day 1Us run o the pipe Tine or storage tanks, lessor’s interest, wn either case, 10 bear one-vighth ol the cost of treattng o1l to render 1t
markelable pipe line ¢il. (br To pav lessor on gas and casinghead gas produced from said lund (1) when sold by lessee, one-eighth of the amount realized by lessee,
computed at the mouth of the well or (25 when used by lessee ofl said land or in the manutacture of gasoline or other products, the market vatue, at the mouth ol the
well, of one-erghth of such gas and casinghead gas: (¢) To pay lessor on all other minerals mined and marketed ot utihzed by lessee trom said land, one-tenth either 1n
Kind or value at the well or imine at essee’s election, except that on sulphur mined snd marketed the rovalty shali be one dollar ($1.00) per long ton If. at the exprration
of the primary term or 4t any time or tires thereafter. there 1s any well on sasd tand or on lands with whach saxd land or any portion thereof has been pooled, capable of
produciag ol oc gas, and all such wells are shut-in, this lease shall, nevertheless, contnue in fatce as though operations were being conducted an sad land for so long
as said wells are shut-mns, and thereater this lease may be continued in force as 1t no shut-in had securred  Lessee covenants and agrees o use reasonable dihigence to
produce, utilize, or market the nunerals capable of beng produced from said wells, but in the exercise of such diligence, lessee shall not be obligated to nstall or fumish
facihues other than well facthtes and ordinary lease tactliies of flow Lines, separator, and lease tank, and shall not be required to settle labor rouble or W market gas
upon lerms unaceeplable (o lessee  1f) ot any tume of tmes after the expiration of the pamary term, all such wells are shutan for @ period of mnely consecutine days,
and duning such time there are no operations on said land, then st or before the expiration of said mnety dav pertod. lessee shall pay or tender, by check or draft of
tessee, as rosalty, a sum eqaal o voe dollar (81 00) for cach acre of tand then covered bereby Lessec shall make bide pavinents or tenders at or betore the end of vach
armsersary of the expration of smd minety dav penod ot upon such anniversany this lease 15 being continued i foree solely by reason of the provisions af thus
paragraph  Fach such paviment of tender shall be made to the parties who at the ime of pavment would be entitled to recetve the royalties which would be paid under
this lease if the wells were producing, and may be deposited in the

at . or ats successors, which shall continue as the depositories, regardless of changes in the ownership of’ shut-in
rovalty  If al any tiune that lessee pavs or wnders shut-n rovalty, two or more parties are, or claum 1o be, ennitled 10 Tecene same, lessee may, m lew of anv other
method of pavment beretn provided pay or tender such shut-in royalts, 1n the manner above specitted. either jountly to such parties or separatels w cach i accordance
sith ther respective ownerships thereat, as lessee may elect Any pavment hercunder may be made by check or dratt of lessee deposited in the mast or delivered to the
party entilied to recene pasment or 10 a depository bank provided for above on or before the last date for payment. Nothing herein shall impair [essee’s right to release
s provided i paragraph 5 hereof  In the event of assignment of this lease in whole or 1 part, habiliy tor pavment hereunder shall rest exclusively on the then owner
or owners of this lease. severally as to acreage owned by cach
4 Tessee s hereby pranted the nght, atals ophon, 1o pool or unitize any land covered by this lease with any ather land covered by s lease. apd/or with any
other tand, lease or leases, as to anv or afl munerals or honzons, so a3 to establish units contaiming not more than &) surface acres, plus H0% acreage wierance, provided
huowener, uauts mav be established as to any one or mote honzons, or existing units may be enlarged us to any ane ot mofe horzons, so as W contain aot more than 630
surlace acres plus 1% acreage tolerance, if houted to one or more of the tolfoving (1) gas other than casinghead gas. (2) hiquid hydrocarbons (condensate) which are
not liquids 10 the subsurtuce resenoir. (3) minerals produced from wells clussitied as gas wells by the consenvation agency having junisdiction. If larger units than an
of those herein permitted. esther at the ime established, or after enlargement, are required wnder any govermmental rule or order, for the dritling or operation of a well at
a regular location, or for obtaimung maximum allowable from any well o be dnlled, dnlling. or already dnlied, any such umit may be established or enlarged v conform
to the size required by such governmental order or rule  Lessee shall exercise said option as o cach desired umit by executing an instrument idenafving such umit and
fihing ot for record i the pubhic vitice i which this lease s Tecorded  Lach o sad options may be excivised by lessee at any tme and from hme to time while tns lease
15 10 lorce, and whether betore or atter production bas been established erther on said land, ar on the portton of sawd land included n the umt, or on other land unitized
therewith A unut eslablished hereunder shall be valid and effective for all purposes of this lease ever though there may be mineral, royalty, or leaschold wnterests in
lands within the unit winch are not eftectisely pooled or umitized  Amy operations conducted on any part ol such unitized land shall be considered, for all purposes.
except the payment of rosalny, operations conducted upon said land under this lease There shall be allocated (o the land covered by this lease within each such umit (or
to each separate tract within the unit of this lease covers separate tracts withun the unt) that proportion of the fotal production of unitized nunerals from the umt, afler
deducting any used in lease or uml operations. which the number of surface acres i such land tor in cach such separate tract) covered by tius lease within the unat bears
to the total number of surface seres w the unit, and the produchion so sllocated shall be considered for all purposes, including payment or delivery of tovalty, overnding
rovalts and any other paveeats out of production, W be the entire production of unttized aunerals rom the land to winch allocated in the same manner as though
produced therefrom under the terms of this lease. The owner of the reversionany estate of amy term royaliy or muneral estate agrees that the accrual of royalties pursuant
to thts paragraph or ol shut-in rovalues from a well on the unit shall saush any hmuaton of term requiniy production of ol or gas  The iformation of any unn
hereunder which ncludes land not covered by this lease shall not have the effect of exchanging or transferning any interest under thus lease (ncluding. without
limutation, any shut-w royalty which may become pavable under thes lease) betiseen parties oviing interests i land covered by this lease and parties owning interests
in land not covered by this lease  Nerther shall timparr the nght of lessec to release as provided i paragraph 5 hereof, except that lessee may not so telease as (o lands
withm a umt whale there are operations thereon for umitized minerals unless ali pooled teases are refeased as 1o lands wihun the unit - At any time white this fease 15 in
torce lessee may dissalve any unit established hereunder by tiling for record w the public atlice where this tease s recorded a declaration to that effect, if at that time no




mean any tract with roya ty ownership ditfering, now o1 hereatter, either as (o parties or amounts, from that s to any other part of the leased premses.

5 Lessee may at any ume and from ume 10 tune execute and debiver 1o lessor or tile for recora a release or releases of this lease as to any part or all of said
land ar of any nuneral or horizon thereander, and thereby be relieved of atl ubligations, as to the released acreage or interest

6 Whenever used 1 this lease the word “operations” shall mean operations for and any of the following' drilling, testing, completing, rewarking,
recompleting, deepening, plugging back or repaining of a well in search tor or in an endeavor 1o obtain production of oil, gas, sulphur or other minerals, excavating a
mine, production of oil, gas, sulphur or other mineral, whether or not i paying quantiies

7 Lessee shalt have the use, free from royalty, of water. other than trom lessor's water wells, and of ol and gas produced trom said land 1n all operations
hereunder  Lessee shall have the nght at any tme to remove all machinery and tixtures placed on smd land, including the right to draw and remove casing. No well
shail be dritled nearer than 200 feet to the house or bam now on sad land without the consent of the lessor  Lessee shall pay for damages caused by 1ts operations to
growing crops ané umber on suid land

% The nghts and estate of any party hereto may be assigned from tirie o ime 10 whole or 1in part and as ta any mineral or horizon Al of the covenants,
obligations, and consideravons of this fease shall extend to and be binding upon the partics hereto, their heus, suceessors, assigns, and successive assigns. No change or
division in the vwnership of suid land, royalties, or other moneys, or any part thercof, howsoever eftected, shall increase the obligations or dimenish the rights of lessee,
mcluding, but not limited to, the locaton and dnlhng of wells and the measurement of production. Notwithslanding any other actual or constructive knowledge or
notice thereo! of or to lessee, 1ts successors or assigns, no change or division i the ownership ot suid tand or of the royalties, or other moneys, or the right to receive the
same, howsaever etfected, shall be binding uon the then record owner of this lease unul tarty {30) days after there has been fumished 1o such record owner at his or s
prneipal place of business by lessor or lessor’s heirs, successors, or assigns, notice of such change or division, supported by exther originals or duly certified copies of
the instruments which have been properly tiled tor record and which evidence such change or division, and af such court records and proceedings, transeripts, or olher
documents as shall be necessary 1n the opinion of such record owner 1o establish the validity of such chunge or division. 1f any such change in ownership occurs by
reason of the deaih of the owner, lessee may, nevertheless puy or tender such royaities, or other moneys, or part thereof, to the credit of the decedent i a depository
bank provided or above

9 I the event lessor considers that lessee has not compited with all its obligations hereunder, buth express and implied. kessor shall notify lessee in writing,
setting out specitically 1n what respects lessee has breached this contract  Lessee shall then have 60 (sixty; days atter receipt of said notice within which to megt o
commence to mieet all or any part of the breaches alleged by lessor The service of said notive shall be precedent to the bringing of any action by lessor on sail lease for
any cause, and no such actton shall be brought until the lapse of sexty (60) days after service of such notive o lessee. Nerther the service of said nouce nor the doing of
any acts by lessee aimed 1o meet all or any of the alleged breaches shall be deemed an admission or presumption that lessee has failed to perform all its obligations
hereunder It this lease 15 cancelied fur any cause, u shall nevertheless remain in force and effect as to (1) sutficient acreage around each well as to which there are
operaions to consttule a dniling or maximum uifowable umt under applicabie govemment regulations, {but in no eveni less than forty acres), such acreage to be
designated by lessee as nearly as practicable in the form of'a syuare centered at the well, or i such shupe as then existing spacing rules require; and (2} any part of said
tand wncluded m a pooled unit on which there are operations  Lessee shall also have such easements on said land as are necessary to operations on the acreage 0
retained

18 Lessor hereby warrants and agrees o defund utle to said land against the claims o all persons whomsoever. Lessor's rights and interests hereunder shall
be charged primanly with any mortgages, taxes or other liens, or interest and other charges on said land, but iessor agrees that lessee shall have the right at any time 1o
pay or reduce same tor lessor, erther before or atter maturity, and be subrogated 1o the nights of the holder thereot and to deduct amounts so paid from royalties or other
payments payable or which may become payable (o lessor andfor assigns under this lease 1 tus iease covers a less interest in the oil, gas, sulphur, or other minerals
alt or any part ¢! said land than the entire and undivided lee simple estate (whether lessor’s interest is herem specified or not), or no interest therein, then the rovaities
and other moncys accruing from any part as to which thus lease covers less than such tull interest, shalt be paid only n the proportion which the interest therein, if any,
covered by this lease, bears to the whole and undivided tee simple estate therein Al royalty interest covered by this lease (whether or not owned by lessor) shalt he
paid out of the 1eyaity herem provided  This lease shali be binding upon euch purty who execuses it without regard to whether 1115 executed by alf those named herein
as lessor

