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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between __ NADSOILCO L4.C
hereinafter designited ond referred 10 as "Operator,” end the signatory party or parties other then Operator, sometimes
hereinafter referred to individually as "Non-Op " and collectively 2s "Non-Op »

WITNESSETH:

WHEREAS, tho parties 1o this agreement are owners of Oil md Gas Lesses and/or Oil and Gas Interests in the land
identified in Exhibit "A," and the porlies hereto have reached an apreement to explore and develop these Leases andlor Oil
and Gas Interests for the production of Oil end Gas {o the exient and as hereinafier provided,

NOW, THEREFORE, it is agreed ss foftows:

ARTICLE 1.
DEFINITIONS

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

A. The term "AFE™ shall mean an Avuthority for Expenditure prepmd’by a paity to this agreement for the purpose of
estimating the costs to be incusred in conducting an speration b d

B. The term "Comipletion® or “Complete” shall mean a singls opération intended to complete a well as » producer of Oil
and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation
and production testing conducted in such operation.

C. The term "Contract Area” shall mean alf of the tands, Oil and Gas Leases and/or Oil end Gas Interests intended to be

Interests are described in Exhibit A"

D. The ferm "Deepen” shall meeni a single -operation whiereby a well is drilled to an objective Zone below the deepest
Zone in which the well was previousty drilled, or below the Deepést Zone proposed in the isted AFE, which is the
lesser.

E. The terms “"Drilling Perty” end "Consenting Party” shall mean o party who, agrees 1o join in ‘md pay its share of tha
cost of any operation conducted under the provisions of this agreement.

F. ‘The term “Drilling Unit” shall mean the area fixed for the drilling of one well by order or rule of any state or federal
body having euthority. If a Drillivg Unit is not fixed by any such ralc or order, & Drilling Unit shall be the drilling unit as
estublished by the pattem of drifling in the Contract Aren unless fixed by express sgreement of the Drilling Parties.

G. The term "Drillsite® shall mean the OfF and .Gas Lemse or Oit and Gos Interest on which a proposed well is to be
focated,

H. The term “Initisl Well* shall mesn tfie well required to be drilled by the parties hereto as provided in Article VLA,

L ‘The term "Non-Consent Well shall mean & well .in which fess thon dll pasties have conducled an operation as
provided in Article VLB.2.

J. The terms “Non-Drilling Party” and "Non-Consenting Party* shall mean a party -who clects not to participete in a
proposed opesation,

K. The tenm "Oil and Gas" shall mean oil, gns, casinghead gms, gns condensate, and/or all other liquid or gaseous
hydrocarbons and other ketable subst produced therewith, umless en intent to limit the inclusiveness of this term is
specifically siated,

L. The term "Oif ond Gas Interesis” or "Intercsis™ shall mean wnleased fee and mineral interests in Ol und Gas in tracls
of lmd lying within the Contract Area which are owned by parties to this agreement,

M. The tesms “Oil and Gus Lease,” “Lense” and "Lensehold" shall mean the oil and gas leases or interests therein
covering tmcts of Jand lying within the Contract Arce which are owned by the parties to this sgreement.

N, The term “Plug Beck™ shall mean a single operation whereby a deeper Zone is shandoned in onder to attempt o
Completion in s shallower Zone. .

O. The term "Recompletion” or "Recomplete” shall mean an operation whereby & Completion in one Zone is pbandoned
in order to attempt a Completion in o diffeseat Zone within the existing wellbore.

P. The ieom “Rewoik™ shall mean n operation conducted in the wellbore of & well afier it is Completed to secure,
restore, or improve -production in a Zone which is ly open to production in the wellbore. Such operations include, but
are not limited to, wall stimuletion operations but exclade any routine repair O maintenance work or drifling, Sidetmcking,
Deepening, Completing, Recompleting, or Plugging Back of a well.

Q. The temm "Sidetrack® shall mean the directional control and intentional deviation of o well from vertical so as to
change the bottom hole Jocation unless done to shighten the hole or drill around junk it the hole to overcome other
mechanical difficulties. .

R. The term "Zone” shall memn a statum of «earth containing or thought to contain a common accumuletion of Ol and
Gos separately producible from eny other common sceumufaion of Uil eand Gas.

Unless the context otherwise cicaﬂy indicates, words used in the singular include the plural, the word "person” includes
natural and artificial persons, the plural includes tic singnlar, and any gender inéludes the masculine, feminine, and neuter.

ARTICLE 1.
EXHIBITS
The following exhibits, a5 indicated below md attached hereto, are incorporated in and made a part hereof:
X __ A Exhibit "A," shall include the foll ing informati
(1) Description of kands subject to this agreemnen
@ Restriotions-if anyas-to-depihis & iens-or5ub g
(3) Parties to sgreement with sddresses and teleph bers for notice purposcs, (to be furnished when available)
(4) Percentages o fractions! interests of parties to this sgreement, (to be furnished when available)
(5) Git-and Ges-Lesses-and/or-Olt-und-Gus I biect-to-this-agreament
(6) Burdens-on-production:
B. Exhibit "B,"” Form of Lease.
C. Exhibit "C," Accounting Procedure.
D. Exhibit "D," Insurance,
_.X___ E. Exhibit"E," Gas Balancing Agreement.
F.
G.
H

. Exhibit "F," Non-Discrimination snd Certification of ‘Non-Scgregated Facifities.
. Exhibit "G," Tax Partnership,
. Other:
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If any provision of eny cxhibit, except Exhibits "E* "F" and "G,” is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail,
ARTICLE H1,
INTERESTS OF PARTIES
A. Oil and Gas Inierests:

If any purty owns an Oif and Gas Intercst in the Contract Arca, that Interest shall be treated for all purposes of this
sgreement md doring the tenm bereof as if it were covered by the form of Oil and Gas Lease stiached hereto s Exhibit *B,"
and the owner thereof shall be desmed to own both royalty interest in such lease and the interest of the lesses therounder.

B. Interests of Partles in Costs and Production:

" Unless chenged by other provisions; alf costs and Habilitics incurred in operations under this sgreement shall be bome
and paid, and alf ‘equipment end materinls acquired in operstions on the Contract Area shall be owned, by the parties as their
interests are set forth in Exbibit "A" In the same manner, the parties shall also own all production of Oil and Gas from the
Contract Area subject, however, to the payiment of royalties and other b tens on production s described hereaft

Regardless of which party has' contributed any Oil and Gas Lease or Oif and Gas Intercst on which royalty or other
burdens msy be payable and except b3 otherwise expressly provided in this agreement, each party shail pay or deliver, or
causc to be paid or delivered, all burdens on its share of the production from the Contfact Area up o, but not in excess of,
25% and shall indermify, defend end bold the other parties free from any linbility therefor,
Except os otherwise cxpressly provided in this ogreement, if any party has contrituted hereto any Lesse or Intevest which is
burdenied with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts
stipulated ebove, such party so burdened shali sssume and slone bear all such excess obligations and shell indemnify, defend
and hold the other parties hereto harmless. from ony and all claims sttributable to such excess burden. However, 50 long s
the Drilling Unit for the productive Zone(s) is identical with the Contract Arca, each party shell pay or deliver, or cause to
be paid or delivered, afl bmdmsmpmdumimﬁomtheConmAmeduamdqmemofﬂwOilandGasLense(s)
which such party has contribited to- this agreement, and shiall indemnify, defend and hold the other pasties free fom any
Tinbility therefor.

No party shall ever be responsible, on a prico basis higher. than the price received by such party, to any other party's
lessor or royslty owner, and if such ather party’s léssor or .royalty owner should demend and receive scitlement on & higher
price busis, the party contributing the afected Lense shall bear the sdditionat royalty burden stiributable o such higher price,

Nothing contained in this Aticle JILB, shall be deemed gn sassignment o cross-assignment of interests covered hereby,
and in the event two or mors purties conttibats fo this agreement Jointly owned Leases, the parties’ undivided Interests in
said Leascholds shall be di d sep leasch "intemstsforlh:purposesoﬂhisngmement.

C. Snbsieq ly Created Iute

I my pardy has contributed hereto a Lease or Interest that is burdencd with m assignment of production given as security
for the payment of money, or if efier the dete of this Agreement, any perty cfeates on overriding royalty, praduction
payment, net profils interest, assignment of production or other burden Payshle cut of production sitributable fo its working
iferest herounder, such burden shall be deemed a "Subsequently Created - Interest” Further, if sny party has contributed
hereto a Leese or Interest burdened with an oveirids g royalty, production payment, nét profits intercsts, or other burden
payable out of production created prior to the date of this sgrecment, Bod. such burden is not shown on Exhibit YA® such
burden also shall be deemed a Subséquently Created Interest fo the extent such burden causes- the burdens on such party's
Lease or Interest to exceed the amount stipulsted in Article TILB. above,

The purty whose Interest is bordened with the Subsequently Crented Haterest (the "Burdened Party") shell assume and
alone bear, pay and discharge the Subsequently Crested Interest and shall indemnify, dofend and hold harmless the other
parties from and ogainst any linbility. therefor, Further, if the Buirdened Party fulls 1o pay, when due, its share of expenses
chargesble hereinder, ol provisions of Aricle VILB." shel be enforcesble against the Subsequently Crested Interest in the
same wnanner 8s they are enforcesble sgainst the working interest of the Burdened Pasty. If the Burdened Party- s required
mdér this agreement to assign or relinquish to sny offier paity, or parties, alf or a portion of #ts working interest andfor the
production attributabls thereto, said other paty, or parties, shell receive seid assignment md/or production fres and clear of
said Subsequently Created Interest, end the Hurdened Paty shell indemnify, defend md hold harmless said other party, or
parties, from myandnllclaimmd;iemandsforpu}mem ted by owners of the Subsequently Cranted Interest.

ARTICLE IV,
TITLES

A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior (0 commencement of drilling operations and,
if 8 majority in interest of the Drilling Parties so request or Operator so elects, tite examination shall be made on the entirc
Drilling. Unit, or maximum enficipated Drilling Unit, of the well.  The opinion will inglude the ownership of the working
interest, minernls, royalty, ovemiding royalty snd production | i under - the appli Leases.  Each party contributing
Leases and/or Oll aad Gas Tnlerests to be included in the Driflsite or Drilling Uk, if appropriete, shall fumnish 1o Opessator
alf sbstracts (including federal fease status reports), title opinions, title papers end. curative material in. its possession free of
charge.  All such informatio not in the possession of or mede available to Operator by -tho parties, but necessary for the
examination of the title, shall be obtained by Op Op shall cause title to be examined by eltorneys on ity staff or
by outside attorneys. Copies of alt title opinions shall be furnished to ench Drilling Patty. Costs incumred by Operstor in
procuring  abstracts, fees paid outside stomeys for title examinntion (including preliminaty, supplemental, shutin royalty
opinlans and division order title opinions) and other direct charges as provided in Exhibit "C* shell be bome by the Drilling
Parties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Perties s such
interests oppesr in Exhibit *A.* Operator shall make no cherge for services rendered by -its staff attomeys or other personnel
in the performance of ihe shove functions,

Hach party sholl be responsible for securing curative maiter end poofing amendments or egreements required in
connection with Leases or Ofl and Gas Interests contifbuted by such party. Operator shall be responsible for the preparation

and ding of pooling designati or declorations and communitization agicements es well as the conduct of hearings
before governmentat fes for the ing of sprcing or poofi g orders or any other orders necessary or appropriate to
the duct of )t & This shell not prevent sy party fiom appearing on its own behalf et such hearings.

Cosis incwrred by Operator, incluging fees paid to oulside attorneys, which are ssspeiated with hearings before governmental
pgencled, and. whith costs ere necessary and proper for the activities conteraplated under this agreement, shall be direct
chargstoﬂ:ejointaccomuandshnllnotbecavmdby!headmhﬁsmﬁvc head charges as provided in Exhibjt "C."