1116 whate this lease 15 10 foree, at, or after the expiration of the primary term hereof, it 15 not being continued in force by reason of the shut-m well
provisions ot paragraph 3 hereot, and lessee 15 not conducting operations un said land by reason of (1) any law, order, rule or regulation. {whether or not subsequently
determined to be invalid) or (2) any other cause, whether similar or dissimilar. (except financial) beyond the reasonable control of lessee, the primary term hereof shall
be extended ur:til the tirst anniversary date hereol occurting minety (90) or more days following the removal of such delaying cause, and this lease may be extended
thereafter by operatiens as 1f such delay had not occurred

IN WITNESS WHEREOF, this instrument s executed on the date first abave written

LESSOR SS ORTAX D NO LESSOR Ss ORTAX D NO

ACKNOWLEDGEMENT

STATE OF
COUNTY OF
This instrument was acknowledged before meonthe _  dayof 19 s
by
Notary Pubi- State of Texas
Notury's neme (prited)
Notary 5 omunn I eaph ey
ACKNOWLEDGEMENT
STATE OF
COUNTY OF
This wrstrument was acknowledged before me on the day of , 19 N
by
Natary Bubiec, State of [ewas
Notuy's name {printed)
Notary's scmumisnion €vpu s
CORPORATE ACKNOQWLEDGEME
STATE OF
COUNTY OF
Thus instrument was acknowledged betore me on the _ dayor ,19 .
by
of
a corporation, on behalt of said coporatton

Nitary Pobiic, Stae of Tevas
Natary's name (prnted)

Notwy s comnussion expres
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EXHIBIT w C o

a part of that certain operating agreement dated April 20, 2002, with

«d to and made , with o
1 'f\rrs}sarC (bha)r‘;)mDmll{llng, Inc. 4as operator and David H. Arringten Oil and Gas, Inc. et al—
2 S PR -
3 non-operators. L :
4
5

¢)
; ACCOUNTING PROCEDURE
N JOINT OPERATIONS

11

12 I. GENERAL PROVISIONS

13

14 1. Definitions

15

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

18 “loint Operations” shall mean all operations necessary or proper fur the development, operation, protection and
19 maintenance of the Joint Property.

20 “Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
21 Operations and which are to be shared by the Parties.

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

s “Non-Operators” shall mean the Parties w this agreement other than the Operaltor.,

24 “Purties” shall mean Operator and Non-Operators.
25 “First Level Supervisors” shall mean thuse employees whose primary function in Joint Operations is the direct
26 supervision of other employees andior contract lubor directly emploved on the Joint Property in a field operating
27 Cupiciy.

28 “Technicat Empioyees” shall mean those employees having special und specific engineering, geological or other
24 professional skills, and whose primary function in Joint Operations 15 the handling of specific operating conditions and
R provlems for the benefit of the Joint Property.

] 31 “Personal [Xapenses” shall mean wrave! and other rewsonable rejibursable expenses of Operator’s employvees.
? 02 “Material” shall mean personal property. vquipment vr supplies acquired or held for use on the Joint Property.

33 “Controllable Material” shall rnean Materiad waich at the time is so classified in the Material Classification Manual us
34 most recentiv recommended by the Council of Petroleum Aceountants Socicties.

35
36 2 Statement and Billings
Rt
a8 Operator shall bill Non-Operators on or before the tust day of each month for their proportionate share of the Joint
BN Acconnt for the preceding month. Such bills will be wccompanied oy statements which identify the authority for
1) expenditure, lease or facifity, wand @l churges and credits summuarized by appropriate classifications of investment and
41 expense exeept that items of Controlluble Matera! and unusual charges and credits shall be separately identified and
12 fully deserined in detut, ‘

3

4 3. Advanees and Payments by Nan-Operators
45

16 AL Tinless otherwise provided for m the agreerment, the Operator may require the Non-Uperators to advance their
17 share of estimated cash outlay for the succeeding month’s operation within fifteen (15) davs after receipt of the
15 Lilhing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
19 vach manthly billing to reflect advances received from the Non-Operutors,
Hu
ol B Llach Non-Operator shall pay s proportion of all bills within fifteen 115) days after receipt.  payment is not made
H2 within sucl tme, the anpaid badunce shall bear interest morthly at the prime rate in effect at Wells Fargon __._
S Bank, N.A. —deland e o0 the first day of the month in which delinquency oceurs plus 1% or the
51 nueinanm contract riate pe nmLLuxl by the applicabile usury laws in the state in which the Juint Property is located,
55 whichever is the lesser. plng attornes s fees, court costs, and other costs in conneetion with the collection of unpiid
a6 armounts.,

a7

08 4. Adjustments

50

i) Prvinent of sy sach bills shad! nol pecjudiee the vight ol any Non-Operator to protest or questinn the correctness thereol:
6l provaded. howeser, all bills wnd statements rendered o Non-Opevators by Operator during any calendar year shall
[ cenelusinely be presumed 1o be trie wnd corvect alter twenty-foar (24 nonths following the end of any such culendur
[t yeur, dndess withine the sald taenty four c25 montn period @ Non-Operator takes written exception theretn wnd makes
4 claint on Operator for adjustmernt, No adjestment fevorable to Operator shall be made unless it is made within the same
s preseribed pevisd, The provisions of s parngrapn shall not prevent adjestments resulting from a physical inventory of
6t Controllanie Materiul as provided for in Section V.
67
[ T

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

70
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5. Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four
(241 month periad following the end of sach calendar year; pravided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section [ Where there are two or 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
w the Operator. Operator shall bear no portion of the Non-Operalors audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be mude
at the expense of those Non-Operators approving such audit.

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

6. Approval By Non-Operators
Where an upproval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no
contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the
agreement or approval of a majority in interest of the Non-Operators shail be controlling on all Non-Operators.

IL DIRECT CHARGES

Operator shall charge the Joint Account with the following ttems:

1 Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental vonsiderations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollntion control procedures as required by applicable laws and regulations,

2. Rentals and Royalties
Lease rentals and royalties paid by Operutor for the Joint Operations,

3. Labor

A (1) Salaries and wages of Operators {ield empioyvees directly employed on the Joint Property in the conduct of
Juint Operations.

2y Ralaries of First Level Supervisors in the field

(31 Nalaries and wages of Toechnical Emplovees divectly employed on the Juint Property il such charges are
excluded from the overhead rates.

(1 Sablaries and wages of Technical Fmplovees cither temporarily or permanently assigned to amd directly
cemployed in the operation of the Joint Property if such charges are exeluded from the overheuad rates.

I Onerators eost ol holiduy, vication, sickness and disability benefits and other customary allowanees puid o
vinpnoyees whose saluries and wages are churgeable to the Joint Account under Paragraph 3A of this Section 1.
Suck vosts under this Paragrvaph 38 may ve chunsed on @ “when and as puid basis” or by “percentage assessment”
on the amount of saluries and wages chargeabie o the Joint Account under Paragraph 3A of this Section 111
pereentage assessment is used, the rate shall be based on the Operator’s cost experience,

. Foxpenditures or contributions made pursuant to assessments imposed by governmentul authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 30 of this Section 1]

I Persaral Expenses of those emplovees whose salarics und wuges are chargeable o the Joint Account under
Puragraph 3A of this Section 11

4. Employee Benefits

Operators current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the
Juint Account under Paragraphs 3A and 3B of this Section 11 shall be Operator’s actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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1 5 Material

9

3 Material purchased or furnished by Operator {or use on the Joint Property as provided under Section IV. Only such
4 Materinl shall be purchased for or transferred w the Joint Property as may be required for unmediate use und is
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be
[} avoided.

7

8 6 Transportation

9

10 Transportation of employees and Material necessary for the Joint Operations but subject to the {ollowing limitations:

11 \

12 A, If Material is moved to the Joint Property from the Operator’s warchouse or other properties, no charge shull be
13 made to the Jaint Account for a distance greater than the distance from the nearest reliable supply store where like
11 material is normally available or railway receiving point nearest the Joint Property unless agrreed to by the Parties.
15

16 R. If surplus Material s moved o Operators warehouse or other storage point, no charge shall bhe made to the Joint
17 Account for a distance greater than the distunce to the nearest reliable supply store where like material is normally
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
19 made to the Joint Account for moving Material to other properties belonging w Operator, unless agreed w by the
20 Parties.

21

22 [ In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
23 available when the actual charge is 3300 or less excluding accessorial charges. The $400 will be adjusted w the
24 anwunt most recently recotnmended by the Counci! of Petroleum Accountants Societies.

25

26 7. Services

27

28 The cost of contract services, equipment and utlities provided by outside sources, except services excluded by Paragraph
29 10 of Section 11 and Paragraph 1, ii, and iii, of Section I, The cost of professional consultant services and contract
30 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead
K3t rutes. The cost of professional cansultant services or cantract sevvices of technical personnel not directly engaged on the
32 Joint Property shall not be charged to the Juint Account unless previously agreed w by the Partics.

33

34 8. Fquipmeni and Faeilities Furnished By Operator

38

36 A.  Operawr shall charge the Joint Acvount for use of Operator owned equipment and facilities al rates commensurate
37 with costs of ownership and operation. Such rates shalt include costs of maintenunce, repairs. other operating
38 expense, insurance, taxes, depreciation, dand interest on gross vestment less accumulated depreciation not to
RN exceed ___8ight percent ( .2 vy per annum. Sueh rates shall not exceed average commeretul
n rates currently prevailing in the immediate area of the Joint Property.

41

42 B In heu of charges in paragraph 8A above, Uperator may elect W use average commercial rates prevailing in the
43 immediate arca of the Juint Property less 20%. Foar automaotive cquipment, Operator may elect 1o use riades
44 published by the Petroieum Motor Transport Assocint.on.

15

46 9. Damages and Losses to Joint Property

47

48 All costs or expenses necessary for the repair or repiacement of Joint Property made necessary because of damagres or
49 losses incurred by fire, flood, storm, theft, accident, or other cause, oxcept those resulting from Operator's gross
iii] negiigence or willful misconduct. Operator shull furnish Non-Operawr written notice of damages o losses incurred as
51 soon as practicable after a report thereof has been received by Operator,

52

53 10,  Legal Expense

54

nh Fxpense of handling, investigating and scttling litigation or claims, discharging of liens, puyment of judgements and
56 amounts paid for settlement of elaims incurred m or resulting from uperations under the agreement or necessary to
57 protect or recover the Joint Property, except that no charge for services of Operator’s legal staflf or fees or expense of
08 outside attorneys shall be made unless previously agreed w by the Parties. Al other legul expense s considered w be
54 covered by the overhead provisions of Section UL unless otnerwise agreed to by the Parties, except as provided in Section
(1] I, Paragraph 3.

61

62 1L Taxes

63

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

69

70
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i

Insurance

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

Abandonment and Reclamation

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

Communicalions

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Jaint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 1L

Other Expenditures

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

1. OVERHEAD
Overhead - Drilling and Producing Operations

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

{ x ) Fixed Rate Basis, Paragraph 14, or
() Percentage Basis, Duragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in leu of costs amd expenses of al) offices and
salaries or wages plus applicable burderns and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shalt be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section 1T unless such cost and expense are
agreed to by the Parties as a direct charge w the Juint Account,

i The salaries, wages and Personal Fxpenses of Technical Employees andior the cost of professional consultant
services and contract services of technical! personnel directly employed on the Joint Property:

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

i, The salaries, wages and Personal Kxpenses of Technical Employees and/or costs of protessional consultant services
and contract serviees of technical personnel either temporarily or permanently assigned to and directly emploved in
the operation of the Joint Property:

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

A, Overhead - Fixed Rate Basis
(L) Operator shall charge the Joint Account at the following rates per well per month:

Urilling Well Rate §  22000.00

(Prorated for less than u (ull tmonthy
Producing Well Rate § 52?,ﬂ [,
(2 Application of Overhead - Fixed Rate Busts shall be as follows:

(1) Drilling Well Rute

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

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

(b} Producing Well Rates

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

2y Euach active completion in a multi-completed well in which production is not commingled down
nole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

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

(5] All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

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

‘Br—Overtead~=Perventage-Basis- - - - e e

93]

e

Operator shall charge the Joint Account at the following rates: /

(@) Development ’
e Percent € %) of the cost of development of the Joint-Property exclusive of costs
provided under Paragraph 10 of Section [ and all salvage credits. /

(L)  Operating -

o Percent (o ) of the cost of \\p(j\'mi‘ng the Joint Property exclusive of costs provided
under Paragraphs 2 and W of Section 1 all salvage credits, the value of injecled substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the
miineral interest in and to the Joint Property.

Application of Overhead - Percentage Basis shall ve as follows:

For the parpose of determining charges on o percentage busis under Paragraph 113 of this Section 111,
development shall include all vosts In connection with dritling, redrilling, deepening, or any remedial
apecitions on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
interval (lt}-ﬂw Joint Propertv; also, prelinanary expenditures necessary in prepuration for drilling and
m(per/ad'fﬁwes incurred in abandoning waen the well is not completed as a producer, and original cost of
Lwri'lruai(m or installution of fixed wssets, the expansion of fixed assets and any other project clearly

“Uiscernible as a fixed assel. except Major Constraction as defined in Paragraph 2 of this Section HL Al other
I

——costanait be-vonsidered ax uperating. — R S e e s e e

Overhead - Major Construction

To compensate Operatar for overnead costs incuarred in the construction and installation of fixed assels, the expansion of

fixed assets, and any other project clearly discernible us a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Aceount for overhead based on the {ollowing rates for any Major Construction project in excess of § __

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

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

Co %ol costs in excess of $1,000,000.

* to be negotiated

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

3. Catastrophe Overhead

To compensate Operator for overhead ecosts incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the [arties, which are
necessary o restore the Joint Property to the equivalent condition that existed prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

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

B. % of total costs in excess of $100,000 but Jess than $1,000,000; plus

Co % % of total costs 1n excess of $1,000,000.

* to be negotiated

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Section I1I shall apply.

4. Amendment of Rates

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

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

Operator s responsitile for Joint Account Material and shall muke proper and timely charges and credits for all Materinl
movements affeeting the Joint Property. Operator shall provide all Material for use on the Joint DProperty:; however, at®
Operator's option, such Material may be supplied by the Noun-Operator. Operutor shall make timely disposition of idle and;or
surptus Material, such dispusal being mude either through sale to Operator or Non-Operator, division in kind. or sale o
vutsiders. Operator may purchase, but shall be under no ohligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Purties.

L Purchases

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

2. Transters and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operatar,
unless otherwise agreed to by the Puartics. shall be priced on the following Lasis exclusive of cash discounts:

A, New Material (Condition A)

(13 Tubular Goods Other than Line Pipe

td o Tubular goods, sized 2% inches O and larger, except line pipe, shall be priced at Basteen mill
published carload base prices elfective ws of dute of movement plus transportation cost using the 80,000
pound carload weight busts w the ratbway receiving point nearest the Joint Property for which
published rail rates for whalwr geods et 1 thie 80,000 pound rail tate is not offered, the 70,000 pound
or 90000 pound rad rate may be used. Frenght charges for tubing will be caleulated from Lorain, Ohin
and casing trom Youngstown, Ohio.

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

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

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-gf-stock prices
f.o.b. the supplier plus transportation costs, using the O1l Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Jouint Property.

Line Pipe

ta)

{h)

Line pipe movements (except size 24 inch OD and larger with walls 3¢ inch and vver) 30,000 pounds or
mare shall be priced under provisions of tubular goods pricing tn Paragraph A(1)a) as provided above.
Freight charges shall be caleulated from Lorain, Ohio. :

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

Line pipe 21 inch O and over and ‘' inch wall and larger shall be priced fo.b. the point of
manufacture at current new published prices plus transportation cost to the railway receiving point
nearest the Joint Property.

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

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
raitway receiving point nearest the Joint Property.

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

Good Used Material {Condition 1)

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

(1

(2)

Muaterial moved to the Joint Property
At seventy-five percent 175%) of current new price, as determined by Paragraph A.

Material used on and moved from the Joint Property

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

(by AU sixty -five percent (650 of current new price, us determined by Paragraph A, if Materia) was
ariginally charged to the Joint Account as used Material.

Matertal not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

The eost of reconditionime, if any, shall be absorbed by the transferring property.

Other Used Material

Condition €

Material which is not in sound and serviceable condition and not suitable for its original funetion until
after reconditioning shall bie priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.

-1
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2y Condition D

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

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be
priced at used line pipe prices.

(by Casmg, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power oil tines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis.

{3y Condition E

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

D.  Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed w by
the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material, :

E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each vear
following Junuary 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section I, Paragruph 1.A.(3). [Tach year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

(2)  Material involving erection costs shall be charged at upplicable percentage of the current knocked-down
price of new Material

Premium Prices

Whnenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unustal causes over which the Operutor has no control, the Operator may charge the Joint Account for the required
Materia! at the Operator’s actual cost incurred in providing such Materiud, in making it suitable for use, and in moving it
w the Joint Property; provided notice i writing is furnished to Non-Operators of the proposed charge prior to hilling
Nan-Operators for such Materal. Each Non-Operator shall have the right, by so electing and notifving Operator within
ten days after receiving notice from Operator, to furnisn in kind all or part of his share of such Material suitable for use
and acceptable w Operator.

Warranty of Material Furnished By Operator
Operator does not warrant the Material furnished. In cuse of defective Material, eredit shall not be passed to the Joint

Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall muintain detailed records of Controllable Materiul.

IS

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Materiad, Written notice
of intention t tuke 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 Nan-Operators to be represented al an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

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

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

S8

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

Svecial inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible ufter the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases
involving a change of Operator, all Parties shall be governed by such inventary.

Expense of Conducting Inventories

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

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




EXHIBIT "D"

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

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

A.  Waorker's Compensation Statutory
Employer's Liability $100,000 each accident

B.  Comprehensive General Liability
including:
(a) property damage and bodily
injury liability including,
but not limited to, losses
resulting from explosion,
collapse, underground damage;

and
(b} contractual liabilfity assumed $1.000.000
under this Agreement, Combined single limit

C.  Comprehensive Automobile Liability
covering owned, non-owned and hired $1.000,000
vehicles, Combined single timit

D, Umbrella Liability

in excess of A (except Worker's $20,000.000
Compensation), B and C above Combined single unit
E.  Cost ot Well Control and Operator's $5.000,000 OEE and
Extra Expense. including Care, Well Control
Custody, and Control Coverage $250,000 CCC

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

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

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

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

6. Any party hereto may individually and at its own expense procure such additional insurance as it desires;
provided, however, that such party shall obtain waivers by t he insurer of all right of subrogation in favor of
the other parties.
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A.APL FORM 610-E - GAS BALANCING AGREEMENT - 1992 AMERCaN ASSGCATION OF  PETROLEW LANDWEN

NOTE  instractions tor Use of Gas Balancing
Agreement MUS T be reviesed betore tinalizing

s cocument

EXHIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT"}
ATTACHED TO AND MADE PART OF THAT CERTAIN ‘
OPERATING AGREEMENT DATED __ Aprit 20, 2002

BY AND BETWELN IMBR/SHARP DRILLING, INC.. N OPERATOR

AND DAVID L. ARRINGTON OIL. & GAS INC.. ET AL, NON-OPERATORS ("OPERATING AGREEMENT")
RELATING TO THE BLUE FIN 25 PROSPECT AREA,
LEA COUNTY/RARISH, STATE OF NEW MEXICO

1. DEFINITIONS
The foltowing detinons shall apply to this Agreement
LOL "Arm's Length  Apresment”  shall mean  any  gas  sales  apreement  with  an unatfihated  purchaser or any gas  sales
agrevment  with  an  aftiliated  purchaser  where  the  sales  price  and  delivery  conditions  under  such  agreement  are
representative of  prices  and  delivery  condiions  existing under  other  similar  agreements  in the  area  between
unaffiliated parties at the same tune for natural gas of comparable quahty and quantity
1 02 ' Balancing Area” shall mean (sefect one):

B each well subject to the Operating Agreement that produces Gas or s allocated a shate of Gas production If a
single  well us completed i two  or  more  producing  inlervals, each  producing  intenal  from  which the  Gas
producuon 1s not commungled 1n the welibore shall be considered a separare well

£ all of the acreage and depths subject to the Operating Agreement

103 "Fult Share of Current Production”  shail - mean  the  Percentage  Interest of each  Party in the Gas  actually  produced
from the Baluneing Area duning each month

V04 "Gas" shall mean  all hydrocarbons  produced  or  producible  from  the Balancing Area, whether from a  well  classified
as an o well or gas well by the regulatony agency having junsdicton m o such matters. which are or may be made
avaldable  for sale or separate  duposmion by the Parties,  excluding  oif, condensate  and  other  liquids  recovered by
field equipment operated for the jont account  *Gas” does not nclude gas used in joint operations. such as  for tuel
recyehing o remnjection, or which 1s vented or 1ost prior to 115 sale or delivery from the Balancing Area

<

"Makeup  Gas" shall mean any Gas taken by an Underproduced Party trom the Halancing Area in excess of s Full
Share of Current Production, whether pursuant to Section 3 3 or Section 4 | hereo!.