-2.
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Operator shall make no charge for services rendercd by its staff ¥$ or other p 1 In the performmce of the above
functions,

No well shall be drilled on the Contract Aren until after (1) the title to the Drillsite or Drilling Unit, if eppropriate, has
been examined es sbove provided, and (2) the title hos been approved by the examining attomey or title has been accepted by
all of the Drilling Parties in such well,

B. Loas or Faiture of Title:
1. Eailure of Title: Should nay Oif and Gas Interest or Oil and Gas Leass be fost through failure of title, which results in a

reduction of inferest from thot shown on Exhibit "A" the puty credited with contributing the uffected Leass or Interest
(including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title

failuro to acquire 8 new fease or other i curing the entirety of the title fuilure, which acquisition will not be subject
to Article VLB, and failing to do so, this agrecment, nevertheless, shall continue in force as to all remaining Oil and Ges
Leases and Interests; and,

(8) The party credited with contributing the Oit and Gas Leaso or Interest affected by die title fiiture (including, if
applicable, a successor in interest 1o such party) shall bear slone the entire loss and it shall not be entitled to recover from
Operator or the ‘other pastics any devclopment or operating' costs which it may hove previously paid or incurred, but there
shall be no additionel Jibility on its part to the other parties herelo by reason of such title feilure;

(b) There shall be no ive adji of exp i d or ived from the operation of the
Lease or Interest which hes foiled, but the interests of the partics contained on Exhibit A" shall be revised on an RCTEAgE

Ares i3 increased by reason of the title failure, the party who bore the costs incurred in. connection with such well attribiutable

(d) Should any person not a party to this agreement, who is determined to be the owner of any Lease or Intorest
which has failed, ‘pay in any menner my part of the cost of operation, development, or equipment, such amount shall be paid
tothapartyorpuﬁcswhobmethecoslsWhiﬁnmsomﬁmded;

(e) Any Hability t account to a Pperson not a party to this agreement for prior production of Oil and Gas which arises
by reason of tithe failure shall be bome sevenlly by each pasty (including a predecessor to 8 curvent party) who recelved

production for which such accounting is required besed on the of such productt ived, and each such party sholl
scverally indemnify, defend and hqld harmisgs all olher parties hereto for any such tisbility to account;
(f) No cherge shall be made to the Jjoint account for fegat expenses, fees or salaries in ion with the defense of

the Lease or Interest claimed to have feiled, but if the party contributing such Lease or Interest hereto elects to defend its title
it shall bear o}l expenses in conncction therewith; and

(B) If eny porty is given credit on Exhidit "A” 1o a Lease or Interest which is limited solely 10 ownership of an
interést in the wellbore of any well or welis and the production therefram; such party’s shsence of interest in the remainder

proper payment, which acquisition will not be subject to Asticle VIILB., the interests of the prtties reflected on Exhibit "A"
shall be révised on an acrenge busis, cffective as of the date of termination of the Lease or Intorast involved, and the party

calculated on an acreapge basis, for thie development and operating costs previously paid on. account of such Lease or Interest,
it sholl be reimbursed for d actel costs previously paid by it (bt not for its share of the cost of any dry hols
proviously drilled or wells previously abendoned) from so much of the following as is necessary to effect reimbursement:

{a) Proceeds of Qil and Gas produced prior to termination of the Ledse or Interest, fess operating expenses and lense
burdens chergesble hereumder to the person who failed to make payment, previowsly accrued to the credit of the Jost Lease or
Incmonanacmgebasis,upmﬂmmmmtnfmumvmcosts;

(b) Proceeds of ORf end Gas, less perating expy and lease burdens chergeable h der to the peison who failed
to make psyment, up 1o the amount of ed costs atiributabl to thet portion of Ot and Gas thereafier produced and

in ion to their respective interests reflected on Exhibit "A"; and,
(¢} Any monies, up to the amount of usrecovered costs, thit may be paid by any purty who is, or becomes, the owner
of the Leasc or Interest lost, for the privilege ofpmﬁcipmlnginﬂwCamaAmorbmnhgapmym this egreement.
3. Other Logses: Al losses of Leases or Interests committed to this sgreemont, other thion those set forth i Articles
IVB.L and IVBZ sbove, shall be joint losses und shalt be bome by all parties in proportion to their imterests shown on
Exhibit "A."  This shall include but not be limited to the loss of any Lease or Tnterest throogh failure to develop or because

readjustment of interests in the remaining portion of the Contract Ares on acconpt of any joint foss.
4. Curing Title: In the eveat of & Failure of Titfe under Article IV.B.L. or a loss of title under Article [V.B2, shove, any

Lease or Inierest acquired by ey party hereto (other then the party whose interest has failed or was lost) during the ninety

or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article VHLB,
shall not epply to such scquisition.

-3-
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ARTICLE V.
OPERATOR
A. Designation and Respousibifities of Operator:

NADSOHL.CO LLC, shall be the Operator of the Contract Area, and shall conduct
and direct and heve il controt of all operations on the Contract Area a5 permitied and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent. contractor
notsubjec;tolheeunmlmdhccﬁmofﬂwNon—Opmaceptasmthclypeufopmﬁmwbcundemkminm«!tmw
with the election provedures contuined in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the
Non-Operators with authority to bind them to any obligation or lisbility assumed or incumed by Opesator os to any third
party.  Opesator shell conduct its activities under this By as a ble p ¥ in a good and workmanlike
muaancr, with due diligence and dispaich, in scoordance with good ocilficld practice, and in plil with appliceble law and
regilation, but in po event shall it have any Hebility as Operator o the othier parties for losses susisined or lsbilities incumred
except such as may result from gross negligence or willful misconduct.

B. Resignation or Removal of Operator apd Selection of Successar:.

1. Resignstion or Remove! of Opemtor, Operstor may resign at any time by giving written notice thereof (o Non-Operators,
If Operstor terminates its legal existence, no longer owns an interest hereunder in the Contract Aren, or is no longer capshle of
serving as Operator, Opetator shall be decmed to have resigned without any action by Non-Operators, except the sclection of 8
successor.  Operator may. be removed only for good cause by. the affirmative vote of Non-Operstors owRing a majority intercst
based on ownership 8 shown on Exhibit A" remaiping afler excluding the voing interest of Operator; such vote shall not be
deemed effective untit & written notice. has been delivered to the Op by ‘& Non-Op detailing tho afleged defeult and

operation then being conducted, within forty-cipht. (48) hours of its reeeipt of the nolice.  For purposes hereof, "good causc® shall
mean not only gross aegligence or willful misconduct but alsp the material. breach of or insbility 10 meet the standards of
operation contuined in Article V.A. or materia! failurs or inability to perform its obligations under this agreement.

Subject to Article VILD.1., suth resignation or removal shall not become effective until 7:00 o'clock AM. on the first
dey of the calendar month following the expiretion of nicty (90) days afier the giving' of notico of resignation by Operator
or ‘action by the Non-Op to remove O, , unless a si Op has' been. selected and nssumes the duties of

Operstor at. an carlier date. Operator, nfter cfective dote of resignation or removal, shall be bound by the terms hereof s o
Mon-Operator. A chmngs of & copomle name or structure of Operator or transfer of Operator’s -interest to any single
subsidiary, parcnt or successor corporation shall ot be the basis for ramoval of Operator.
2. &MB&LQLM&LQM Upon the resignation or removal of Operator under any provision of tils sgreement, 8
Op shall be selected by the parties. The Operator. shall be selected from the parties owning an
interest in the Contract Ares at the time such su op is selected. The Op shall be selected by the
affirmative vote of two (2) or more parties owning o majority iitercst based on ownership ns shown on Exhibit "A™
provided, h , it on Op whith has been removed or is deemed to have resigpcd- firls to vole or voles only to
d itself, the mx Op shall be selected by the affimative vote of the: party ot poitiés owning a majority
interest based on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was
removed or resigned. ‘The former Operator shall promptly deliver to the successor Opesaior afl records and data relating to
the operations conducied by the fomier Operator to the cxtent such records and dats are not already in the possession of the
suceessor operator.  Any cost of obtnining or copying the former Opemator's tecords and dala shall be charged t0 the joint
account.

3. Effect of Banknmicy; If Op b insolvent, banksupt or is pleced in-receivership, it shall be deemed to have
resigned without my nction by Non-Operators, except the sefection of & successor. If- 8 petition for relicf under the federal
bankeuptey Jaws is filed by or egainst Operator, and the } of Op s p d by the federal bankruptcy court, all

possession, or by a trustee in bankmuptey, shall be deemed a resignation a8 Operator without any ection by Non-Operntors,
exoept the selection of a successor. During the period of time the perating  committee Is operations, all actions shall
reqaite the approval of two (2) or morc partics owning 8 majority interest based on ownership. as shown on Exhibit "A" In
the event there are only two (2) parties to this agreement, during the period of time the operating  committee  controls
operations, a thind party acceptable to Operator, Non-Operdtor and the federal bankruptey court shall be selected as a
ber of the openating committee, and ofl actions shall require the approval of -two (2) members of the operating
commitice witho! regard for their interest in the Contract Area bised on Exhibit "A_*
C. Employees and Conty

Py

The rumber of employess or contractors used by Operator in conducting operations hereunder, their selection, and the

shalt be the eiployecs or of Op
D. Rights and Dufies of Operator:

1 mmmmﬂmm Al wells drillsd on the Contract: Area shall be drilied on a competitive
contract basis at the usual mics prevailing in the area If it so desires, Operator may employ its own tools and equipment in
the. drilling of wells, but its chages thersfor shall ot exceed the prevailing fates in the area and the rate of such charges
shell be agreed upon by the parties in writing before drilling operations are commenced, end such work shall be performed by
Operator under the same terms and conditions as are customary apd usual in the area in contracts of independent contractors
who are doing work of a similar natwre. Al work performed or materials supplied by affilintes or related parties of Operator
shall be performeld or supplied at competitive rales, pursuant to writien sgreement, und ‘in accordance with customs and
standards prevailing In the industry,

2. Discharge of Joint Accomnt Obfjgations: Except as berein otherwise specifically provided, Operator shall promypily pay
and discharge éxpenses incinred in the dovelopment and operation of the Contract Area pursuant to this agresment and sholl
charge each of the parties hereto with thieir respective proportionate shares upon the expense basis provided in Exhibit "C."
Operntor shall keep an eccurate record of the joint hereunder, showing exp i d and charges and credits
made and received,

3. Protection from Liens: Operntor stiall pay, or canse to bo paid, a5 and when they become duc. and payable, all accounts
of contractors and suppliers and wages and salarics for services rendered or perfonmed, and for matevinls supplied on, to or in
respect of the Contract Arca or sny operations for the joint account thereof, and shall keep the Contmct Area free from
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liens and encumbrances resulting thercfrom except for those resulting from a bone fide dispute os to services rendered or
malterinls supplied.

this pamgraph shell require the muintenance by Op of sep for the funds of Non-Operators ualess the
partics otherwise specifically agree.
5. o e . Operator shall, except as otherwise provided herein, permit each Non-Operator

or its duly aisthorized representative, at the Non-O; or's ‘sole risk and cost, full and free mccess st all ressonable times to
all operations of every kind end characier being conducted for the joint account on the Contract Area end to the records of
operations conducted thorean or production therefrom, including Operstor's. books and records relating thereto.  Such access
rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not obligate
Operator to fumish any geologic or peophysical data of an interpretive nstwre unless the cost of preparation of such
interpretive deto was charged 1o the joint account. Operntor will fumnish 1o cach Non-Operator upon request copies of eny
and all reports snd inf 1 btained by Op in connection with production end relsted items, inoluding, without
limilation, meter and chart repords, production purch i3, sun tickets eand monthly gmuge reports, but excluding
purchese conbracts and pricing information to the extent not spplicable to the production of the ‘Non-Operator seeking the
information.  Any sudit of Operators records relating to amounts: expended and the spproprateness of such expendifures
shall be conducted in accordance with the sudit protocol specified in Extibit °C.”

6. Fili Fueni: : Operdtor will file, and upon wrilten request promptly furnish copies to
cach requesting Non-Operator not m défault of jts payment obligutions, oll operational notices, reports or applications
required to be filed by looal, State, Federal or Indinn epencics or authorities having jurisdiction over operations  hereunder,
Eech Non-Operator shall provide to Operntor on a timely besis all information nocessery to Operstor to make suck filings.

7. Drilling and Tesiing Opérations: The foltowing provisions shall apply to each well drilled hereundsr, including but not
limited to the Initial Well:

(2) Openator will promptly odvise Non-Operators of the date on which the well is spudded, o the date on which
dsilling operations are commenced.

®) OpmmrwillsmdwNon-Opmlms such reports, test results-and nptices regarding the progress of operations on. the well
&s the Non-Operators shall rensariably request, including; but not limiied to, daily drilling reports, compietion reports, and well Jogs,

(o) Opéfator shell sdequately test all Zones enconfitered which may reasonably be expected to bz copable of producing
Oit and Gus in paying quemtiies as a. resnit of examination of the eleciric log or-eny other logs or cores or tests conducted
hereunder.

8. Cost Hatimates; Upan request of any Consenting Party, Operator shall fornish estimates of current and cumulative costs
incurred for the joint account at reasonable intervals during the conduct of my operation pursuent to this apreement,
Operator shall not be held lible for errors i such estimates so long as the estimates are made in good faith,

9. Insurmnce; At oll times while operations mre conducted der, Op shall comply with the workers
compensetion law of the state where the eperations are being conducted; provided, howsver, that Operator mey be 8 self-
insurer for linbility under said. compensation Jaws in which event the only charge ‘that shall be made 0 the joint mccount shali
be o provided in Exhibit "C." Operator shall nlso carry or provide insurance for the beriefit of the joint actount of the partics
s outlined in Exhibit "D* sttached hereio and mado a part hereof.  Operator shalf requirs all. contractors engaged in work on

or for the Contract Area to comply with the workers compensstion law of the state where the operations are being d
anid to maintain such other | &3 Operator may require.

In the event antomobite Gability insurence is specified in said Exhibit "D," or sub quently receives the npproval of the
parties, no direet charge shall be made by ‘Operstor for premiums paid for such i for Op s At
equipment.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initin] Well;
On or before the day of Op shall commence the drifling of the Initial
Well at the following location:

and shall thereafier continue the drilling of the well with duie difigence to

The drilling of the Initial Well and the putticipation therein by all parties is obligatory, suhject to Article VI.C.). as to participation
in Completion opersitions and Article VIF. ssto termination of operations and Article XI s to occurrence of force mnjeure,
B. Sohsequent Operations:

1. Proposed Qperstions: If any party hereto should desire to drill any well on the Contract Area- other then the Initial Well, or
if any party should desire to Rework, Sidetrack, Desperi; Recomplete or Plug Back a dry hole or a well no Tonger capable of
producing in paying quantities in which such party has not otherwise relinquished its inferest in the propased objective Zone under
this agreement, the perty desiving to dyilt, Rework, Sidetrack, Decpen, Recomplete or Piug Back such o well shall give written
notics of the proposed operation to the porties who have nol otherwise relinquished theiv interest in such objective Zone
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under this agrecment and to olf other parties in the case of & proposal for Sidetracking or Despening, specifying the work to be
performed, the location, proj d objective Zonc and the estimated cost of the. operation.  The parties to whom such a
notice is delivered shalt have ays afler reeeipt of the notice within which 10 notify the party proposing to do the work
whether they elect to participate in the cost of the proposed operation. If a drilting rg is on Iocation, notice of a propasal to
Rew Sidﬁh 'glcm, Flug Back or Deepen may be given by telephonc and the response period shall be limited to forty-
g’éﬁ?{%ﬂ' A mm-of Seturdsy, Sunday and legal holidoys. Failure of a party to whom such notice is delivered to reply
within the period zbove fixed shall constitute an election by that party not to participate in the cost of the proposed eperation.
Any proposal by & party 1o conduct an aperation conflicting with the ojieration initially proposed shall be delivered to alf parties
within the time and in the manner provided in Asticle VILB.6.