106 "Mt shall mean one thousand cubic feet A cubic foot of Gas shall mean the volume of gas comtamed m one cubic
foot of space at a standard pressure base and at a standard temperature base

(=
a

CMMBWG shall mean one paten Brivsh Thermal (s A Brtsh Thermal  Unit shall mean the  guantity  of  heat
required  lo o rase one  pound  avoudupas of pure water from S8 3 degress Fahrenhent to 395 degrees  Fahrenhet at o
constant pressure of 14 73 pounds per square inch absotate

UGR "Opeiator”  shall  mean  the ndividual  or  entily  designated  under  the terms  of the Operating  Agreement or, i the
event (s Agreement

s not emploved  n connection with  an operating  agreement.  the  ndmvidual  or  entity
designated as the operator of the wellisy located in the Balancing Area

159 "Overproduced  Panty”  shall mean any  Party  having taken a  grealer quantny of Gas from the Balancing Area than
the Percentage 1nterest of such Party 1n the cumulative quantity of alt Gas produced from the Balancing Area

V18 "Overproduction”  shall mean  the  cumulatve  guantty  of Gas twhen by a Parly i excess of s Percemtage interest
the cunwlative quantety ot gl Gas produced trom the Balancing Area

P11 "Pary”  shall  mean  those indiaiduals  or  entiies subject to this  Agreement, and  their  respective  heirs,  successors.
transferees and assigns

ta

"Percentage  Interest”  shall  mean  the  percentage  or  decimal interest of each Party i the  Gas  produced  from  the
Balancing Area pursuant 1o the Operating Agreement covering the Balancing Area

113 "Royalty”  shall mean  payments on production of Gas  from the Balancing Area to all owners of rovalties. overriding
rovalties. production payments or similar interests

=

“Underproduced  Pary”  shalt mean any  Pany having taken a lesser quanuty of Gas from the Batancing Area than
the Percentage laterest of such Party o the cumutative quaauty of all Gas produced tfrom the Balancing Area

"

“Underproduction”  shall mean the  deficiency  between  the  cumulative  quantity  of  Gas  taken by a Paty and s

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

L 16 B (Optional) “Winter Period” shall mean the monthes) of November and December N one
calendar vear and the monthis) of January, Febryars and March n the succeeding calendar year
2, BALANCING AREA

20 0F this Agreement covess more  than one Balancing  Arca. it shall be applied as if each Balancing Area were covered
by scparate  but adentical  agreements Al batanting  hercunder  shall be on the bawis of Gas taken from the Balancing Area
measured 0 (Adteruative 1) O Mets or (Alteraative 2) & MMBtus

22 In the event that all or part of the Gas delinverable from a Balancing Area is or becomes subject W one or more
maximum lawtul prices, any Gas ot subject to price controls  shall be considered as  produced from 2 single Balancing  Area
and Gas subject to cach manvimum lawtul price category shall be considered produced from a separate Balancing Area
3. RIGHT OF PARTIES TO TAKE GAS

31 Each Pamy desinng 1o take Gas will notfy the Operator, or cause the Operator to be notified, of the volumes
nominated, the name of the transporting  pipehne  and the pipeline  contract number (if available) and meter station relating
to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all nomunation and other

a1
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requirements  Operator  is authurized  to delver  the  volumes 5o nominated  and  confinmed  Gff confirmation &y requured)  to the
transporting pipehine i aceordance with the terms of thes Agreement

32 Fkach Party shall make a reasonable, good faub effort (o take us Full Share of Current Production each month, 0  the
extent that such production 15 required 10 maimam  leases o effect. to protect the producing capacnty of a welt or reservorr, o
preserve carrelanve neghts, or o maitan ol producton

33 When a Paty fals for any reason to take its Full Share of Current Production (as such Share may be reduced by the
right of the other Parties to make up for Underproduction as provided herew), the other Partics shall be entled o take any
Gas which such Pany fails to take To the extent practicable, such Cas shail be made available mutially to ecach Underproduced
Party i the proporton  that ats  Percentage  Imterest in the  Balancing  Area bears 1o the lotal Percentage !mr:rc;(s' ol all
Underproduced  Parties  desinng to take such Gas. I all such Gas w not taken by the Underproduced Partws. the portion not
taken shait then be made avalable to the other Partics n the proportion that their respective Percentage Interests i the
Balancing Area bear to the total Percentage Interests of such Parties

14 Al Gas taken by a Pany n accordance with the provisions of this  Agreement. regardless of whether such  Party s
underproduced  or  overproduced.  shatl  be regarded as Gas taken for its own account with title thereto bemg in such  taking
Party

35 Notwithstanding  the provisions of Section 33 hercotl no Overproduced  Party shall be entitled in any month 1o take amy
Gas in excess of three hundred  percent (300°%) of ts Percentage Interest  of the Balancing Area’s  then-current  Maximum
Monthly  Availabihty,  provided.  however. that this  himuation  shall not  apply  to  the extent that 1t would preclude production
that 15 required 00 maimtan lkeases o ettect, to protect the  producing  capacity ot a well or reservoir. 1o preserve  correlative
rights,  or o mantain o production "Maamum  Monthly  Availabhiy® shall mean  the maximum  average  monthly rae  of
praduction  at which Gas can be delnered  from  the Balancing  Area. as  determined by the Operator, considering  the maximum
efficient well rate for each well within the Balanaing  Area, the maximum  allowable(s) set by the appropriate regulatory agency.
moue of operation. production facility capabtlities and pipeline pressures

36 In the event that a Party fals 10 make arrangements to take its Full Share of Current Production required 0 be
produced 10 mamtain leases i effect, 1o protect the procucing capacity of a well or reservoir, to preserve correlative nights, or
o mantamn ol producton. the Operator may sell any pact of such Party's Fult Share of Current Production that such Party fails
to tahe for the account of such Party and reader to such Party. on a current basis, the full proceeds of the sale, less any
reasonable  markelmg.  compression.  treating,  gathering  or  transportation  costs  mcurred  direetly  in connection  with  the sale  of
such Full Share of Current Production. [n making the sale contemplated herein. the Operator  shall be obhgated only (@ obtain
such price and condrions  for the sale as are reasonable under the cicumstances and shall not be ohligated to share any of 15
markets Ay such sale by Operator under the terms  hereof shatl be only for such reasonable periods of tume as are  consistent
with the tmimmum  needs  of the mdustry under the partwcular  circumstances, but i no event for a period in excess of one
year Notwithstanding the provisions of Article 34 hereof. Gas sold by Operator for a Party under the provisions  hereof shall
be deemed to be Gas taken for the account of such Parry.
4IN-KIND BALANCING

41 Eftecuse the first dav of any calendar month tolfowing at feast _ thirt o (___30 _ )ydays prior
wniten  notce o the  Operator.  any  Lnderproduced  Party  may  bewin tahmg, 10 additon o its  Full  Share of  Current
Production and any Makeup Gas  taken  pucsuant o Section 33 of this  Agreement, a  share  of  current  production  determtaed
by mutupiying __ fitty percent { S0 %) of the FFull Shares of Current Production ot all Overproduced Parties by

a  fracton,  the numerator  of  which 15 the  Percentage  Interest  of such  Underproduced  Party and  the  denominator  of  which
i the total of the Percentage taerests  of  all Underproduced  Pamies  desining 10 take Makeup Gas. In no ovent will an
Overproduced Party be required W provide mare than __fifty percent ( 50 o) of 1ts Full Share of Current

Produchon  for Makeup Gas  The Operator will  promptly  notify  all Oserproduced  Parties of the election of an  Underproduced
Party o begin taking Makeup Gas

42 O (Optisnal - Seasonal Limitation on  Makeup - Option 1) Nonhwithstanding the  provisions  of  Section 41, the
average monthhy  amount of  Mokeup Cas  teken by an Underproduced  Pary  dunng  the Winter  Penod  pursuant to Section 3§

shall  not  exceed  the  average  monthly  amount  of  Makeup  Guas  taken by such  Underproduced  Pamy  during  the

¢ Oy months immediately preceding the Winter Period
42 @ (Optional - Seasonal Limitation on  Makeup - Option 2) Notwihstanding the provisions of Section 4 1. no
Overproduced Party will be required to provide more than twenty-five percent ( 25 __ %oy ofats tull Share

of Current Producvon for Makeup Gas dunng the Winter Perod
43 O (Optiunal) Notwithstanding  any  other  provision  of this Agreement. at such ume and for so long as Operator, or
(snsofar as  concerns  production by the Operator) any  Underproduced  Party, determines in good  faith  that an Overproduced
Party  has produced all of s share of the ulumately recoverable resemes in the Balancing Area. such Overproduced Party  may
be requied to mahe avalable  for  Makeup Gas. upon the demand of the Operator or any Underproduced Party, up
. R percenii_ %) of such Overproduced Party's Full Share ot Current Production
S STATEMENT OF GAS BALANCE

51 The Operator will maintam  appropriate  accounting on 2 monthly and cumulative basis of the volumes of Gas that each

Party s entitled to receive and  the volumes of Gas actally taken or sold for each Party's account. Within forty-five (33) days
after the month of production, the Operator will furnish  a statement  for such  month  showing (1) ¢ach  Pany's Full Share of
Current Production,  (2) the town volume of Gas  acwally taken or sold fur cach Party's account, (3) the difference  hetween
the volume  when by oeach  Party and  that  Pamy's  Full  Share  of  Cuswent  Production,  (3)  the  Overproduction ot
Underproduction  of each  Party,  and  (3) other data  as  recommended by the  provisions  of the  Councit  of  Petroleum
Accountants  Societies Bullein No 240 as amended  or  supplemented  hereatter.  Each  Party  taking Gas  will  prompty  provide 1o
the Qperator any Jata required by the Operator for preparation of the statements required hereunder

$2 0 any Party fads to provide the data required herewnn for four {4) consecutive  production  months, the  Operator, or
where  the  Operator has  failed o provwde  data, another  Parh. may  audd the  production and  Gas  sales and  transportation
valumes of the non-reporting Party  to provide the required data Such audit shall be  conducted only after reasonable nouce and
durtng  normal  business hours w the office of the Parly whose revords are bang audiued Al costs assoctated with such  audit
will be charged to the account of the Pany talling to provide the required data
6. PAYMENTS ON PRODUCTION

6. Fach Party raking CGas shall pay or cause 0 be pad all production and severance taxes due on all volumes of Gas
ac(uali) tahen by such Party

62 [0 (Alternative 1 - Entitlements) Each Party shall pay or cause to be pard all Royalty due with respect to Royally
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owners o whom 1t s accountable as 1t such Pary were taking s Full Share of Current Production. and only its Full Share of
Currzat Praduction

6210 (Optional - For use only with Section 6.2 - Alternative [ - Entitlement) Upon written request of a  Pany
taking less than s Full Share of Current Preduction i a gwven month ("Current  Underproducer”). any Party taking more  than
its Pull  Share  of  Curent  Production sn such  month  (“Current  Overproducer”)  will pay to  such  Current  Underproducer  an
amount cach month  equal to  the Royally percemtage of the proceeds recewved by the Current Overproducer for that portion of
the  Current  Underproducer's  Full  Share  of  Current Production  taken by the  Current  Overproducer:  provided.  however,  that
such payment will not exceed the Rovalty percentage that s common to all Royalty burdens in the DBalancing Area. Payments
made pursuant 1o this Section 621 will be deemed payments to the Underproduced Party's Royalty owners for  purposes  of
Section 2§

62 @ {(Alternative 2 - Sales} Each Party shall pav or cause o be pad Royalty due with respect 1o Royalty owners to
whom it 15 accountable based on the volume of Gas actually taken for ity account,

63 In the event that any governmental authority requires that Royalty payments be made on any other basts than that
provided for n this Section 6, each Party agrces to make such Royalty payments accordingly, commencing on the effective  date
required by such governmental authonty, and the method provided tur herein shall be thereby superseded
7. CASH SETTLEMENTS

71 Upon the carlier of the plugging and abandonment of the last producing mterval in the Balancing Area. the termination
of the Operating Agreement or any pooling or umit agreement covering the Bulancing Area. or at any time no Gas s taken
from the Balancing Area for a perod of twelve {12) consecutne months, anmy  Party may give written notce calling for cash
settlement o the Gas production imbalances among the Parties Such notice shall be given to all Parties in the Balancing Area.

72 Within sixty 160) days after the netice calling for cash settlement under Section 7.1. the Operator will distribute to each
Patv a  Final Gas  Sculement  Statement  detading  the  quaniity  of Overproductuon  owed by each Overproduced Panty to  cach
Underproduced  Pany  and  idenufving  the  momnh e which  such Overproduction s attmbuted,  pursuamt 1o the  methadology
set vut n Section 7 4

73 @ (Alternative | - Direct Party-to-Party Settlement) Within sixty (60) days after receipt of the Final Gas Sertlement
Statement.  cach  Overproduced  Parry  will pay o each  Underproduced  Party  entitled  to  settlement  the  appropriate  cash
seitlement,  accompanied by appropnate  accounting  detal At the ume  of payment, the Overproduced Party  will notty  the
Operator of the Gas unbalance settled by the Overproduced Party's payment

7.3 O (Alternative 2 - Settiement Through Operator) Within sisty (60) days after recerpt of the Final Gas Settement
Statement,  each  Overproduced  Party  will send s cash  seulement,  accompamied by appropriate  accounting  detall. 1o the
Operator The  Operator  will - distnbute  the monies so recened,  along  with  any  settlement  owed by the Operator as  an
Overproduced Party, o each  Underproduced  Pamy  to whom  settlement 15 due  withan ninety  (90)  duys  after issuance of  the
Final  Gas  Setdement  Statement.  In the event that any  Overproduced Party fwls to pay any settlement duc hereunder. the
Operator may turn over responsibdity  for the collecuon of such seulement to the Pany to whom it is owed, and the Operator
wi'l have no turther responsibility wirh regard to such settlement

73108 (Optional - For use only with Section 7.3, Alternative 2 - Scttiement Through Operator) Any Panty shall have
the nght at any ume upon thiny (30; days' prior wntten notwe to all other Partes to demand that any settlements due  such
Party  for  Overproduction be  pard  directly  to such  Party by  the  Overproduced  Party.  rather  than  being  paid  through  the
Operator. In the event that an Overproduced Party pavs the Operator any sums due to an Underproduced Party at any time
after thurty (301 days  tollowing the receipt of the notice provided fur herein. the Overproduced Party will continue to be lable
to such Underproduced Panty for any sums so pard, unttl payment s actually recened by the Underproduced Party

74 O (Alternative 1 - Historical  Sales  Basis) The amount of the cash  settlement will be based on  the proceeds
recened by the  Overproduced  Pamty  under an Amvs  length  Agreement  for  the Gas taken from tme to time by the
Overproduced  Parmy o excess of  the  Overproduced  Party's Full  Share of Current Production  Any  Makeup Gas  taken by the
Underproduced  Party prior to maonetary  settlement hereander widl be applied w0 offset Overproduction  chronologieally  in the
order of accrual

74 O (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will be based on the proceeds
received by the Overproduced  Party  under an Arm's Length  Agreement  for  the volume of Gas that constituted  Overproduction
by the Overproduced  Party  from  the Balanoing  Area For  the purpose of mplementing  the  cash  settfement  provision  of  the
Section 7. an Overproduced Party  will not be considered to have produced amy  of an Underproduced Party's share of Gas unnl
the Overproduced  Party  has  produced  cumulatively  all of ts Percentage  Interest share ol the Gas ultimately produced  from  the
Balancing Arca

75 The values wsed for caleulating the cash setdement under Secuon 7.4 will anclude alf proceeds received for the sale of the
Gas by he Overproduced Party calculated at the Balancing Arca. after deducting any production or severance laxes paid and  any
Royalty actually pard by the Overproduced Party to an  Underproduced  Party's  Rovalty owner(s), to the extent sad payments
amounted to a  discharge of said  Underproduced  Party s Royalty  oblhigauon, as well as  any reasonable marheting.  compression.
treating, gathering orf transportahion costs incurred directty in connection with the saie of the Overproduction

T51 @ (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction  sold under a  gas
purchase  contract  providing  for  pavment based on  a  percentage of the proceeds obtained by the purchaser upon  resale  of
residue  gas  and  hquid  hydrocarbons  extracted  at @ gas  processing  plant. the  values  used for  calculating  cash  seutlement  will

mclude  proceeds  recenved by the Overproduced  Party  for both  the higquid  hsdrocarbons  and  the residue  gas  awributable to  the

Overproduction
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76 To the extent the Overproduced Party did not sell ali Overproduction  under an Arm's  Length  Agreement, the cash

settlenent  will be  bused on  the waghted averuge price  recaived by the  Overproduced  Party  for any gas sold from the

S3.
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Balancing  Area under Arm's  bength  Apgreements dunng  the months 1o which such  Overproduction o aitnbuted.  In the  evenmt
that no sales under Anm's length Agreements were made during any such mounth, the cash settlement for such wmonth will be
based on the spot sales prices published for the apphicable geographic area durng such month in 2 mutually acceptable  pricing
bulletin

. \cr prit
77 Interest compounded al the rate of one percent { )l per annum or the maximum lawful

ratc of nlerest applicable 0 the Balancing Arca, whichever 15 less, will accrue tor all amounts due under Section 7 | beginning
the tirst day tollowing the date payment 1s due pursuant (o Section 7.3 Such inmterest shall be borne by the Operator or any
Overproduced  Party  in the  proportion  that  their  respective  delays  beyond  the  deadlines set out in Sections 72 and 73
contrihuted to the accrual of the interest

78 in heu of the cash setlement required by Section 73, an Overproduced Party may  deliver to the Underproduced  Party
an offer 10 settle #s Overproduction n-kind and at such rates. quantines, tumes and sources as may be agreed upon by the
Underproduced  P'arty [ the  Parnes are unable to agree upon the manner i which such  in-Kind  settlement  gas  will  be
furnished  withan sivdy  (60)  days  atier  the Overproduced  Pamy's  offer to sewde in kind, which  period may  be  extended by
agreement  of said  Parties. the Overproduced  Party shall make a cash settlement as provided in Section 73 The making of an
m-kind  setfenment offer under  this Secuon 7.8 will not delay the accrual of nterest on  the cash  settlement should the Parties

tait to reach agreement on an in-kind settlement

19— B +Optionsl — For—Bateneing —Aresr—Subject —to—Federat—Price—Regutation) Fhat—port £ any- i -uu_,v-.m
[al i 1 — Pad £ O e ot —wirch- brect—t +oturd—b Sfdess £ the— Fedesat—E ~ R Y3 L
B y—For eFf % 4 fetupd—by—order 4 gy
Othet +ah & e be thield— by the—O duced Lﬂk—w&l——&a&hﬂﬂw—«e—mh—appﬂweé—bv—weh
Hh £ ty y y——if B
tat (Y Jed H: Uiard duced Rast £ bt a tabl 4 )
gover authofty s —tHie— P asty 5 P akiPg: B th P
Pany-—ag a—to——hold—ihe —Overproduced—Party —harmbess— from— 6 —loss—dut—lo—refund—orders—by —such—- 4
atthory-
340 - G-—Optionnt——lnaterim—Cash—BailaaeRg) At—any —time—duaing—the —term—ai-—ths—Agreement—any—Overproduced—Pary
Py HS - MWMM—M—SMMM#—&HWW erRg—all—oF —par—ol —Hs—outstanding—Ge
1 4 hat [N b + +—be e H Lnd { 3 Parties 4 4 b 3 [yee {at
§ that adh B SRS —PFOP 5
) —ot—ihe-—ad duced—Rartes——and-—provided —turther—that—such-—settemonis—mayv— Rot—be—made—more—ofien—than—onee
£ Parties
n, & i 24 ik Y Hi X3 et bl e loulated B 1h led Hove £ Er ! ash
+ ¥ i SR oF—p for——Hnat
I} 'H*é-’l\ f 4 q Pasta w P 1! { £ SR BV | t &= ot Qn:" l; xwh +Hh + 1 4;10@}—(%‘)
darrsatier Ahe-setiemen-rs made

8.  TESTING

Notwitkstanding  any  provision  of this Agreement to the contrary, any Party shall have the right, from tme w ume, to
preduce and take up o one hundred percent (100%) o! a wells entire Gas stream to meel the reasonable deliverabihity tesi(s)
requiced by such Party's Gas purchaser, and the right to teke any Makeup Gas shall be subordinate to the nght of any Party to
conduct such tests: provided. however, that such  tests shall be condusted 1in accordance with prudent operating  practices  only
after _ sixty — (60 )days prior wniten notice to the Operator and shall tast no longer than
twenty-four {__ 24 hours
9. OPERATING COSTS

Nothing in this Agreement  shull change or  affect any  Party's obhgation v pay s proportionate  share ol all costs  and

habdliies incurred 1o operattlons on or i connectivn with the Balancing Area, as ns share thereof s set forth in the Operating
Agreement, arrespeciive of  whether any  Pany s at any tme  selling and usmy Gas or whether  such  sales or use are i
proportion to its Percentage Interest in the Ralancing Arca
10, L1QUIDS

The Parties shall share proportionately i and own all hguid hydrocarbons  recovered with Gas by field equipment vperated
for the joint account 1 accordance wath their Percentage interests in the Balaneing Area
L. AUDIT RIGHITS

Notwithstanding  any  provision  an this Agreement  or any  other  agreement between  the  Parties  hereto,  and  further
notwithstanding — any  ternunation  or  cancellation of  this Agreement, for a peried of two (2) sears from the end of the calendar
year cnoowhicn any wformation to be lurmished  under Sechon 3 or 7 hereof s supplied. any  Party  shall have the nght to audt
the  records of any other  Party  regarding quantty,  ncluding but net mated  to information  regarding  Biu-content
Anmy  Urderproduced  Party shall have the right for a pericd of two (2) years from the end of the calendar year in wlich any
cash settlement s recerved  pursuant 1o Sectien 7 to audit the records of any  Overproduced Party as to afl matters concerning
values. actuding but aot limted to  intormation  regarding  prices  and  disposition of Gas  from  the  Balancing Area Any  such
audit shall be conducted at the expense of the Party or Parties desining such audit, and shall be conducted. alier reasonable
notice. durtng normal  business hours 1 the office of the Party whose records are being audited FEach Pamy  hereto  agrees 10
mamtain records  as to the volumes and  prices of Ga sold each month and the volumes of Gas used in its own operatons.
along with the Royalty pard on amy such Gas used by a Paty s own operations  The audit rights provided for wm  this
Sectwon {1 shall be i addition o those provided for in Secnion 5 2 of this Agreement
12 MISCELLANEOLS