I ofl paities to whom such notice is defivered clect to participate ia such o proposed opemtion, the parties shall be
contrectually committed to participate therein provided such operstil are d within the jod hercafter set
forth, and Operator shall, no lster than ninety (90) dgi gxpisation. of the notice period of my! {or as
promptly as precticable afier the expiration of the gﬁe;ei;“r ) our period when a drilling rig is on location, ss the cmse
may be), sctually commence the propesed operation and thereafies complete it with due diligence at the risk and cxpense of
the parties participating therein; provided, however, said commencement date may be extended upon written nofice of same

additiona) time is reasonably necessary to obiain permits fom  governmental outhorities, surface rights (including rights-of
way) or epproptiste drilling equipment, or to complete title examinsfion or curmtive matter required for title approval or
acceptance, If tho actuel operation has ot been commenced within the time provided (including eny extension thereof as
specifically permitted herein or in the force majeure provisions of Article XU) and if any pary hercto still desires to conduct
said operation, written notice proposing samie must be resubmitted to the olher parties in sccordance hercwith zs if no prior
proposal had been mode. Those partics that did not participats in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such partles desire to pulicipate in the proposed Deepening. or Sidetracking operation,
reimburse the Drilling Patties in accordance with Aniicle VLBA. in the event of a Decpening operation and in d
with Article VL.B.S. in the event of a Sidetracking operation.

2. Operations by Less Than Al Partics;

(a) Partici If any party 1 whom suchi notfice is delivered as provided in Asticle VLB.1. or
VLC.1. (Option No. 2) elects niot to panicipaxe in the proposed opemtion, then, in order to be entitled to the benefits of this
Article, the party or partics giving the notice and such other partics ‘@ &hnall suilcct to participste in the operation shall, no
later than ninety %pé;éaf" the expimﬁgn of the nuﬁqe pe;iud of m—éﬁ)—days (or as promptly os practicable afier the
expiration of the l&:%—hw period when 8 drilling rig is on location, »s the case may be) actually commence the
proposed- operation and complete #t with due diligence.  Operator shall perform all work for the of the C ing
Parties; provided, however, if no drilling rig or other equipmont is on location, and if Operator is a Non-Consenting Party,
the Conscnting Pasties shall either: (i) request Operatos to perform the work required by such proposed operstion for the
aocount .of the Consenting Parties, or (i) designste. one of the Consenting Parties 03 Operator to perform such work.  The
rights and duties d-to gnd -imposed upon the Op unider this agr are granted to and imposed upon the party

ogreeraent.

If Jess than afl parties app any proposed operation, the proposing perty, immediately afer the expitation of the
opplicable notice period, shall advise ofl Panties of the total interest of the parties opprovig such operstion and its
recommengdatioy a5 wheﬂm,ﬂxeﬁomthg-l’arﬂushould, d with the operation as proposed. Each C ing Party,
within $or Aoy (AR, of Saturday, Suiday, and fegal holidays) aftes delivery of such notice, shall advise the
proposing party of its desire to (i) limit participation 4o such party's inferest s shown on Exhibit "A" or (i) carry only its
proportionate part (determined by dividing such pardy’s -interest in the Contract Area by the interests of alt Consenting Parties In
the Contract Arca) of Non-Consenfing Pasties' interests, or (if)). carry its propertiennte pert (determined s provided in @) of
Non-Consenting  Parties' -intercsts together with all or a portion of its proportionate part of any Non-Consenting Parties'
i that agy C ting Party did ot clect to take. Any interest of Non-Consenting Parties that is not cartied by a
Consenting Party shall be deemed to be caried by the party propesing the operation if such party does not withdraw its
proposal. Failure to advise the proposing party within the time quired shall be d d an election under (i). In the cvent o
drilling riw clis, or % nu(icfv gf‘vgc given by telephone, and the time pemuitted for such a response shall not exceed a
total of lf;w,v-g; ours (gguswe—or Saturday, ‘Sunday and lepal holidays). The proposing perty, at its election, may
withdraw such proposal if there is Jess than 300% participation and shall notify. ell purties of such decision within ten (411
days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicsble response period.

If 100% subscription to the proposed P 45 abiai i;ﬂleptoposingpmyshnll_ ptly notify the C ing Partics
of thelr proportionate interests in the aperation and the party serving as Op shall such operation within the
period provided in Asticle VLB.1., subject fo the same extension right as provided thercin.

() Relingui Non-Perticipation, The entire cost and risk of conducting such operations shall be

bome by the Consenting Partics in the proportions they have elecied fo bear sume under the teems of the preceding
paragraph.  Consenting Parties sholl keep the leasehold estates involved in such operations free and clexr of all liens and
encumbrances of every kind crested by or arising fiom the operations of the Consenting Parlies.  If such an operation results
in-a.dry bole, then subject to Anticles VLB.6. and VLE3, the Consenting Parties shalf plug and ebandon the well and restors
the surface location ot their sole cost, fisk amd expense; provided, however, thel those Non-Conseoting Partics that
participated in the drilling, Decpening. or Sidetracking of the well shall remain lisble for, and shall pay, their proportionate
shares of the cost of plugging and abandoning the well and testoring the surfuce location insofar only as those costs were not
incteased bylhesubsequcntopemﬁonxot‘mccmsmﬁngmﬁm; It ony well drilled, Reworked, Sidetracked, D pened,
Recompleted or Plugged Back under the provisions of this Asticle results in 2 well capable of producing Oil and/or Gas in
paying quantities, the Consenting Parties shall Complete and equip the well 1o produce at their sole cost and risk, and the
well shell then be tumed over to Operslor (if ihe Opersator -did not conduct the operation) and shell be opernted by it at the

expense and for the of the C ing Partiss.  Upon of operations fos the drilling, Rewurking,
Sidetracking, Recompleting, Decpening- or ‘Plugging Back of any such well by Consenting Partics in accordance with the
provisions of this Asticle, each Non-Conseniting Party shafl be d 1 to have sclinquished to Consenting Parties, and the

Consenting’ Partics shall own and be enfitled to reccive, in proportion o their respective interests, all of such Non-
Consenting Party’s interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking,
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Deepening, Recompleting or Plugging Back, or a Complction pursuant to Article VLC.1. Option No. 2, all of such Non-
Consenting Party’s intemst in the production obfained from the operation in which the Non-Consesting Party did not elect
to paticipaie.  Sich relinquishment shall be effective until the proceeds of the sale of such share, calculated ot the well, or
market vatue thereof if such share is not sold (after deducting opplicable ad velorem, production, severance, and excise taxes,
royally, overriding royalty and other inferssts ot excepted by Article TLC. paysble out of or messured by the production
from such well muingwiﬁmpeatosnnhinwmun&mmm), shall equal the total of the following:

D __500 % of each such NonCensenting Party’s share of the cost of any newly scquired surface equipment
beyond the welthead connections (including bt not limited o stock tanks, scparators, tresters, 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 contibuing untll each such Non-Consenting Party’s relinquished interest shall revert o it under other
provisions of this Anicle, it being agreed that cach Nov-Comsenting Party's share of such eosts and equipment will be that
interest ‘which would heve been chargeable to such Non-Consenting Party hed it pemticipated in the well from the beginning
of the operations; and

)_808 _ % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Buock, (esting, Completing, and Recompleting, afier deducting any cash contributions received under Asticle VITLC,
and of (b) thot portion of the cost of nowly acquired equipment in the well (to and including the welthead connections),
which wonldbuvcbeenchnrgaablctosudmon-cbnmﬁng?myifithndpmﬁcipnted thereis.

Notwithstanding anything fo the contrary in this Article VLB, if the well does not vouch the deepest objective Zone

cost of drilling the well to its actusl depth, calculated in the menner provided in Aricle VIBY, (a). If any such Non-
Consenting Party does not elect to puttiolpate in the first Completion ‘proposed for - such well, the relinquishment provisions
of this Article VB2, (b) shall epply to such party's interest.

eworking ing pging. Back, An election not to ‘participate I the drilling, Sidetracking or
Deepening of & well shall be deemed an electivn not to perticipat in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent election tpplied that is conducted & any time prior to full
recovery by the Consenting Partiés of the Non-Consenting  Party’s recoupment amount.  Similarly, en election not ta
participate in the Completing or Recompleting of a well shall be deemed on. clection not to participste in' eny Reworking
operation proposed in such a well, or portion thereof, to which the initial. non-consent election applied that is conducted at
any time prior to foll recovery by the Conmsenting Parties of the Non-Consenting, Party's recoupment emount.  Any such
Reworking, Recompleting or Plugging Back opemtion conducted during the recoupment period shafl be deemcd part of the
cost: of operation of said well. and there shail be added to the sums to be secouped by the Consenting Parties ___ S00 % of
that portion of the' costs of the Reworking, Recompleting or Plugging Back operafion which wonld have heen chargeable to
such - Non-Consenting Party hed it participdted therein. Jf such 8 Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment poriad, the provisions of this Article V1B. shall be licable as b said C ing
Parties in said well.

(d) Recoupment Motiers, During the period of time Consenting Pasties aie entitled to receive Non-Consenting Pasty's
share of production, or the p i3 therefrom, Ci ing Partics shall be responsible for the payment of all ad valorem,
production, ssverance, excise, gathering and other taxes, and all royaity, overriding royalty and ofher burdens applicable to
Non-Consenting Party’s share of productibn not excepted by Article IL.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
Parties shall bo permitied (o use, fice of cost, all casing, tubing and other equipment in the well, but the ownérship of all
such equipment shall reminin unchanged; and upon abandonment of a well ‘after stick Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Conscating. Parties shall eccount for nil such équipment to the owners thereof, with each
Pparty receiving its proportionate part in kind or in value, Jess cost of salvage.

Within ninety (90) days ofler the complétion of ény operation under ihis Atticle, the party conducting the operations
for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connecled 1o
the well, and sn femized statement of the cost of drifling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, at H; option, the opemting pmz.”ixér lieu of sn itemized statement
of such costs of cperntion, may submit a detoiled statement of monthly billings. Bach &m&f*—thucaner. during the time the
Consenting  Parties are being reimbursed as provided gbove, tic party conducting the operations for the Consenting  Parties
shall famish the Non-Consenting Parties with m itemized - stetement of all costs and labilities inoured in the operation of
the well, together with a statement of the quentity of Oil sad Gus produced it and the amount of proceeds renfized from
the sale of the well's working interest production during the prcceding—&g‘n In determining the quantity of Ot and Gas
produced during any month, Consenting Partics shall use industry accepted methods such as but mot limited to metering or
periodic well tests. Any nmount realized from the sle or other disposition of equipment newly acquired in jon with
any such operation which wonld have been owned by a Non-Cansenting Perty had it participaied therein shall ‘be credited
against thie total unretimed costs of the work done and of the equipment purchased in determining whea the interest of such

If and when the Consenting Parties recover frem a Non-Consenting Party's refinquished interest the amounts provided
for asbove, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 am. on the day
following the doy on which such recoupment ocours, and, from end after suth reversiof, such Non-Consenting Party shall
own the samc interest in such well, the material and equipment in or pertaining thersto, and the production thereffom as

agreement end Exhibit "C" attached hereto,

3. Stand-By Cogsts: When a woll which has been drifled or Deepened has reached its authorized depth and all tests have
been completed end the results thereof furnished 1o the pamties, or when operations on the well have been otherwise
terminsted pursuent to Aricle VIF., stand-by costs incwred: pending response to & party’s notice propesing 8 Reworking,
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Sidetracking, Decpening, Recompleting, Plugging Back or Completing operation in such a well (including the period required
under Acticle VIB.6 to resolve competing proposals) shall be charged and bome as past of the drilling or Deepening
operation just completed.  Stand-by costs subsequent to all parties responding, or expiration of the response time perniitted,
whidwverﬁmocm,mdpﬁnrtoagrmamtas!o!hepmﬁcipsﬁng' of all i ing Parties o the terms

Int the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on Tocation, any party
may request and receive op to five (S) sdditional days after expimtion of the forty-eipht hour response period specified in
Article VLB.1, within which to respond by paying for all stand-by costs and other costs incmred doring such extended

ellocated between the parties taking additional time to respond on & day-to-day besis in the proportion each electing party's
inicrest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A” of all the electing parties,

4.Qmjgg;lflcsslhann.Ilpnm‘selecttopa:ﬁcipmeinadrilling.Sidemn!dng.mP pening operation proposed
pursuint to Acticle VLB.1, the interest relinquished by - the Non-Consenting  Parties to the Consenting Parties urnider Article
VLB2. shall relste only and be Limited 1o the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone
of which the pamties were given notice under Article VIB.1. ("Initia} Objective™. Soch well shall not be Deepened beyond the
Initial Objective withont first complying with this Article to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation.