121 As between the Parties, in the evem of any conflict between the provisions of this  Agreemient and the provisions  of
any gas salvs contract, or n the ewent of any conflict between the provisions of this  Agreement and the provisions of the
Operating Agreement. the provisions of thys Agreement shalt govern

122 Eachv Party agrees to defend. mdemnify and hold harmiess all other Parties from and aganst any and all habiy for
any clums, which may be asserted by any thud pary which now or hereafter stands 1n a contractual relavonship wah  such
ndemaifang Party and  which arise out of the operation cf this Agreement or any activittes of such indemwitymg  Party under
the provisions of  this  Agreement.  and  does  funther agree to save the other Parties harmless  from  all  judpments or  damages
sustamned and costs incurred m connection therewith

123 Except  as  otherwise  provuded  n tns Agreement,  Operator 15 authonized  to admunmster  the  provisions  of  this
Agreemient,  but shall have no  lability 1o the other Parties for losses sustained or lhability incurred which anse out ol or in
connection  with  the performance of Operator's duties  hercunder, except such  as may result from  Operator's  gross  negligence  or
wiliful  misconduct  Operator  shall not be hable to any  Underproduced Party for the failure of amy Overproduced Party, (other
than Operater) 10 pay any amounts owed pursuant to the terms hereof

124 This Agreement shall remain i full torce and effect for as long as the Operating Agreement shalt rematn in force and
effect’ as 1o the Balancing Area. and thercatfer unul the Gas accounts between the Parties are setlled in full, and shall inure to
the  benctit  of and  be binding  upon  the  Parties  hereto.  and  their respectne  heirs,  successors,  legal  representatives

4.
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and assigns, 1f any  The Parties hereto agree lo give nolice of the existence of this Agreement o any successor i wterest of
any such Parly and w provide that any such successor shall be bound by 1ms Agreement, and shall further moke any tramsfer of
any interest subject @ the Operating Agreement, of any part theieof, also subject to the terms of this Agreement.

123 tnless the context  clearly indicates  otherwese.  words  used in  the singular include the plural, the plural  imncludes the
singular. and the neuter gender includes the masculne and the femimine

126 in the event that any “Opuonal” provision of this Agreement 13 not adopted by the Parties to this Agreenent by a
tped. prinied  or  handwnttien  indication.  such  provision  shall not form @ part of this  Agreement. and  no inference  shall  be
made concerning the ntent of the Partics in such cvent In the event that any “Allernative" provision of this Agreement s not
so adopted by the Parties, Alternative | n cach such instance shall be deemed to have been adopted by the DParties as’ a result
of any such omnssion In those cases where 1t s indicated that an Opuonal provision may be used only 1f a specific Alternatve
is selected (1) an election to nclude said Optional provision shall not be ceffective unfess the Altemabive in question is selected;
and (1) the  electian W cnctude sad Optional pravision must be  expressly  indicated  herecon, w being  understeod  that  the
selection of an  Alicraative either expressly or by defuuit as provided herein shali not, in and of uself. constitute an electon to
tnclude an associated Optional provision

12.7 s Agreement shali bind the Parties i accordance with the provisions hereof, and nothing heremn shall be  construed
or interpreted 3% creating any  nghts in any person or entily Aot a2 signatory  hereto, of a5 bewng a stipulation o favos of any
such person ar entity

128 If  contemporaneously  with  this  Agreement  becoming  effective, or thereafter, any Panty requests that  any other  Party
execute an appropriate memorandum  or notice of this Agreement n order tu give third parties notice of record of same and
submuts same for execution in recordable form, such memorandum or notice shall be duly executed by the Party to which such
request ts made and  delivered promptly  thereafter ta the Party making the request. Upon receipt, the Party makwig the reguest
shait  cause the memorandum  or notice to be duly recorded i the appropriate  real property or other records  affecting  the
Baluncing Area

129 In the event Inernal  Revenue  Service  regulatons  require a  umiform melhod  of computing  taxable ncome by all
Parhies, each Party agrees o compute and repont mcome o the intermal Revenue Service {select one) O as if such Party were
tehing s Full Share of Current Production durng each relevant 1ax period in accordance with such regulations, insofar as same
relate 1o entitlement method  tax  computations; or O based on the quantiy of Gas taken for s aceount mn accordance  with
such regulations, insotar as same relate to sales method tax computiions
13, ASSICNMENT AND RIGHTS UPON ASSIGNMENT

131 Subject 1o the provisions of Secwons 132 (b zlected) and 133 hereof. and  notwithstandicg amthung 1 this  Agreement
or an o the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange or other transfer) any of its
working interest in the  Balancing  Arca when such Party 15 an  Underproduced  or  Overproduced Party, the assignment or other
act of transfer shall. insofar as the Parties hereto are concerned, nclude all interest of the assigning or transterning Party in the
Gas. all rights 1o recerve or obhigations o provide or (whe Makeup Gus and  alf rights to receive or obligations to make any
monetary  payment  which may  ulumately  be  duc  hereunder, as  applicable.  Operator  and  cach  of the other Parties  hereto  shall
thereafter  treat  the  assignment  accordingly,  and  the assigning  or  transterning  Pary  shall  look  solely to  its assignee  or  other
transferee  tor any nterest in the Gas or monetary payment that such Party may have or to which it may be entitted. and shall
cause s assignee or other transferee 10 assume 1ts obhigavons hercunder

132 0 (Optional - Cash  Settlement Upon  Assignment) Notwithstanding  ansthing in this  Agreement  (including  but  not
bmited o the provisions of Section 13 1 hereoft or 1w the Operaung  Agreement to the contrary, and subject to the provisions
of Section 133 hereof. in the event an Overproduced  Party tends 1o sell. assign. exchange or otherwise (ranster any of s
wterest in @ Balancing Area. such Overproduced  Party  shall noufy in wnting  the other working  terest  owners who  are

Parties hereto in such Balancing Arcas of such tact at least __ thirty { 30 } days prior to closing the

transaction Thereafter any Underproduced  Party may  demand  from such Overproduced  Party  in wnung,  within

thirty { 3
Underproduction  from  the Balancing Area The Gperator shall be noufied of any such demand and of anvy cash setlement

_)days after receipt of the Overproduced Party's notice, a cash settlement af nis

pursuart  to this Section 13, and the Overproduction and  Underproduction of each Party shall be adjusted accordingly. Any cash
seltfement  pursuant to s Section 13 shall be paid by the Ovemproduced Party on or belore the earlier to occur (1) of sixty (60)
davs after receipt of the Underproduced  Partvis demand or () at the closing of the transaction in which the Overproduced
Party sells, ass:gns, exchanges or otherwise wtansters ils mierest in a Balancing Area on the same basis as otherwise set forth n
Sections 73 through 76 hereof, and shail bear nterest at the rate set tonth n Section 77 hercof. beginming  sixty  (60)  days
after  the  Overproduced  Pary's sale.  assignment.  exchange or tansfer of #s interest in the Balancing Area for amy  amounts  not
paid  Provided., however, 1f any Underproduced Party does not so demand such cash sentlement of s  Underproduction from the
Balanctng  Area.  such  Underproduced  Party  shall ook  exclushely to  the assignee  or  other successor it nterest  of  the
Overproduced  Parly  giving  notce  hereunder  for  the  sausfaction  of  such  Underproduced  Pany’s  Underproduction  in accordance
with the provisions of Section 13.1 hereot

133 The provisions of (s Secion 3 shall not be appiicable in the event anv Party mortgages its interest or disposes of ts

interest by merger. reorganization, consolidation or sale of substanually ail of us assets lo a subsidiary or parent company, or to
any company 1n which any parent or subsidiany of such Party owns a majonity of the stock of such company

14. OTHER PROVISIONS
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15. COUNTERPARTS
This  Agreement  may  be  oxeculed i coumterpans, cach  of  which when taken with  all other  counterparts  shall  constitute
a binding agreement  between  the  Parties  hereto,  provided.  however, that f 2 Party or Parties owming a Percentage Interest n

the Balancing Area equai to or greatér than a percent (____ %) therein fail(s) to execute this
Agreement on or before , this Agreement shall not be binding upon any Party and shall be of
no turther force and etfect

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

TMBR/SHARP DRILLING, INC,

BY

- Jeffrey D. Phitlips

Ty pe or print name

Tile President

Date April 20, 2002

TaxiDor8S No

NON-OPERATORS

DAVID H. ARRINGTON OIL & GAS, INC.

Type or print name

Title

Date

Tax1DorS S No

BRAMEX RESOURCES, INC,

— . BY

Type or print name

Tutle

Date

Tax IDor S5 No




EXHIBIT “F”

Non-Discrimination and Certification of Non-Segregated Facilities

ATTACHED IO AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGREEMENT DATED APRIL 20,
2002 artwEEN TMBR/SHARP DRILLING, INCo AS OPERATOR AND DAVID H. ARRINGTON OfL &
GAS, INC., €1 AL, AS NON-OPERATORS.

Definition: the word “Contractor” wherever used below shall mean “Operator™ when this exhibit

form

is

attached to an  Operating  Agreement  and  shall mean “Farmee”

when attached to a Farmout Agreement.

Al

Exhibat 17
Page 1 or2

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

[g%]

[v9)

(o

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

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

The Contractor will send to each labor union or representative of workers with which he
has a collective bargaining agreement or other such contract or understanding, a natice to
be provided by the agency contracting officer, advising the labor union or workers
representatives of the Contractor’s commitments under Section 202 of Executive Qrder
No. 11246 of September 24, 1963, and shall post copies of the notice in conspicuous
places available 1o employees and applicants for employment.

The Contractor will comply with all provisions of Executive Order No. 11246 of
September 24, 1963, and by the rules, regulations and orders of the Secretary of Labor.

The Contractor will fumnish all information and reports required by Executive Order No.
[1246 of September 24, 1965, and by the rules, regulations and orders of the Secretary of
Labor for purposes of investigation to ascertain compliance with such rules, regulations
and order.