In the cvent any Consenting Party désires to drill or Deepen a Non-Consent Well to'a depth below the Initial Objective,
such party shall give notice thereof, complying with the tequirements of Article” VIB.L, to all partics (including Non-
Consenting Partics), Thereupon, Articles VEB.L. and 2. shall apply and afl partics rectiving siich notice shall hava the right to
patticipaic or not participate in the Decpening of such well pursuant to said Anticles VIB.L and 2. If o Deepening operation
is approved pumsuant to such provisions, end if uny Noa-Consenting Party elects to ‘participate in the Deeponing aperation,
such Non-Conscnting party shall pay or make reimbursement (as the case may be) of the following costs and expenses,

(a) If the proposal 10 Deepen is made prior (o the Completion of such well as a well capable of producing in puying
quantitics, such Non-Cornisenting Party shafl pay (or reimburse Conscnting Partics for, as the case may be) that share of costs
and cxpenses cumed in connection with the drilling of said well from the ‘surface to the Initia) Objective which Non-
Consenting Party would bave puid had ‘such Non-Conseating Party agreed to patticipate therein, plus the Non-Consenting
Party's share of the: cost of Detpening and of parti ipating in amy further opemations on the woll in eccordance with the other
provisi of this Agr t, provided, h '..,alleosfsforl&ﬁngandf",",m-“,‘f‘ pletion of the well
incurred by Consenting Parties prior o the point of actial operations to Deepen beyond the Initia) Objective shall bs for the
sole account of Conscoting Parties.

®) If the proposal is made for & Non-Consent Well that has been previously Completed. as a-well capable of producing
in paying quantities, but is no foniger copable of producing in paying quantities, such ‘Non-Consenting Patty shall pay (or
reimburse  Consenting' Parties for, as the case may be) its proportionate share of all costs of dtilling, Completing, and

Well) of the costs of salvabl fals and equip ining in the hole nnd selvable surfice equipment used in
conncction with such well shall be detarmined in sccondance with Exhibit “C."  If the Consenting Purties have recouped the
cost of drilling, Completing, and equipping the well ot the. fime such Deepening operation -is- conducted, then 8 Non-
Consenting Party may participgte in the Deepening of the well with no payment for costs incured prior to re-entering the
well for Deepening

The foregoing shall not imply a right of ey € ing Party to prop any Deepening for 8 Non-Consent Well prior
to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VLF,

5. Sidetracking: Any party having the right to participsie in a proposed Sidetracking operation that does not awn an
interest in the affected wellbore ot the time of the notice sholl, upon electing to participate, ‘tender to the wellbore owners its
proportionate shere (cqual to its. interest in the Sidetracking operation) of the value of thet portion of the existing welibore
to be utilized as follows;

(8) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actun! costs
incurred in the initiel drilling of the well down to the depth ot which the Sidetracking operation is initited.

(b) If the prop is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party's propostionate shaie of drilling and equipping costs incurred in the initial drilling of the. well down to the depth
at which the Sidetracking operation is conducled, calculated in the manner described in Arsicle VLB.4(b) shove. Such party's

proportionate shere of the cost of the well's salveble materials and cquipment down o the depth st which the Sidetracking
operation is initiated shall be determined in accodance with the provisions 6f Exhibit "Cc.r

6. Order o of Except a3 otherwise specifically provided in this agreement, if any party desires to
propose the conduct of an operstion that conflicts with a proposal that has been made by g party under this Asticle V1, such
putty shall have fifieen (15) days from delivery of the inititll proposnl, in the case ot'% posel to drili & well or to perform
an operation on a well where ng drilling rig is on location, or twenty-four (24) hours, f Saturday, Sundsy and legal
holidays, from delivery of the initial propoesal, if & diilling sig is on location for thc ‘welf on which such operation is to be
conducted, t0 deliver to alt parties entitled to participate in the proposed operation such parly’s altemative proposel, such
alternate proposal to contain the same information required to be inchided in the initil proposal. Each party receiving such
proposals shail eleetbym “ﬂofmﬁwtommwimin five (5) days. after expimtion of the proposal perlod, or withiin
twenty-four (24) howrs (g f Seturdsy, Sunday ond legal holideys) if & drilling sig is on location for the well they is the
subject of the proposals, to participate in one of the campeting proposals. Any party not clefting within the time required
shall be deemed not to have voted The proposal receiving the vote of parties owning the largest aggregate percentage
interest of the partics voting shell have priority over all other competing proposels; in the case of a tie vole, the
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initial proposa! shalf prevail, Operator shall deliver nofice of such result to all parties entitled to participate in the operation
within five (5) days afler expiration of the election period {or within twenty-four (24) hours, exclusive of Saturday, Sunday
and legnl holidays, if a drilling rig is on location). Each panty shell then have two (2) days (or twenty-four (24) hours if a rig
is on location) from receipt of such notice to elect by delivery of rintice to Operator to participate in snch operation or to
relinguish interest in the affected welt pursuent 1o the provisions of Article VI.B2.; fuilure by a party to deliver notice within
such period shall be deemed an efection pot to pasticipate in the prevailing proposal.

7. Conformity to Spacing. Patier, Notwithstanding the provisions of this Article VIB.Z, it is agreed that no wells shall b
proposed to be drilled to or Completed in or produced fom a Zone from which a well located elsewhere on the Contract
Area is producing, unless such well conforms to the then-cxisting well spacing pattem for such Zone,

8. Paving Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except
with the consent of alf parties thet lave not relinguished interests in the well at the time of such opesation.
€. Completion of Wefls; Reworking and Plugging Back:

1. Completion; Without the consent of ull parties, no well shefl be drilled, Deepened or Sidetracked, except any wel

drilled, Deepencd or Sidetracked p to the provisions of Article VIB.2. of this sgreement.  Consent to the drilling,
Deepening or Sidetracking shall include;
Option_No. }: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and

equipping of the well, including necessary tankage and/or surface facilities,

0 Option Ne. 2; All necessary expenditures for the drilling, - Deepening or Sidetracking and testing of the well. When
such well has reached its nuthorized depth, and all logs, cores and other tests have been compleied, and the results
thercof fumished to the parties, Operator shall give immediate notice to tho Non-Operstors having the right to

shall have forty-eight (48) bours (exclusive of Saturd y, Sunday and legal holidays) in which 1o clect by defivery of
notice to Operator to participste in & recommended Completion atiempt or (6 meke a Completion proposal with an

panying AFE. Op shall deliver any such Completion. proposal, or .any Completion proposal conflicting
with Oporator's proposel, to the offier pattics ‘entitled fo pusticipate in sich Coinpletion fh nccordance with the
procedures specified in Aticke VI.BS, Election to participate in a Completion ipt shall includ to all
necessary expenditures for the ‘Completing and cquipping of such well, including necessary tenkage and/or surface
fucilities but excluding any stimulation operation not contsined on the Completion AFE. Failure of any party
receiving such nolice fo rply within the period above fixed shall constitite en election by that party pot to
participate i the cost of the Completion attempl; provided, that Article VIB.6. shall conirol in the case of
conflicting Completion propasals. If one or more, but less than all of the parties, ¢lect to stiempt a Completion, the
provision of Article VLB.2. hereof (the phrase "Reworkirig, Sidetracking, Deepening, Recompleting or Plugging
Back™ ss contained in Article VIB2. shall be deemed to include "Completing”) shall apply to the operaljons
thereafter condncted by less than all parties; provided, however, that: Article VIB2, shall apply seporately to each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting

Completions or Recompletion have recouped their costs pursvant to Article VIB2; provided further, that any
recoupment of costs by @ Consenting Party shell be mnde solely from the production eitdbutable 1o the Zone in
which the Completion attermpt is made. Election by a pravious Non-Co ing party to participate in a subsequent
Completion- or Recompletion sttempt shall require such party o pay its proportionste share of the: cost of salvoble
materials and equipment installed in. the well pursuant o the previous Completion or Recompletion attempt,
insofer and only insoftr as suth malerials and cquipment benefit the Zome in which such party participates in a
Completion attempt.

2. mmmw No well shall bs Reworked, -Retompleted or Plugged Back except n welt Reworked,
Recompleted, or Plugged Back pursusnt to the provisions of Asticle VLB2, of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shefl include all necessary expenditures in ducting such operati and
Completing and equipping of seid well, including necessary tankage and/or surface facilities,

D. Otber Operntions:
Operator shel! not undertske any single project reesonably estimated to requirc an expenditure in excess of

Xwenty-five thonsand Dollars (5.25,000.00 ) except in cc ion with the

emergency, whether of the seme of différent neture, Operator may teke such steps and incur such cxpenses as in s opinion
are required to deal with the emergeacy to safeguard life and prop ly but Op: , 85 pramptly a5 possible, shall report the
emergency to the other partics, If Operator -preperes an AFE for its own use, Opetator shall furnish any Non-Operator -so
requesting an information copy thereol for any stngle project costing in excess of __twenty-five thi 88t Dollars
($.25.000,00 ). Any pasty who has not relinquished its interest in & well shall hava the right to propose that
Opcrator perform repair work or undertake the installation of atificial Hft equipment or anciflary production facilities such as
salt water disposal wells or 1o conduct additlonal work with respect to a well drilled hireunder or other similar project (but
nol including the mstallation of pathering liries -or other fsensporintion or marketing facllities, the installntion of which shall
be governed by separate sgreewment between the parties) reasonsbly estimated fo vequire an expenditure in excess of the
amount first set forth above in this Asticle VID. (except in ion with an operati quired to be proposed under
Articles VLB.L. or VIC.1. Option No. 2, which shall be govemed cxclusively bo- thoss Articles). Operstor shall deliver such
proposal to all partics entitted to participate thercin,  If within thirty (30) days thereof Operator secures the written consent
ofmypm‘tympmﬁsuwninga!lmst___ﬁ__.___% of the interests of the parties entitted to participste in such o L,
eath party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
to pey its proportionate share of the costs of the proposed project as if it had .consented to such project pursuant o the terms
of the proposal,
E. Abandonment of Wells;

1. Abandonment of Dry Holes: Except for any well drilled or Deepened pursvant to Asticle V1.B2, any well which has
l)e.endrilladorDeepenedum:h:rthztsﬂnsm“this“w and is prop d to be completed as & dry hole shall not be
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plugged and sbandoned without the consent. of all ies, , Should ) {. after diligent effort, be unsble fo contact any
paity, or shouid sny party fuil to wply within mﬁ'ﬂ&om m&of Sutusdey, Sundsy and legal holidays) afier
delivery of notice of the proposel 10 plug and abandon such well, such pasty shell be deemed to have consented to fhe
proposed sbandonment. AN such wells shall be plogged end chandoned in i? with applicsble regulations and at the
cost, risk and expense of the parties who posticipated in the cost of drilling or wvmh well. An& m’ “who objects to
plugging and abendoning such well by notice delivered to Operator within A ours (| [ Saturday,
S !‘ _‘mg hoiidays) afler delivery of notice of the proposed plugging shall take over the woll s of the end of such

our notice period end conduct futher operations in search of Oil andlor Gas subject to the provisions of

abendon such well shall entitlc Operetor to retain or take possession of the well and plug snd abandon the well, The purty
taking over the well shall ind ify Op @f Op is an shandoning party) sad the other shandoning perties against
Hability for any further operations conducted on such well except for the costs of plugging and abandoning the well and
restoring the surfhcs, for which the abandoving parties shall remain proportionately liable.

2. Abmndonment of Well, H i Except for any well in whichk a8 Non-Consent operation has been
conducied hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, eny well which has
been completed os- & producer shall not be plugged and sbanduned without the consent of all parties. If all parties consent to
such abandonment, the well shall be plugeed and ebandoned in nocordmceﬁﬂl&h applicable regulations and ot the cost, risk
and expense of oll the partics hereto.  Failure. of 2 party to reply within of delivery of notice of proposed
sbandonment shall be d d an election 10 consent to the prop If, within after delivery of uotice of the

Parties toking over a well as provided hersin shall tender to each of the other pasties its proportionate share of the value of
the well's selvable material and equipment, ‘deétermined in accordance with “the ‘provisions. of Exhibit "C," less the estimated cost
of salvaging and thes estimeted cost of plugging ad sbandoning and restoring the surface; provided, howover, that in the event
the estimated plugging and cbandoning and surface restoration costs and the estimated cost of salvaging are higher then the
vilue of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties  contiming
operations their proportionate shares of the estimated excess cost.  Each abandoning paity shell assign to the non-sbandoning
perties, without warranty, express or implied, a3 to title or as to quantity, or fitness for use of the equipment and material, afl
of its interest in the wellbore of the well und relnicd equipment, together with its inlerzst in the Leaschold insofar and only
insofitr s such Lessehold covers the right.to obtain production from that welibore in the Zone then open to production. If the

sbandoning party or parties an ofl and gas lense, limited fo the wollbore and the Zone then open to production, for o term of
one (1) year and so long as Oil andlor Gas is. produ m the Zone covered therehy, such Jease to be on the form
attached as Exhibit *B." Fmﬁﬁ% upfn'ﬁﬁ” il encommpass the Drilling Unit upon which the well is located,
The payments by, and the essignmenis or Jeascs to, the assignees shall b2 in 4 ratio based upon the velationship of their
respective percentage of participotion in the Coniract Arca to the sggregate of the percesitages of pariicipation M the Contract
Area of all assignees. There shall be no readjustment of iiterests in the remaining portions of the Contract Ares,

Thereafler, abendoning parties shall have no further responsibility, Tiability, or inferest i ths operation of or production
from the well in the Zunic then open other than the royaltics refsined in any lease made under the terms of this Article, Upon
request, Operator shall continos 1o operste the' assigned well for the int of the non-abandoning parties at the rates and
charges contemplated by this sgreement, plos any additfomal cost md chamges which may ‘arise as the result of the separate
ownesship of the assigned well, Upon proposed abands of the producing Zone igned or leased, the essignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in
further operations therein subject to the provisions hereof,

3. Abzndonmen ratigns: The provisions of Asticle VLE.L or VLE.2. above shall be applicabls a3
between Consenting Parties in the event of the proposed abandonment of any well oxcepted from snid Articles; provided,
however, no well shall be permarncently plugged and abundoned unless and untit all padies having the right 10 conduct further
operations therein have been notified of the proposed ebandonment snd afforded the opportunity to elect to take over the well
in accordance with the provisions of this Article VIE.; and provided further, that Non-Consenting Parties who own an interest
in 8 portion of the well shall pay their proportionats shares of sbindopment and surface restoration cost for such well 5
provided in Article VLB.2.(b).

F. Termination of Operations:

Upon the comment of an eperation for the drilling, Reworking, Sidetracking, Plogging Back, Doepening, {esting,
Completion or plugging of 2 well, including but not limited 1o the Initinl Well, sach -operation shalt not be terminated without
consent of parties bearing _ 75 % of the costs of such operation; provided, however, that in the event granite or other
practically impenctruble substance or condition i fhe hole is encountered which renders further operations  impracticat,
Op may discontinue. operati ond give notice of such condition in the manner provided in Article VIB.1, and the
provisions of Article VI.B. or VLE, shall thereaft apply to such operation, as appropriate,

G. Taking Produsetion in Kind:
5] Option No, 1: Gas Balancing Agreenient Attached

Each party shell tsko in kind or separately dispose of ‘its proportionate share of nlf OH and Gss produced from the
Contract Ases, exclusive of production which may be used in development and producing operetons and in preparing and
tresting Oil ond Gas for marketing purp and product idably fost. Anyemmendimincumdin!hemdng
in kind or separate disposition by any party of its proportionate share of the production shall be bome by such pasty.  Any
parly teking itz sharo of production in kind shall be required to pay for only ils proportionate share of such part of
Opemtor’s surface facilities which it uses.

Each party shall execufe such division orders and controcts as muy be nccessary for the sale of its interest in

production from the Contract Ares, and, except s provided in Asticle VILB., shall be entitled fo feceive  payment
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directly from the purchaser thercof for its share of all production,

If any paty fails to make the errangements necesswry to take in kind or scperately dispose of its proportionate
share of the Oil produced from the Contract Area, Operator shall have the right, subject 1o the revoention at will by
the parly owning it, but not the obligation, to purchase such Ol or sell it to others at any ime and from time to
time, for the account of the uon-teking party.  Aay such purchese or sale by Operstor may be terminated by
Operator upon ot least ton (10) days written notice to the owner of snid production and shall he subject always to
the right of the owner of the production upon at least ten (10) days written nmotice o Operator fo exercise at any
time ils right to ke in kind, or scporaely dispose of its share of all Oll not proviously delivered to & purchaser,
Any purchese or sale by Operator of any other party’s shate of Oil shall be anly for such reasonable periods of time
as gre consistent with the minimum needs of the industry under the particular circumstances, but in no cvent for a
period in excess of one (1) year.

Any such sale by Operstor shall bo in a mammer commercially reasonsble under tho circumstances but Operator
shall have no duty to share any existing market or to obtain a price equal to that received under any existing
muket  The sale or delivery by Opemtor of a non-taking parly’s share of Oil under the terms of agy cxisting
contract of Operslor -shdll not. give the non-taking party any intercst in or make the non-taking party a party to said
contract.  No- purchase shall be made by Operator without first giving the non-teking party o least ten (10) days
written notice of such intended purchase and the price to be paid or the pricing basis to be used.

All paties shall give timely written notice to Operator of their Gag marketing arangements for the following
month, excluding price, and shall notify Operator immediately in the event of & change in such amangements.
Operaior shall waintain records of all marketing arangements, and of volumes actually sold or transported, which
records shall be made availab) toNon-Op upon Ie request,

In the event one or more parties” separate disposition of its' share of the Gos .causes split-stream deliveries to separate
pipelines and/or deliverics which on a day-to-dsy besis for any reason are not exactly equal (0 & party's respestive proportion-
ate share of total Gas sules o be ellocnted to it, the balencing or dccounting between the parties shall be in accordance with
any Ges balancing agreement between the parties hereto, whether such en sgreemeat is attached as Exhibit "E® or is a
separate sgreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

Oniinm-)
R HBRTN )

Each party shall toke in kind of seperately. dispose of its proportiomite shere of all Oil and Gas produced from
the Contmct Area, exclusive of production which may be used in development and | producing operations and in
prepuring and fredting Ol end Gas. for macketing purposes and production unavoldably lost.  Any extrn cxpenditures
incumed in the teking in kind or sepasate disposition by any party of ity proportionate shere of the production shalf
be bome by such pary, Any party taking its share of prodiction in kind shall be required to pay for only ils
proportiosiste share of such part of Operator's surface facilities which it uscs,

Each party shall execute such division orders and conteacts as may bo necessary for tho sule of its interest in
production fom the Contract Arce, and, except as provided in Article VILB., shall. be entitled to receive payment
directly from the purchaser theseof for its share of all production,

If any party fuils to make the amangements necessary to take in kind or separately disp of its prog
share of the O and/or Gas produced from the Contract Ares, Opeeator shall have the right, subject to the
revocation at will by the paity owning it, bt not. thic obligation, 1o purchase such Oil andior Gus of sell it 16 others
at any time and from Hme to time, for the account of the nou-aking. party. Any such purchase or sale by Operator
may be termingted by Operstor upon at least ten (10) days ‘written' otico to the: owner of sald production and shall
be subject always to the right of the owner of ‘the production opon. at lenst tén (10) days written notice to Qperator
to exercise its right to toke in kind, or separately dispose of, its share of all Ojl and/or Gas not previonsly defivered
o 8 purchaser; provided, h , tht the. offective date of any such revecstion mey be deferred at Operater's
election for a petiod not to exceed sinety (90) days if Operator has committed” such production o a purchase
contract having a term extending beyond such ten (10) -day period. Any purchase or salé by Operator of aiy other
party’s share of Oil and/or Gas shall be only for such regsoneble periods of time as are consistent with the
minimum needs of the industry under the ‘particular circomstances, but in no cvent for a period -in excess of one (1)
year,

Any such sale by Opemtor shiall be in @ manncr commercinlly reasonable under the circumstances, but Operator
shall have no duty to share iy existing masket or transportation amangement or to obfnin a price or transporiation
fee equal to that received under any .existing market or transportation amengement.  The sule or delivery by
Operator of a nop-isking purty’s share of production under the trms of any existing of Op shall not
give the non-taking parfy any interest in or moke the non-tnking party a party to said contrmet. No purchase of Qil
and Ges and no sole of Gas shall be made by Operator without first giving the non-taking party ten days written
notice of such intended purchase or sale and the price to be peid or the pricing basis to be used. Operator shall give
notice to all parties of the first salo of Gas from any well under this Agreement.

All puties shall give timely writien notice to Opertor of their Gas matketiog arangements for the following
month, excloding price, and shall notify Operator immedintely in the evem of s chang¢ in such arrangements.
Operator shell maintsin records of alf marketing arrangements, and of volumes actually sold or transporied, which
records shall be made aval to Non-Op upon reasonshie request.

ARTICLE VIL
EXPENPITURES AND LIABILITY OF PARTIES

A. Liability of Parties;

The lighility of the parties shall be several, not joint or collective. Each patty shall be responsible only for its obligations,
and shall be lisble only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the
liens gronted among the porties in Article VILB, are given to sceurc only the debts of each ‘sevendily, and no party shall have
any linbility to third parties' bercunder to satisfy the default of any other paty in the payment of any expense or obligation
hereunder. It is not the intention of the parties to create, iof shall this agreement be constroed as creating, a mining or other
partnership, joint venture, sgency relationship or association, or o render the parties linble as partners, co-venturers, or
principals. In their relations wiih each other under this sgreement, the parties shall tiot be considesed fiduciaries or to have
cstablished. @ confidential relntionship but rather shall be free fo act on mn amve-length basis In accordmmce with thelr own
sespective selfiintercst, subject, however, to the obligation of the pwties to st in good foith in their dealings with cach other
‘with respeet to activities hereunder.
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B. Licns and Security Interests:

interest and foes, e proper disbursement of =il monies paid hereunder, ‘the assignment or relinquishment of iaterest in Oif
and Ges Leases as required Hereunder, and the proper petfo of operations by d Soch lien and security interest
granted by each paty hercto ‘shsll inclisde such party’s leasehold i » working interests, operating rights, and royalty and
ovetriding royalty interests in the Contract ‘Arca now owned or hereafier acquired and in lends pooled or unitized therowith or
otherwise becoming subject to this agreement, the Oil and Ges whén extracted therefom and equipment situated thereon or
used .or ‘obtained for use in ion therewithi (includi g, without limitetion, all wells, tools, and tubniar goods), and accounts
(including, withoat limiitation, accounts arising from gas imbalances or from the sule of Oil and/or Gas at the welllicad),
contract rights, inventory and gencral intangibles relating thereto or arising therefrom, pnd all p and prod of the
foregoing,

to perfect the ity interest d h di Any party may file “this t, the ling suppl
herewith, or such other docurments a3 it deems necessary #9 a lien or mortgage in the applicable real estate records andfor a
financing statement with the proper oificer upder the Uniform Commercial Code,

Ench party represents and waments to the otlier ‘parties hereto that the lien and security interest granted by such parly to
the olher parties shal be a first and prior lien, mdmhpmtyhaubyngnmmmmmhmpﬁoﬁtyofwdﬂen and security
inteicstagninstaupersonsacqqﬁﬁnganmtcrestinoﬂmdﬁusleascsnnd" d by this ag by, through or
under such party. All partics acquiring en interest in Ol and Gas Leases and Oil and Gas Interests covered by this sgreement,
whether by sssignment, mcrgen,  morigage, operation of law, or otherwise; shall by desmed 1o have token subject

to the liem msd secority interest granted by this Asticle VIIB. as to ol obligstions attiibutable fo such mterest hereunder

whether or not such ebligations arise before or afler such interest is acquired.
To the extent thit partics have g secutity interest under the Uniform Commercial Code of the state in which the
Coritract Arex is situated, they shell be entitled to exercise the rights and Temedies of a scoured party under the Code.

clection of remedies or otherwise affect the fien rights or security intercst as security for the payment thercof. In
addition, upon default by any parly in the payment of its share of expenses; interests or fees, or upon the improper use
of finds by the Operator, the other parties shall have the right, without prejudics o other rights or remedies, to collect
fom the purcheser the proceeds from the sale of such defalting partys shere of Ol and Gas until thc amount owed by
such party, plus interest' us provided in "Exhibit C," has been received, and’ shall have the right to offset the amount
owed against the proceeds from the sgle of such defhulting pasty's share of Oif and Gas. Al purchasers of production
may roly on 2 notification of default fom the non-dofavlting party or perties staing the amount due 8 8 result of the
default, and aff partics waive any recourse available agninst purchasers for releasing  production proceeds as provided in
this parograph.

If any party fils to pay its share of cost within one hundred twenty (120) days afler rendition of 2 statement therefor by
Operator, the non-defaulting parties, including Operator, shall upon request by. Operulor, pay the unpaid amount in the
proportion that tho interest of each such patty bears ‘0 the interest of all such parties.  The emount peid by each party so
paying its sharc of the unpaid amount shall be secured by the Hens and securily rights described in. Antiglo VILB., and each
paying party may independently pursue any remedy available berennder or otherwise,

I any party docs not pesiorm all of its obligations hereunder, and the failure to perform subjects such party to foreclosure
or fon proceedings pumsuant to the provisions of this agroement, (o the extent allowed by goveming law, the dofaulting
parly waives any available right of redemption from and after the date of Jjudgment, any required valumtion or eppraisement
of the mortgaged or secured property prior to sele, any availuble right to sty execution or to require a mosshating of assets

munaer and upon reasonable notice,

Eech party ngrees that the other parties shall be entitled to utilize the provisicns .of Oil and Gss lien law or other lien
law of any state in which the Contract Aren Is situoted to enforce the bligations of each party hereunder. Withont limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Operators sgree that Operator may invoke or
utilize the hanics' or materialmen’s lien Iaw .of the stale in which the' Contract Area is shusted in order to secure the
payment to Operator of any sum duc bercunder  for  services performed  or  materinls supplied by Operator.
C. Advancey;

Operator, at its clection, shall have the fight from time to time to deimand and ‘receive from one or more of the other
parties psyment in advance of their respective shares of the estimated amount of the exp to be i d in d

invoice i3 received. If any party fuils to pay its share of said estimate within said time, the amount due shall bear interest a8
provided in Exhibit *C* until psid, Proper adjustment shall be made mionthly between advances and sctus) expense to the end
that each party shall bear and pay its proportionate share of sciunt expenses incurred, and no more,
D, Defaulés and Remedies:

¥ eny party fills to discharge may financial cbligation wnder this HEN L, incliding without limitation the faifure to
meke asy advance under the preceding Article VILC. or any other provision of this ogreement, within the period required for
such payment hercunder, then in addiion to the remedies provided in Article VILB, or elsewhere in this agreement, the
remedies specificd below shall be applicable.  For purposes of this Artile VILD., ofl notices and elections shall be delivered
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only by Operator, except that Operator shall deliver eny such notice and efection requested by 8 non-defuulting Non-Operator,
ad when Operator is die puty in defudt. the spplicable notices and elections can be delivered by any Non-Operator.

below or otherwise available to a ion-definlting perty,

L. Suspension of Rights; Any party may déliver to the party in default o Notice of Defeolt, which shalt specify the default,
specify the action (o be faken to cure the defoult, and specify that fallure to take such: action will result in fhe exercise of one
or more of the remedics provided in this Anticle.  If the default is not cured within thirty (30) days. of the delivery of such
Notice of Defalt, all of the rights of the defeulting party granted by this egrecment may uvpon notice be suspendéd until the

party that may be fed h der at the election of tiie non-defauiting partics shall include, without limitation, the right

2. Suit_for Damages; Non-defiulting parties or Operator for the benefit of non-defaulting parties may sue (at joint
account expenise) to colléct the amonnts in defanlt, ples interest accruing on the amounts recovered from the date of defmult
until the date of collection at the rats specified in: Exhibit "C" attached hereto.  Nothing herein shaft prevent any party from
suing any defanlting party to ecllect consequential damages BCCIUINg to such party 63 & result of the deful,

3. De The non-dofeulting party may deliver a written Notiée of Non-Consent Election to the
defuulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Defuult, in
which event if the billing is for the drilling a ncw well or the Plugging Back, Sidetracking, Reworking or Deepening of a

respect thereto under Article VIB. gr VIC, a5 the case may be, to the oxtent of the ‘costs wipaid by such party,
notwithstanding any election to putticipate therctofore made.  IF election is mede o proceed wider this provision, then the
non-defatilting pertics may ot elect fo sue for the unpaid amount pursuant to Article ViLD2,

Until the delivery of such Notice of Non-Consent Election to the defuultinig party, such paity shall have the right to cure
its defslt by paying its unpoid share of costs plus interest st the rate sét forth in Exhibit *C," provided, however, such
payment shall not prejudice the rights of the hon-defiitlting: parties 1o pursue remedies: for ges i 4 by the non-
defaulting parties es a result of the defoult.  Any interest sclingished pursuant 1o this Article VILD'3. shal be offered to the

4. Advance Pavment; If a default is not cured within thity (30) days of the delivery of a Notice of Defiult, Operator, or
Non-Opesatois  if Operstor s fhe defaulting party, may thercafter fequire  advance payment from the defaulting
patty of such defalting party's anticipated share of any item of expense for which Opersitor, or Non-Operators, a5 the. case may

defanlting party foils to pay the required advencs payment, the non-defaulting parties may pursie any of the remedies provided

in the Article VILD, or eny other defiult romedy - provided elsewhere in this ogieement.  Any excess of fnds advanced remaining
whm!hcopemimiscmiplcledandallwstsbmbcen_pni&sha.l!be, ptly returned 1o the advanci g party,
5. ; ! _F -mﬂnevmmypmty’ism-quimd_:obﬁuglegal, dings to enforce any fi

obligation of & paty bereunder, the prevailing party in soch getion stiall be enfitled in recover aff court costs, costs of
collection, and & reasonable attomey’s fee, which the lien provided for berein shall also secure,
E. Rentals, Shut-in Well Paymeats and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid
by the party or parties wito" subjected such fease to this sgreement at its or their expense.  In the event two or more parties
own and have contributed interesis in the some lease to this agreement, such parties may designnte onc of snch parties to
mike said paymenis for and on behalf of all such patties.  Any paity may request, and shall be entitfed to receive, proper
cvidence of all such payments. I the event of failure fo mske proper payment of any rentsl, shut-in well payment or

minimum royalty through miistake or oversight where such is vequired o continue the lease in force, any loss which
vesults from such nor-payment shall bobome in accordance with the provisions of Article IV.B.2,
Operstor shall noify Non-Op of the enticipated completion of a shutin well, or the shutting in or rtum to

coduction of a producing well, at Ieast five () duys (excluding Sutucday; Sundsy, and tegal holidays) prior to taking such
actlon, ‘or at the carliest opportunity permitted by circumstances, but assumes no lisbility for failure to do so. In the ovent of

Beghming with the first calendar yenr after the effective date hereof, Operator shall render for ad valorern taxation afl
property subject to this agreement which by law should be rendered for such’ taxes, and it shall Pay all such fixes nssessed
thereon before they become delinquent.  Prior to the rendition date, cach Non-Operator shall firnish Operator information as
to burdens (to include, but not be Hmited to, royaliies, overriding royalties and production payments) oni Leases and Oil and

_provided in Exhibit "C_~
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Each party shall pay or canse to be paid ell production, severance, excise, gathering and other taxes imposed upon or with respect

1o the' production or hendling of such party’s share of Ot and Ges prodused under the tems of this egreement,
ARTICLE VIQ.
ACQUISITION, MAINTENANCE OR ‘TRANSFER OF INTEREST

A. Surrender of Leases:

The Leases covered by this agreement, insofar as they embrace acresge in the Contract Ares, shall not be surendered in whole
or in part unless all parties consent thereto,

However, should any party desire {0 smrrender ifs imterest in any Lease or in any portion thereof, such party shall ‘give writlen
notice of the proposed surrender 1o olf purties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which 1o notify the party proposing the surrender wheth they elect to- consent: thereto. Failure of o

implied warrenty of #itle, all of its interest in such Leass, or portion thereof, and any well; materia! and cquipment which may be
located thereon and any rights in production thereafler se d, to the parties not consenting to fuch sumender. If the interest of the

than such costs, then the party assignor or lessor shull pay 1o the party ‘assignee. or lessee the amount of such deficit, If the
assignment or lease is in favor of more than onp pasty, the interest shall be shired by such pasties in the proportions that the
interest of each bears to the total interest of all such parties. If the interest of the. parties to whom the assignment is to be made
varits sccording to depth, then the interest assigned shall similarly reflest such variances,

Any assignment, lease or surrender made wnder this provision shall not reduce or change the assignor’s, lessor's or surrendering
party's i 85.it was iminedistely bofors it assignment, lesse or swrender in ihe balance of the Contrac Aren; and the acreage

If any party sccures 8 renewal or replacement of an Ol and Gas Leass or Interest subject to this agreement, then all other paities
shall be notified prompily upon such. acquisition or, in the case of a replacement Lease. taken before expiration of an existing Lease,
promptly upon expirati of'thg: isting Lease. The parties notified shall have the sight for a period of thitty (30) days foltowing

of such renewal or rep) Lesse. The acquisition of o renewal or replacement Lease by any or ail of the parties hereto
shall not canse a readjustment of the interests of the parifes stated in Exhibit "A," but any renewal or replacement Lesse in which
fess than all parties elect 1o participate ‘shall not be subject to ihis agreement bist shel be degmed subject to a Separate Operating
Agreement in the form of this ngeement,

existing Lease, shall be subject to this provision so long as this apresment I in cffect at the time of sych ecquisition or 5t the time
the renewal or replacement Lease becomes effective; but any Lease taken or cortracted for more then six (6) months afler the
expiration of an existing Lease shall not be deemed & renewn! or replucement Lease and shall not be subiject to the provisions of this

The provisions in this Article shall also be upplicable o exténsions of Olf and Gas Leases,
C. Acreage or Cash Contributions:

inside Contrect Arcq.
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If eny party contvacts for any consideration relating to disposition of such party's share of suby prod der,
such consideration shall not be d d a contribution as contemplated in this Article VIIL.C.

D. Assignment; Maintenance of Uniform Ioterest:

For the purpose of maintaining wniforroity of ownership in the Contract Area In the Oil and Gas Lenses, Oil and Gas
Interests, wells, equi end produci d by this no party shall sell, encumber, transfer or make ofher
disposition of its interest in the Oil and Gss Leases and Oit and Gas Interests cmbraced within the Contract Arca or in wells,
equipment and production unless such disposition covers either:

1 themﬂ:einlemtofthcpmyinalloﬂayﬂGaslmes,Oildem' terests, wells, equip and production; or

2. 60 equal undivided percent of the patty's present inferest in afl Oit and Gas Leases, Oif and Gas Intercsts, wells,
equipment and production in the Conimct Area.

Every sule, encumbrance, trensfer or oiher disposition made by any party shait be mads expressly subject to this sgreement
and shell be -made without prejudice 1o the night of the other parties, and any transferes of an ownérship interest in any Oil and
Gas Lease or Intercst shall be desmed 8 party 10 this agrecment as to the interest conveyed from and sfier-the effective date of
the trnsfer of ownerﬁhip; provided, however, that the ather perties shall pot be required to fecognize any such sale,
encumbirance, transfer or other disposition for my purposs hercunder wntif thiny (30) days efter they have received o copy of the
i . of transfer or other satisfictory evidence thereof in writing from the transferor o5 tramsferes. No assignment or other

interest granted by Article VIL.B, shall continuo to burden the interest transf { to se m y of any such oblipations.

If, &t any time the interest of any porty i3 divided among and owned by r More co-awners, Operntor, at its discretion,
mey requifc such co-owners to appoint o single trusice or ugeot with full authority to receiva notices, approve expenditures,
receive billings for and Epprove and pay such panty's share of the joint expenses, and to deat generally with, and with power to
bind, the co-owners of such party's interest within the scope of the operations. embraced in this sgreement; however, afl such co-
owaers shall have the sight to enter into and executs efl contracts or Agreenients -for the disposition - of their respective shares of
the Ol and Gas .produced fom the Coniract Arca and they sholl have the Hght to Teceive, separately, payment of the sale

ondivided interest therein,
F. Preférential Right to Parchase:
{Optional: Check if_appﬁcnblc.)

Should any party desirc 1o sell afl or any part-of its interests under this agrecment, or its vights and interests in the Contract
Arca, it shall promptly give written notice to the other partics, with ful) information concerning fis proposed disposition, which
shall include the name and sddress of the prospective transferee (who must be ready, willing end oble o ‘purchase), the purchase
price; u légat description sufficient to identify the property, and alf other ferms of the offer. “The-other partles shali then have an
optional priorﬁghf, for a period of ten (10) days after the nofice is delivered, to purchase for the stated corisideration on the
same terms and conditions’ the iiterost which the ofier Paty proposcs to sell; snd, if this optional sight is ised, the
purchasing petties shaftl shaye the purchosed interest in the: proportions that the ierest of each ‘bears- 1o the totad interest of all
purchasing partics. However, there shall be no preferential fight to purchase in those cases where any party wishes to morigape
its interests, or to transfer title 1 jts interests to its mortangee in liew of or purstant to foreclosure of a mortgage of its interests,
or 1o dispose of its:iitevests by merger, reatganization, consolidation, or by sale of alf or substantially all of its Of and Gas assets
1o ny party, or by transker of its interests 1o a subsidiary or parent company or 1o & subsidiary of a parent company, or to any
company in which such parly owns 2 majority of the siock

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION
If, for federnf inc tax -purposcs, this agr b and the opertions bereurider mre ded a3 & p hip, and if the

parties have not otherwise agreed to form o ax partnership pursoant to Exhibit "G ‘or other agreemant between them, each
puity thereby affecied elects to be exchided from the epplication of alf of the provisions ‘of Subchapter "K_* Chapter 1, Subtitle

the regulations promulgated. th i Op is authorized and directed to execute on behalf of each pasty hereby affecied
such evidénce of this electi 83 may be required by the § y of the Treasury of die Usijied Statés or the Federal Internal
Revisive Service, includs g specifically, but not by way of limitation, all of the feturns, statements, and the data required by

Treasury Regulnﬁm §1.76).  Should there. be any requirement that each ‘party hereby affected give fiwther evidence of this
election, each such party shall cxecute suchi documents and furnish such other evidence a3 may be vequited by the Federal Intemal

ARTICLE X,
CLAIMS AND LAWSUITS
Operstor may setile any single uningured third pariy damage claim or suit arising from operations tereunder if the expenditure
does not exceed _twenty-five i nd Dollars ($.25,000.00 Yand if the payment is in complete settlement
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ARTICLE XL
FORCE MAJEURE

If any party is rendered unsble, wholly or in part, by force majeure to carry out its obligations under this agreement, other
than the obligation o indemnily or meke moncy payments or faumish secwrity, that party shall give to alf other parties
prompt writlen notice of the force majeure with reesonably full pasticul ing it; thereupon, the- obligations of the
party giving the notice, so far gs they are affected by the forcs majeure, shall be suspended during, but no ltonger than, the
continuanée of the. force majewse: The term "forfce majeure,” as here employed, shall mean #n ot of God, strike, lockout, or
other industrial disturbance, sct of the public- enemy, war, blockade, public riot, Hghtening, fire, storm, -flood or other act of
vature, explosion, govemmiental ection, governmental delay, restraint or insction, unavaiiebility of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonebly within the control of the party
clatming suspension.

The affected penty shall use all reasonable ditigence 10 remove the force majenre situntion gs quickly as practicable. The
requirement that any force majeure shill be. remedied with a1 reasonably dispatch shall not tequire the scttlement of strikes,
Iockouts, or ather Isbor difficulty by the party involved, contrary o its wishes; bow all such difficulties shall be hondled shalt
be entirely within the discretion of the party concerned.