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

The Contractor will include the provisions of Paragraphs (1) through (7) m every
subcontract or purchase order unless exempted by rules, regulations or orders of the
Secretary of Labor issued pursuant to Section 204 of the Executive Order No. 11246 of
September 24, 1963, so that such provisions will be binding upon each subcontractor or
vendor. The Contractor will take such action with respect to any subcontract or purchase
order as the contracting agency may direct as a means of enforcing such provisions,
including sanctions for noncompliance: provided, however, that in the event the
Contractor becomes involved in, or is threatened with litigation with a subcontractor or
vendor as a result of such direction by the contracting agency, the Contractor may request
the United States to enter into such litigation to protect the interest of the United States.
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EQUAL EMPLOYMENT REPORTING

The Contractor, unless exempt, agrees to file with the appropriate federal agency a
complete and accurate report on Standard Form 100 (EEO-1) within 30 days after the
signing of this agreement or the award of any such purchase order, as the case may be,
{unless such a report has been filed in the fast 12 months) and agrees to continue to file
such reports annually, on or before March 317 (41 CFR 60-1.7(A))

AFFIRMATIVE ACTION COMPLIANCE PROGRAM

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

VETERAN'S EMPLOYMENT

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

EQUAL OPPORTUNITY IN EMPLOYMENT CERTIFICATION OF NONSEGREGATED
FACILITIES

Contractor, by entering into the contract to which this Exhibit is attached, certifies that he
does not maintain or provide for his employces any segregated facilities at any of his
establishments. and that he does not permit his emplovees to perform their services at any
location, under his control, where segregated facilities are maintained. He certifies
further that he will not maintain or provide for his employees any segregated facilities at
any of his establishments, and that he will not permit his employees to perform their
services at any location, under his control, where segregated facilities are maintained.
Contractor agrees that a breach of this certification is a violation of the Equal Opportunity
clause in this contract. As used in this certification, the term “segregated facility” means,
but i1s not limited to, any waiting rooms, work areas, rest rooms and wash rooms,
restaurants and other eating areas, time clocks. locker rooms and other storage or dressing
areas, parking lots. drinking fountains, recreation or entertainment areas, transportation
and housing facilities provided for employees which are segregated by explicit directive
or are 10 fact segregated on the basis of race, creed, color, sex or national origin, because
of habit, local custom, or otherwise. He further agrees that (except where he has obtained
identical certifications from proposed subcontractors for specific time periods) he will
obtain identical certifications from proposed subcontractors prior to the award of
subcontracts exceeding $10,000.00 which are not exempt from the provisions of the
Equal Opportunity clause; that he will retain such certifications in his files; and that he
will forward the following notice to such proposed subcontractors (except where the
praposed subcontractors have submitted identical certifications for specific time periods):
NOTICE TO PROSPECTIVE CONTRACTORS OF REQUIREMENT FOR
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Certification of
Nonsegregated Facilities, as required by the May 9, 1967 Order (32 CFR 7439, May 19,
1967) on Elimination of Segregated Facilities by the Secretary of Labor, must be
submitted prior to the award of a subcontract exceeding $10,000.00 which is not exempt
from the provisions of the Equal Opportunity clause. The Certification may be
submitted either for each subcontract or for all subcontracts during a period (l.e,
quarterly, semi-annually or annually).
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MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT
THIS AGREEMENT, entered into by and between TMBR/Sharp Drilling, Inc. .

hereinafier referred to as “Operator,” and  the signatory party or parties other than Operator, hereinatier referred  to

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

WHEREAS. the parties to this agreement are owners of Oil and Gas Leases andior Oil and Gas Interests in the land
identified 1 Extubit "A” (said land, Leases and Interests bowng herewnafter called the “Contract Ares”). and i any instance in
which the Leases or I[nterests of a party are not of record, the record owner and the party hercto that owns the anterest or
nights therem are retlected on Extubit "A™

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

(herewr the “Operaung Agreemnent’) covenog the Contract Area tor the purpose of exploting and developing such lands,
Leases and Interests for Ot} und Gas, and
WHEREAS, the parties hereto have executed this agreement for the purpose of imparting notice o all persons of the
nghts and obhpahons of the parbes under the Operating Agreement and for the further purpose of pertecting those riphts
capable of perfection
NOW. THERETFORE, i consideration of the rmutual rights and obhigations of the parties hereto, itas agreed as tollows
I This agreement suppicments the Operating Agreement, which Agreement in its entirety 15 incorporated herein by
reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreement.
2 The parties do hereby agree that
A, The O and Gus Leases andror Oil and Gas Interests of the parmies comprising the Contract Area shall be subject
w and burdened with the wrms and provisions of this agreement and the Operaung Apreement, and the parmes do
hereby commut such Leases and {ntecests to the performance thereol
B The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and
provisions ot the Operating Agreement. as supplemented by this agreenient
C Al costs and lisbiliies mcurred o operations wider this agreement and the Operating Agreement shall be bome
and pad. and all equipment and jmawerals acquired n operations on the Contract Area shall be owned. by the parnes
hereto, a5 provided in the Operating Agreement
1) Regardiess of the record ntle ownership to the Oit and Gas leases andlor Ol and Gas Inlerests (dentified on
Exhibu "A all production of Ol and Gas trom the Contract Area shall he owned by the parties as provided n the
Operating Agreement; provided nothing contained 1n this agreement shall be deemed an assignment or cross-assignment

of interests covered hereby

L. Each party shall pay or debver. or cause 10 be pad or delivered. all burdens on us share of the producuon from the
Contract Area as provided v the Operating Agreement

o An overniding rovalty. production paymient. et protits aaterest or other burden payable out of productuon hereafter
created. assignments of production given as secunty tor the payment of money and those overnding royalties, production
payments and other burdens pavable out of production heretofore created and defined as Subsequently Created Intcrests
m the Operating Agreement shall be (1) borne solely by the party whose interest is burdened therewith. (1) subject to
suspension 1f a party 1s required to assign or relinguish to another party an nterest which 1s subject to such burden, and
fni} subpect to the licn and secunty nterest heremafter provided 1t the party subject to such burden fails to pay s share
of expenses chargeabie hereunder and under the Operating Agreement, atl upon the terms and provisions and n the
umes and manner provided by the Operating Agreement

G The Ol and CGas Leuses and-or O1) and Gas Interests which are subject hereto may not be assigned or transferred
except 1n accordance with those terms. provisions and restnctwns i the Operaung Agreement regulating such transfers
Th:s agreement and the Operatng Agreement shali be binding upon and shall mwure to the benetit of the parttes hereto,
and their respechve heirs, devisees. legal representatives, and assigns. and the terms hereof shall be deemed to run with
the feases vr interests inciuded within the lease Contract Area

(I The parties shall have the nght 1o acquire an interest 1a remewal. extension and replacement leases, leases
propused to be surrendered. wetls proposed to be abandoned. and interests 1o be relinquished as a result of non-
participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement

I The nghts and obligations of the parties and the adjustment of interests among them tn the event of 3 tailure or
loss of ttle. each partv's mght to propose operations. obhigations with respect to participation n operations on  the
Cortract Area and the consequences of a fudure 10 partcipate i operations, the rights and obligations of the parties
regarding the marketing of producuon. and the nphts and remedies of the parties for faiture to comply with financial
obhgations shall be as provided 1 the Operating Agreement

J Fach puny’s terest under this agreement and under the Operating Agreement shali be subject lo relinquishment
for its fadure to participate n subsequent operations and each pamy’s share of production and costs shail be reallocated
an the hasts of such rehinguishment, all upon the terms and proviswons provided in the Operating Agreement

K All other matters with respect o exploration and  development of the Contract Area and the ownership and
transfer of the Oil and Gas lLeases and/or Onf and Gas Interest therein shall be governed by the terms and provisions of
the Operating Agreement
3 The parties hereby grant reciprocal lens and security interests as follows

A TPach party grants to the other parties hercto a lien upon any nterest 1t now owns or hereafter acquires in Oil and
Gas Leases and Onl and Gas Interests in the Contract Area, and a security nterest and/or purchase money securily
mterest i any terest itonow awns or hereafter acquires 1n the personal property and fixtures on or used of obtained
for use in connection therewith, to secure performance of ail of its obligations under this agreement and the Operating
Agreement indluding but not hmited o payment of expense. milerest and fees, the proper disbursement of all monws
paid under this agreement and the Operating Agreement. the assignment or rehinquishment of :nterest in Onl and Gas
Leases as reguired under this agreement and the Operating Agreement, and the proper performance of operations under
thyy agreement and the Operaung Agreement Such hen and secunty nterest granted by each party hereto shall include
such party’s leasehold interests, working interests, operating nights, and royalty and overriding royalty interests in the
Coatract Area now owned or hereafter acquired and 1n lands pooled or unitized therewsth or otherwise becoming subject
to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situated
thereon or used or obtaimed for use in connection therewith (including, without limitation, all wells, tools, and tubular
goods), and accounts (inctuding, without hmilation, accounts armsing from the sale of production at the weilhead),

o1-
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comtract nights, mventory and  general mtangibles relating thereto or ansing therefrom, and all proceeds and products of
the foregong

13 Tach party represents and warrants to the other parties hereto that the lien and security interest granted by such
party to the other parties shali be a first and prior lien, and each party hereby agrees to maintain the prionty of said lien
and secunly interest agast all persons  acquinng an anterest o Odoand Gas Leases and  Interests covered by thes
agreement and the Operating Agreement by, through or under such party All parties acquinng an terest in Oil and
Gas Leases and Od and Gas Interests cavered by this agreement and the Operating Agreement, whether by assignment.
merger. mongage. operation of faw. or otherwise, shall be deemed to have taken subject to the lien and security interest
granted by the Operating Agreement and this instrument as 1o all obliganions attributable 10 such interest under this,
agrecrnent and the Operating Agrecment whether o not such obligations arse betore or after such tnterest 15 acquired.