ARTICLE XIL
NOTICES
All notices mpthorized or quired  béty the parties by my of the provisions of this agreement, unless otherwise
specifieally provided, shall be in writig and delivered in pefsort or by United Stutes mail, courier service, telegram, telex,
telecopier or any ofhier form of fnmimile, postage- or charges prepaid, and addressed fo such parties at the sddresses Nsted on
Exhibit "o Al telephone or oral notices pefmitted. by this sgreement shall ‘e confirmed immediately thereafer by written
notice.  The. originating notice given under any provision hercof shall be deemed delivered only when ived by the party to

the eriginating notice is received. ““Receipt" for purposes of this agreement with rspect to written notice delivered hereunder
shall be nctual delivery of the notice to the addiess of the panty to be notified specificd in accordance with, this ‘gpreement, or
to. the telocopy, facsimiile of telex machisie of such ‘paity, The. second or any responsive: niotice shall be deemed delivered when

ARTICLE XII,

additional period  of e days  thercafler; provided, however, i, prior to the expiration of such
additional period, one or more of the pastics hereto are ‘engaged in drilling, Roworking, Decpening, Sidetracking,

Contract  Aréa, this sgreement  shall terminate  unless . drifling, Deepeninig,  Sidetracking, Completing, Re-

completing, Plugging Back or R king op are within days from the
date of bandonment of suid well, "Aband for such purp shall meen either (i) a decision by all partics

operations on the well, whichever first occury,
The termination of this sgreement shall not relieve any paty hercto from any expense, linbility or ofher obligation or any
remedy therefor which has aceried or atisched priot to the date of such termination,
Upon termination of ‘this and the setisfaction of all obligations hercunder, in the cvent g memorandum of this

request of Operator, if Opesator-has satisfied all its financial obligations.
ARTICLE X1v.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Reégulations and Qrders:

‘This ngreemient shall be subject o the applicsble laws of the siate in which the Contract Area is located, fo the valid rules,
regulations, and orders. of any duly constituted regulatory body of said state; end to all other applicable federal, state,
and local laws, ordinances, rules, regulations and orders,

B. Governing Law:

This agreement and sl matters pertaining hereto, including but not limited ¢ mafters of performance, non.

performance, breach, remedies, procedores, rights,. duties, and luterpretntion op construction, ‘shilf be poverned and

thelaw ofthestafeof _Texss ghall govern.

C. Regrilatory Agencies:
Nothing herein contained shaft grant, or be construed to grant, Operator the right or authority to waive or rclease any
rights, privileges, or obligations which Non-Operators: moy have under federal or stale laws or under mles, sepulations or

-16-
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orders . promulgated undér such laws in reference to oll, gas end miners! operstions, including the location, opcration, o
production ofwclls.onmxsoffsctﬁngoradjnumto the Contract Area.

With respect to the operations h der, Non-Op ageemrdesseomﬁmnmyandalllom.dmges.
injurics, claims end cmuses of sction arising out of, incident to or wesulting direetly or indircctly from Operator's interpretation
or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatosy Commission
or pred or gencies to the extent such i pretation” or lication wes made in good faith and does not

ARTICLE XV,
MISCELLANEOUS

executed by such NonOperator end Operator notwithstanding that this agreement i not then or thereafler executed by all of
the paities 10 which it is tendered or which are listed on Exhibit A" ag owning an interest In the Contract Area or which
own, in fict, an interest in the Contract Area.  Operator may, however, by writtén notice to all Not-Operators who have
become bound by this agreenient &3 aforeseid, given of any tme prior to the actual spud date of the Initial Welt but in no
cvent later then five days prier to the date specified in Adticle. VLA for commencement of ‘the Initial Well, terminate this
sgreement if Operator in i3 sole discretion determines thst there is insufficient participation o justify commencement of
drilling operstions. In the event of such a termination by Operatar,
as of such terminition. In the event sny Non-Op has sdvanced or prepald ay share of drilting of other costs
hereupder, o) sums so advanced shall. be retumed to such Non-Operator without interest.  In the event Operator proceeds
with deilling operations for the Initial Well without the executigh hereof by all persons lsted on Eshibit "A" o5 having a
current working inferest in such well, Operator shafl indennify Non-Opérators with respect fo all costs. incured for the
Hiitial Well -which would hove been charged to such person under this agreement if such pemson fiad executed the same and
Operator shall receive all revenuss which Wwould have beent received by such person under this agreement if such person hed
exccuted the same,
B. Suncceasors and Assigna:

This agreement shall be ‘binding wpon and shall inure to the benefit of the parties hercto and their vespective helrs,
devisces, legnl representatives, syccessors and assigns, and the terms: hereof shall be deemed to ron with the Leases or
Interests included within the Conteact Area,

C. Counterparts:

This instrument may b¢ excouted in any number of counterparts, each of which shall be considered n original for alt
D. Scverability:

For the purposes of ing or rejecting this agr as an Yy contrai to federal bankruptey faws,

this sgreemént shall’ niot be severeble, but rether must be assumed or rejecled in its entiety; and the failure of any paty o
this agreeruent to comply with all of its financial obligations provided Yierein shall be a materin! defailt,
ARTICLE XV1,
OTHER PROVISIONS
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[N WITNESS WHEREOF, this agreement shall be effective as of the _1st day of _ November .

2009 .

NADSOILCO LI.C » Who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610-1989 Model Form
Operating Agreement, as published in computerized form by Forms On-A-Disk, Inc. No changes, alterations, or
modifications, other then those made by strikethrough and/er insertion and that are.clearly recognizable as changes in
Atticles i have been made to the form.

ATTEST OR WITNESS: OPERATOR

ILCO LL7C Ppa) vl

N.
Bruce A. Reichert

Type ot print name

Title __Presideni
Datc _ Nevember 6,2009
Tax ID or 8.5. No. 20-0085082

NON-OPERATORS
/{,7 M Mulee st Resoutce s Lt
. . By
Y G
Type or print name

Title /Kff e r
vae__ A0l [b 2004

Tax ID or S:8. No.

By

Type or print name

Title

Date

Tax 1D or 8.S. No.

By

Type or print name

Title

Date

Tax.1D or 8.5, No.

-~ {8~



ACKNOWLEDGEMENT

Attached to and made a part of that certain Joint Operating Agreement
dated November 1, 2009, by and between NADSOILCO LLC, Operator,
and U. S. Energy Development Corp., et al., Non-Operators.

STATE OF TEXAS §
COUNTY OF HARRIS §

Fv-y
This instrument was acknowledged before me on this the [OMday of %e;%mbas
2009 by Bruce Reichert, President of NADSOILCOQ, LLC, on behalf of said company.

-/
} 4522, NATALYFELIX N Notary Public for'the State of Texas
G ). NOTARY PuBLIC My commission expires: (Y cec o 3, 0 1

STATE OF TEXAS
erie/ My Commission Expires.

DECEMBER 13, 2010 §

STATE OF TEXAS §
COUNTY OF HARRIS §
This instrumen ackngwledged before me on this.the, // %y of Noveinber

Besn e 5 fop  onbabalf of sais ompany,

_‘..ll.!-....

..,.:";&...4?(;2‘ Y =2
S Yone’2%  Nétary'P lic for the State of Texas
gy i oi‘ . o/ o . 4
i *3;5: My commission expires:$3,/50/20/3
TS 8
.‘.o';°', ,0'.;0.'.

'.o? '0...0" .




FXHIRIT “A»

Atiached fo and made a part of that certain Joint Operating Agreement
dated November 1. 2009. by and between NADSOILCO LLC, Operator,
and U.S. Energy Development Corp., et al., Non-Operators.

POLK COUNTY, TEXAS

1. Oil, Gas and Mineral Lease dated December 5, 1989 from Texaco, Inc. as Lessor to
Anderson Prodicing, Inc. A memorandum of Ofl and Gas Lease s filed of record in
Volume 745, Page 682 of the Official Records of Polk County, Texas.

2. Oil and Gas Ledse dated December 12, 1989 from NCNB Texas National Bank,
Trustee of the Wirt Davis I Trust, the Camilla Davis Trammel Trust and the Patrioia
Davis Beck Trust. A memorandum of Oil and. Gas Lease is filed of record in Volume
745, Page 686 of the Official Records of Polk County; Texas,

The above refereniced Oil and Gas Leases cover the following described tracts of land:
TRACT #1

BEGINNING st a stake at the most northerly corner of the Jim Duff 35-acre Tract, in the
Augustine Viesca Survey A-77; Polk County, Texas, said point being north 30 deg, 47° west, 2
distance of 267 feet from the most westerly corner of the W.C. Craig 98-acre tract:

THENCE south 59 deg, 5° west along the N.W. line of said Jim Duff 35-acres, a distance of 753
feet to the most easterly comer of the Munson 25-acre tract;

THENCE north 31 deg, 0° west. along the N.E. line of said Munson 25-acre tract a distance of
1141 feet to stake for inside ~ comer this tract, same being the most northerly comer of said
Munson 25-acre tract:

THENCE south 59 deg. 14’ west along the N.W. line.of the Munson 25-acre tract, a distance of
640 feet to the S.E. corer of the R.W., Reed land;

THENCE north 30 deg. 48° west with the inside line of said Reed land a distance of 1223 feet to
an inside corner of the Reed Jand, same being the most westerly corier of this tract;

THENCE north 50 deg, 47° east with an inside line of said Reed tand, a distance of 1336 feet to
the most westerly corner of a 157-acre tract also belonging to Carlton, Davis and Holmes;

THENCE south 32 deg. 18’ east with the S.W. line of said 157 acre tract a distance of 2349 feet
TO THE PLACE OF BEGINNING; and containing a total of 57.09 acres of land, more or less.

TRACT 2

BEGINNING at iron bar in northwest line of Davis-Holmes 1361.29-acre tract from which the
most westerly corner of said Davis-Holmes tract bears south 59 deg. 47" west a distance of 1336
feet;

THENCE north 59 deg. 47 east along line of Kavanuagh land a distance of 2634 feet to iron bar
at northerly northwest corer of 542.9-acte tract;

THENCE south 32 deg, 18° west along line of said 542.9-acre tract a distance of 2576 feet 1o an
iron bar at northeast corner of Craig 98-acre tract from which a 10-inch White QOak bears south 13
deg. west 13 feet and a 9-inch White Oak bears north 64 deg. east 31 feet;

THENCE south 58 deg. 557 west long northwest line of said Craig 98-acre tract a distance of
2641 feet to a pine knot at northwest cornet of said 98-acre tract, same being on northeast line of
Jim Duff 35-acre tract, a 6-inch hickory bears north 2 deg. west 11 feet and a 6-inch Black Gum
bears south 17 deg. 30" west 10 feet;

THENCE north 30 deg. 47° west a distance of 267 feet to northeast corner of said Duff 35-acre
tract, same being southeast corner of a 57.09 acre tract;




THENCE north 32 deg. 18° west along northeast line of said 57.09-acre tract a distance of 2349
feet TO PLACE OF BEGINNING: and containing a total of 157.00 acres, more or less.

IREMAINING PART OF THIS PAGE INTENT TONALLY LEFT BLANK1
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COPAS 2005 Accounting Procedure

&CJ Recommended by COPAS

EXHIBIT * C-»
ACCOUNTING PROCEDURE
JOINT OPERATIONS

Attached to and mede part of_that certain Joint Operating Agreement dated Novemberh 1, 2009 by and between NADSOILCO LLC,
w’—ﬁa&mﬂuﬂmm&mmm@m_

L GENERAL PROVISIONS

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

IN THE EVENT THAT ANY “OPTIONAL” PROVISION OF THIS ACCOUNTING PROCEDURE 1§ NOT ADOPTED BY THE
PARTIES TO THE AGREEMENT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION, SUCH PROVISION SHALL Nor
FORM'A PART OF THIS ACCOUNTING PROCEDURE, AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT
OF THE PARTIES IN SUCH EVENT.

1. DEFINITIONS
All terms used in this Axcounting Procedure shall have the following meaning, unless otherwise expressly defined in the Agreement:
“Affilinte” means for a peson, ‘another person thet controls; is controlled by, or is under cominon control. with that person. In this
definition, (a) controf means the ownership by one person, directly or indirectly, of mpro than fifty percent (50%) of the voling secarities
of & corporation or, for other persons, the equivalent’ ownership interest {such ds parmership interests), and (b) “person™ means an
individusl, corporation, partnership; trust, estafe, unincorporated organization, association, or ofher legel entity.

“Agreement™ means the Operating sgreement, farmout sgrecment, or other contract between the Parties to which this Accounting
Procedure js attached.

“Controfiable Materinl” means Meaterinl that, at the time of acquisition or disposition by the Joint Account, as applicable, is so classified
in the Material Classification Manuzl most recently recommended by the Countil of Petroleum A nts Socleti (COPAS),

“Equaiized Freipht” means the Procedure of charging sransportation cost to the Joint Aceount based upon ‘the distance from the nesrest
Rajlway Receiving Point to the property,

“Excluded Amoutit” means aspecified excluded trucking amount most recently recommended by COPAS,

“Field Office” means 5 structure, or portion of a str , whether a temp Y o perinanent instellation, the primaty function of which is
to directly serve daily operation and maintenance activities of the Joint Property and which SETVES oS a staging area for direeily chargenble
field personnel.

“First Level Supervision” means those employees whose primary function in Joint Operations is the direct oversight of the Operator's
field employees and/or labor directly loyed Onesite in a feld operating capacity, First' Lovel Supervision functions may
includc; butare not limited to;

* Responsibility for field ployees and tabor ged in nctivities that can include field opemtions, maintenance,
otion, well remedial work, cquip ment snd drilling

Respansibility for day-to-day direct oversight of xig aperutions

Responsibility for day-to-day direct oversight of construction eperations

* Coordinstion of job prorities and approval of work procedures

Responsibifity for optimal resource utifization {equipment, Materfals, persaninel)

i ibility for meeting production and field 2 EXpense tarpets

Representation of the Paities in local matters i Jving miity, vendors, regulatory ngents and Jand , as an ingid

part of the supervisor’s operating responsibilities

Responsibifity for all emergency responses with field staff

Responsibility for implementing safety and environmental practices

.

« R ibility for field at to pany policy

* Responsibility for employment decisions and performance appraisals for ficld personnel

* Qversight of sub-groups for field fimctions such as electri al, safety, eavironmental, telecommunications, which may have group
or team feaders.

“Joint Account” means the account showing the charges peid and credits received in the conduct of the Joint Operations that are to be
sharedbythePaniﬁ,bmdmnotincludc, s atributable to bydrocark and by-products produi d under the Ag; t

“Joint Operations” meens alf operstions necessary or proper for the exploraiion, appraisal, development, production, protection,
i s repeir, sbendonsuent, and sestoration of the Joint Property.

COPYRIGHT © 2005 by Couicil of Petrol A Societles, Inc. (COPAS)
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1 “Jotnt Property” means the rea) and personal property subject to the Agreement.
2
3 “Laws” means any Iaws, -rules, regulations, decrees, and orders of the United States of America or any state thercof and all other
4 Bovemmental bodies, ngencies, and other awthoritics having jurisdiction over or affecting the provisions ined in or the i
5 contemplated by the Agreement or the Parties and their operntions, whether such faws now exist or are hercafler amended, enacted,
6 promulgated or issued,
7
B “Msterial” means p ! pmperty, equip t, supplies, or consumables acquired or held for use by the Joint Property.
9
1 “Nou-Operators” means the Parties 1o the Agreement atfier then the Operator.
1
12 “Offshore Facilities” means platforms, surface and subsea development and producti y 5, and othier supp tems such as oif and
13 gas handling facilities, living quarters, offices, shops, crancs, electrical supply equipment and sysicms, fuel and water storage and piping,
14 heliport, marine docking installations, communication facilitics, navigation aids, end other similar faciliies necessary in the conduct of
15 ofshore operations, all of witich are located offshore:
16
17 “Off-site” means any location that is not considered On-site os defined in this Accounting Procedure,
18
19 “Op-site™ means on the Joint Property when in direct conduct of Joint Operations, The term “On-site™ shafl also include that portion of
20 Offshiore Facilitics, Share Base Vaoilities, fabricafion yards, and stiging areas from which Joint Operations are conduicled, or other
21 facllities that dircctly control equipment or the Jint Propesty, regardless of whether such facilities are awried by the Joint Account.
22
23 “Qperntor” means the Pacty designated pussiant 1 the Agreement to conifiict the Joint Operations.
24
25 “Parties” mems legnl entitics signatory to the Agreement or their Successors and assigns. Parties shall be referred to individually as
26 “Party.” :
27
28 “Participating Int means the percentage of the costs and risks of conducting an operation onder the. Agreement-that a Party agrees,
25 or is otherwise oblignted, to pay and bear,
30
»n “Pariicipating Party” means a Party tht approves g proposed operation or otherwise agrees, or becomes liabls, to pay and bear & share of
32 the costs and risks of condncting an operation under the Agreement,
.33
k7] “Personal Expenses” means relmbursed costs for travel and temporary living expenses,
35
36 “Rillwa‘y Receiving Point” means the railhead nearest the Joint Property for which freight rates are published, cven though an actual
37 railhead may not exist
38
39 “Shore Base Facilitfes” means onshore suppurt facifities that during Joint Operations provide such services to the Joint Property as a
40 receiving and transshipment point for Materials; debarkation point for drilling and production personnel and services; communication,
41 scheduling and dispatching center: and other associsted functions serving the Joint Property.
42
43 “Supply Store” means a d source or stock point for a given Material item.
“
45 “Technlcal Services” means services providing specific cnginieeri ig, ience, or other professional skills, such as those pecformed by
46 engineers, geologists, Ecophysicists, and technicians, required to handle specific operating conditions and problems for the benefit of Joint
47 Op sy provided, h T, Technical Services shall not include those functions specifically identified as overhend under the.secand
48 parograph of the introduction of Section NI (Overhead). Technical Services may be provided by the Operator, Operator’s Affiliafe, Non-
49 Operator, Non-Operator Affiliates, and/or third parties,
50
51 STATEMENTS AND BILLINGS
52
53 The Operator shall bill Non-Operators on or before the last day of the month for their proportionate share of the Joint Accowit for the
54 preceding month. Such bills shall be accompanied by statements thet identify the AFE (authority for cxpeaditure), lease or facility, and ot
55 charges and credits summarized by appropriate categories of in and cxp Controliable Matorial shall be D ly identified
56 ond fully described in detail, of ot ihe Op s -option, Controllable Materiat may be summarized by ronjor Material classifications,
57 Intengible drilling costs, sudit edjustients, and unusint thorges and credits shall be separately and clearly identified,
58
59 The Operator may make available to Nor-Operators any. statements and bills required under Section 12 aod/or Section 1.3.A. (Advances
60 and Payments by the Parties) vis emsil, clectronic data interchange, intcrnet websites or other equivalent electronic medix in fieu of paper
61 coples. The Op shall provide the Non-Of instructions and any ary information to access and receive the statoments and
62 bills within the timeframes specified herein, A statement or billing shall be deemed s delivered twenty-four (24) hours (exclusive of
63 weekends and holidays) after the Operator notifies the Non-Opesutor that the statement or billing is available on the website and/or sent via
64 email or clectronic data inteichange transmission. Each Non-Operator individually shall elect to receive statements und billings
65 clectronically, if available from the Operator, or request paper copies. Such election. may be chenged upon thirty. (30) days prior written
66 notice to the Operator,

COPYRIGHT © 2005 by Council of Petrofenm Accousitants Societies, Inc. (COPAS)
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1 3. ADVANCES AND PAYMENTS BY THE PARTIES
2
3 A.  Unless otherwise provided for in the Agreement, the Operator may require the Non-Operators to advance their share of the cstimated
4 cash outlay for the ding month’s operations withjn fifteen (lS)duysaﬂcrmeciptof!hcadvanocreqimtorbylhcﬁmday of
5 the month for which the advanice is required, which is Inter. ‘The Operator shall edjust exch monthly billing to reflect advances
[ received from the Non-Operators for such month. H a refund is due, the Operator shalf apply the amount to be refunded to the
7 subsequent month’s billing or odvance, uiless the Non-Operator sends the Operator » written request for a cash refund, The Operator
8 shall remit the yefiund to the Non-Opeérator within fiflecn (15) days of receipt of such writien request,
9

B. Except as provided below, cach Party shall pay its proportionate ahare of all bills ip full -within fifteen (15) days of receipt date, If
payment is ot made within such time; the wnpaid balence shafl bear interest compounded monthly at the prime rate published by the

Notwithstanding the foregoing, the Non-Operator may redace payiitent, provided it fumishics documentation and explanation to the

Onerator at the time payment is mude, {o tie extent such reduction s caused by:

(1} ‘being billed at an incorrect working iutcrest or Participating Interest that is ‘higher then such Non-Operator’s actunt working

interest or Participating Interest, asapplicable; or

) being billed for a project or AFE requiring approval of the Parties under (hc Agreement thot the Non-Ojperator has rot approved

or is not otherwise oblipated to pay under the Agresment; or

(3) being billed for a property in which the Non-Opeérator no longer owns -a working interest, provided the Non-Operator has

fumished the Operator a copy of the recoided assignment or Jotter in-ficw. Notwi

thstanding the foregoing, the Non-Opk

shall remain respongible for paying bills attributable 1o the interest it sold or transferred for any bills rendered during the thirty

(30) day period following the Operator's receipt of such written notics; or )
(4) charges outside the adfustment period, as provided in Section L4 (Adjustments).

4. ADJUSTMENTS

A.  Payment of any such bills shall not prejudice the right of any Pasty to grotest or question the correctness thereof; however, all bills

and statements, including payout statemeonts, rendered during dny calendar year shall
with respect enly to expenditures, afler twenty-four (24) months following the end of

ively be dto be trie and correct,
any such calendar year, unjess within said

period a Party tnkes specific detailed written exception thereto making a clgim for adjustment: The Op shall provide a resp
to all wriltch exceptions, whethier or not coniained iz an audit report, within the time periods pregcribed in Scction 1.5 (Expendinmre

Audits)..

B. Al edjistments iniigled by the Operator, except those ‘described in itents (1) trough

4) of this Section 14.B, are limited to the

twenty-four (24) month petiod following the end of the calendar year in which the original charge sppeared or should have appeared
on the Operator’s Joint Account statement or payout statement. Adjustments that may be made beyond the twenty-four (24) month

period are limited to adjustments resulting fiom the following:

(1) aphysical inventor y of Controllable Maierial as provided for in Section V (Imvintortes of Controllable Material), or
(2)  an offseiting entry (whether in whole or in part) that is the direct result of specifit joint interest audit exception granted by the

Operator relating to mother property, or
3 a gove;runcpt/regulutmjr audit, or
@)  aworking interest ownership or Participating Interest adj

5. EXPENBITURE AUDITS

A. A Non-Operstor, upon written notice to the Operator and alf other Non-Operators, shell have the right to audit the Operator's
is and ds relating to the Joint Account within the tweaty-four (24) menth period following the end of such calendar year in

Where there are two-or more Non-QOperstors, the Non-Operators shall make every reasonable effort to conduct a joint audit in a
‘manner that will result in a minitwm of i ience to the Op The Operator shull bear no portion of the Non-Operators’

audit cost incumred under this pmngrapﬁ ﬁnlm agreed {0 by the Operator. The audits shal

! ot be conducted more than once each year

without ptior spproval of the Operator, except upon the resignation or removal of the Operator, and shall be made at the expense of

COPYRIGHT © 2005 by Council of Py troleum A Sacieties, Inc. (COPAS)
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1 those Nen-Operators approving such audit.
2
3 The Non-Operator leading the audi (hereinaficr “lead audit company”) shall izsue the audit report within ninety (90) days afier
4 completion of the audit testing and analysis; however, the nintty (90) day time period shall not extend the twenty-four (24) month
5 requirement for taking specific detailed written exception as required in Section T4.A (Adjusiments) above, All claims shall be
6 supported with sufficient documentaion,
7
8 A timely filed written exception or audit report ining written exceptions (hereit “wriltert exceptions™ shalf, with regpect to
9 the claims made therein, preclude the Operstor from esserting a statute of limitdtions defense against such claims, and the Operator
10 beteby waives its right to-assert any statinte of limitations defense against such claims for so long as any Non-Operator contimgs to
11 comply with the deadlines for resolvi 4 ptions provided in this A ing Procediife, If the Non-Operators fail 10 comply wilh
12 the eddifiona! deadlines fn Section L5.8 or 15.C, ‘theé Operator's wiiver of its rights to asseit & statate of limitations defense against
13 the claims brought by the Non-Opesators shall Japse, snd such cldims shall then be subject to the ippiicable statute of limi 3
14 provided that such waiver shall not lapse in' the event that the Qperator has fuiled to comply with the deadlines in Section 1.5.B or
15 L5C.
16
17 B.  The Operator shell provide o writien response (o all exceplions-in an audit report within one hundred ejghty (180) days after Operator
18 receives such report. Denied exceptions should be accompanied by a substuntive fesp if the Op: fails to provide substantive
19 Tespanse t an exception. within this one fiundred eighty (180) day period, the Operator will owe interest on that exception or portion
2 thereof, if ultimelely gramted, from the date it seceived the audit repost. Interest shall be calculated using the rato set forth in Section
21 138 (ddvances and Payments by the Parties).
22
p] C.  The.lead audit company. shall Teply to the Opertor’s responsc to an audit report withiia nincty (90) days of receipt, and the Operator
24 shall reply to the lead audit company’s follow-up responise within nirtety (90) days of receipt; provided; however, each Non-Operator
25 shall have the right to represent itself if it disagrees with the lead audit compsny's position or believes the lead audit company is not
26 adequately fulfilling its duties. Unless othorwise provided for ini Section L5.E, if the Operstor fuils to provide substantive response
27 to.an exception within this vinety {90) day perlod, the: Operator will ows inferest-on that exception or portion thereof, if nitimatoly
28 grantid, from the dafc it received the Budit report. Interest shall be calolated using the rate sot forth in Section 138 {Advances and
29 Payments by the Parties).
30
3 D, Ifeny Party fhils fo meet the deadlines in Sections L5.B or L5:C.or if any tudit issues are gitstanding fifleen (15) months after
32 Operafor reccives the audit report, tie Operator 6r any Non-Operator participating in the audit bas the right to call a resolution
33 meeting, os set forth in this Seclion L5.D or it may invoke the dispute resolufion procedures included in the Agreement, if applicable,
34 The mecting will require one month’s writiéh rotice to'the Operator and all Non-Operators participating in the audit. The meeting
3s shall be held at'the Operator’s office or mutually agreed location, and shall be aitended by representatives of the