¢ To the extent that the parties have a secunty nterest under the LUniform Commercial Code of the state n which
the Contract Area is stuated, they shall be entited W exercise the rights and remedies of a secured party under the Code
The brnging ol 2 suit and the cbraiming of judgment by a party for the secured tndebledness shall not be deemed an
elecuion of remedies or otherwise aflect the Len nights or security interest as security for the payment thereol In
addison. upon default by any party in the payment of its share of expenses. interest or fees, or upon the improper use of
funds by the Operator. the other parties shall have the right. without prejudice 1o other rights or remedies, to coflect
trom the purchaser the proceeds from the sale of such defaulting party’s share of Ol and Gas until the amount owed by
such party. plus nterest, has been recenved, and shall have the right to oflset the amount owed against the proceeds from
the sale of such defauling party's share of Qul and Gas Al purchasers of production may rely on a noufication of default
trom the non-defaultng party or parues stating the amount due as a resull of the default. and all parties wawve any
recourse avanlable against purchasers tor releasing production proceeds as provided (n this paragraph

[ If any party fails 1o pay s share of expenses within ong hundred-twenty {120) days afier rendition of a statement
theretor by Operator the non-defaulung  parties, inctuding Operator, shatl. upon request by Operator, pay the unpaid
amount i the proportion that the wterest of each such party bears to the nterest of all such parties. The amount paid
by each party so paying its share of the unpaid amount shall be secured by the hens and security nghts described n this
paragraph 3 and n the Operating Agreement. and each paying panty may independently pursue any remedy avalable
under the Operating Agreement or otherwise
I:

fatiure 10 perform subjects such party lo forectosure or execution proceedings pursuant o the provisions of this

It any pany does not perform all of 1ty obliganons under this agreement or the Operaung Agreement. and the

agreement or the  Operating Agreement, to the extent allowed by governing law. the defaulting party waives amy
avaituble nght of redempnon from and  after the date of judgment. any required valuation or appraisement of the
mortgaged or secured property prior to sale, any avadable night to stay execution of to require a marshatling of assets
and any required bond in the event a recever s appomted In addition, W the extent permutied by applicable law, each
party hereby grants to the othec parties a power of sale as o any property that is subject (o the lien and security rights
granted hercunder or under the Operating Agreement. such power 10 be exeraised in the manner provided by applicabte
law or otherwise in a commeraially reasonable manner and upon reasonable notice
F. The fren and security interest granted in this pacagraph 3 supplements dentical rights  granted under the
Ohperating Agreement
G To the extent permited by applicable Jaw, Non-Operators  agree that Operator may  invoke or utilize the
mechanies” or materiaimen’s lien law of the state m which the Contract Area 1s situated 1n order 10 secure the payment
o Opergtor of" any sum due under this agreement and the Operating Agreement for services performed or matenals
supphed by Operator
I The above described security will be financed at the wellhead of the well or wells located on the Contract Area and
this Recording Supplement may be filked i the land records in wne County or Pansh in which the Contract Arca is
focated, and as a financing statement in all recording offices required wnder the Umiform Commercial Code or other
applicable state statutes to pertect the above-described secunty interest, and any party hercto may file a contnuation
stutement as necessary under the Umiform Commercial Code, or other state iaws
4 This agreement shall be cffcctve a5 of the date of the Operating Agreement as above reaited. Upon termination off
this agreement and the Oporabing Agreement and the satisfaction of all obhgations thereunder, Operator 13 awhonized o file
of record - all necessary recording offices a notice of termination, and cach party hereto agrees {o execute such a notice of
termmation as W Operator's interest, upon the request of Operator. of Operator has complied with all of s financial
obligations
5 Tls agreement and the Operating Agreement shall be minding upon and shall inure to the benefit of the parties
hereto and thew respective hewrs. devisees, legal representatives, successors and assigns. No sale, encumtbrance, transter or
other disposition shall be made by any party of any interest in the Leases or Interests subject hereto except as expressly
permitied under the Operaung Agreement and. f permitted. shall be made cxpressly subject to this agreement and the
Operating Agreement and without prejudice 10 the rights of the other parties It the transter is permitted, the assignee of an
ownerstup anterest i any O and Gas lease shall be decmed a party 1o this agreement and the Operating Agreement as to
the interest assigned from and after the electve date ot the twanster of awnership, provided. however, that the other parties
shatt not be required o recognive any such sale, encumbrance, transter or other disposition tor any purpose hereunder until
thiny (30) Jays after they have received a copy of the nstrument of transfer or other satisfactory evidence thereof n writing
from the wansferor or transferee No o assignment or other dispostion of nterest by a party shall relieve such party of
obligations previously incurred by such panty under this agreement or the Operating Agreement with respect 1o the interest
transterred. including without imaation the obligation of & parmty to pay all costs autributable to an operation conducted under
this agreement and the Operating Agreement in which such pany has agreed to participate prior to making such assignment.
and e lien and secunty interest granted by Arcle VI B of the Operating Agreement and hereby shall continue to burden
the mnterest transterred to secure payment of any such obligations
6 In the vvent of a contlict between the terms and provisions of this agreement and the terms and provisions of the
Operating Agreement. then, as between the parties, the terms and provisions of the Operating Agreement shall control
7 This agreement shall be binaing upon cach Non-Operator when this agreement or a counterpart thereof has been
exceuted by such Non-Operator and Operator notwithstanding that this agreement s not then or therealler executed by all of
the partics o which at s tendered or which are bsted on Exhibit “A” as owning an mterest in the Contract Arca or which
own, mn fact. an anterest in the Contract Area In the event that any provision herein is illegal or unenforceable. the
remaintng provisions shall not be affected, and shall 5e enforced as if the diegal or unenforceable provision did not appear hercin.

.2.
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8 Other pravisions

13 IN WITNESS WHERFOF . this agreement shall be ffective as of the __28th day of’ Aprit
14 sear 2003

16 ATTEST OR WITNESS: OPERATOR

19 TMBR Sharp Drillting, Inc.

2j By
22 Type or Print Name
23

Tnle Jeffery D. Phillips, President,
24 Date

3 Address P O Box 10970, Midland, Texas 79702-7970

2
28 ATTEST OR WETNESS: NON-OPERATORS
5

31 David H. Arrington Qil & Gas, Inc.

33 . By
34 Type or Print Name
3s Tule

36 y Date

37 Address

40  ATTEST OR WITNESS:

46 Type or Print Name
7 Title Dale Douglas

48 Date

49 Address

ATTEST OR WITNESS:

6 Hy
7 Type or Print Name
58 Tule _
59 Date

60 Address

62 ATTEST OR WITNESS:

63

64

6%

66

67 e By
68 Type or Print Name
69 Ditle
70 Date
71 Address
72

73

74
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STATE OF TEXAS {
COUNTY OF MIDLAND &

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

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

COUNTY OF MIDLAND  §

This instrument was acknowledged before me on the day of

by

of David H. Amington Oil & Gas, Inc., a

corporati-on, on behalf of said corporation.

Notary Public, State of

Printed Name:

Commission Expires:

STATE OF NEW MEXICO §
COUNTY OF §

This instrument was acknowledged before me on the day of

L2002

by Dale Douglas.

Notary Public, State of

Printed Name:

Commission Expires:




EXHIBIT “A”

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

Lands subject to this Agreement:

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

Parties subject to this Agreement and their respective percentages of

interest:

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

Addresses of the parties to this Agreement:

TMBR/Sharp Drilting, Inc.
Attn: Jeffrey D. Phullips

P. O. Box 10970

Midland, Texas 79702-7970

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

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

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

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

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



STATE OF NEW MEXICO

DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

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

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

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

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

FACTUAL BACKGROUND

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

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

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



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

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

POINTS AND AUTHORITIES

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

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

standing dispute.

* Arrington’s APD for an E/2 unit was filed on November 29, 2001.



The Motion To Dismiss: Arrington opposes TMBR/Sharp’s motion to dismiss Case

Nos. 12859, 12860 and 12841.

Under TMBR/Sharp’s reading of Order No. R-11700-B, it is now “entitled” to
proceed with the drilling of its well, as “[tJhe Commission decision in favor of TMBR/Sharp
eliminates the need for the Division to decide the Ocean and Arrington compulsory pooling
cases’. (Motion To Dismiss, Pg. 3).

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

TMBR/Sharp knows better.

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

Ministerial Act.

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

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

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

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

L2



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

waste”. N. M. Stat. Ann. 1978 Section 70-2-17(C). See Simms v. Mechem 72 N.M. 186, 188,

382 P.2d 183, 184 (1963). (“Unquestionably the commission is authorized to require pooling
of property when such pooling has not been agreed upon by the parties[.]”) Where the
evidence presented substantially supports affirmative findings and conclusions on any one of
these issues, then the statute directs that the Division “shall pool all or any part of such lands
or interests or both in the spacing or proration unit.” /d, (emphasis added). Even under this
statutory hearing process, depending on the evidence, the issuance of a compulsory pooling
order is discretionary and is by no means an entitlement. This quasi-judicial function is
expressly reserved to the Commission and the Director or her duly appointed examiners (N.

M. Stat. Ann. 1978 sec. 70-2-13) and no part of it may be delegated by fiat under the guise of

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

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

Kerr-McGee, the Court of Appeals held that duties which are quasi-judicial in nature, and
which require the exercise of judgment cannot be delegated. Id. As Kerr-McGee was a case

of first impression in New Mexico, the Court of Appeals relied on Oklahoma case law. The

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

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

quoted:

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



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

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

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

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

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

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

¢ See Morris, Richard, Compuisory Pooling of Oil and Gas Interests in New Mexico, 3 Nat. Resources 1. 316

(1963).

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

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

hearing{.]”



It is specious reasoning to argue that any portion of the pooling process 1s subsumed
by the mere processing of an APD. Order No. R-11700-B, Par. 33. (“An application for a
permit to drill serves different objectives than an application of compulsory pooling and the

two proceedings should not be confused.”) Moreover, the issuance of a drilli'ng permit does

not constitute any determination of a property right. See Gray v. Helmerich & Payne, Inc., et
al. 843 S.'W. 2d 579 (Tex. 2000). TMBR/Sharp is asserting that compulsory pooling is
unnecessary only because it must remain consistent with the position it has taken in the
ongoing litigation in the 5" Judicial District Court. There, TMBR/Sharp is advancing the
highly tenuous argument that the filing of a C-102 acreage dedication plat was sufficient to
“pool” acreage into a unit comprised of the W/2 of Section 25 (sic), T-16-S, R-35-E, thus
perpetuating its Stokes oil and gas lease.” Were it to argue otherwise, then its court case
would be finished.

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

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

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

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

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

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

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

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




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

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

for its Motion To Dismiss.

TMBR/Sharp’s Stated Intent To Commence Drilling. In its Motion, TMBR/Sharp

represents:

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

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

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

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

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

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



%,

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

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

Mexico.)

CONCLUSION

For all the foregoing reasons, TMBR/Sharp’s Motion To Dismiss should be denied
and Case Nos. 12859, 12860 and 12841 should proceed to hearing at the earliest opportunity.

MILLER, STRATVERT & TORGERSON, P.A.

o - o, "R R

J. Scott Hall

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

Santa Fe, New Mexico 87504-1986

(505) 989-9614




Certificate of Mailing

[ hereby certify that a true and correct copy of the foregoing was mailed to counsel of
record on the 9th day of May, 2002, as follows:

James Bruce, Esq. Thomas Kellahin, Esq.

Post Office Box 1056 Post Office Box 2265

Santa Fe, New Mexico 87504 Santa Fe, New Mexico 87504
David Brooks, Esq. Susan Richardson, Esq.

New Mexico Oil Conservation Division Cotton Bledsoe Tighe & Dawson
1220 South St. Francis Drive 500 W Illinois Ave # 300

Santa Fe, New Mexico 87505 Midland, Texas 79701

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

T ol Qe g

J. Scott Hall




Mark & Bonnie Caldwell - -

3528 Shell Street o JAN 3 | 2CG 'g__
Midland, Texas 79707 e
Phone (915)699-6460 ~ =~~~

January 29, 2002

Mr. Michael Stogner
Oil Conservation Division &% J2.8/¢

1220 South St. Francis Drive
Santa Fe, New Mexico 87505
Re: Compuisory Pooling Hearing
Dear Mr. Stogner,

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

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

Thank you for your consideration in this matter.

Sincerely,

g MarkM

EXHIBIT A



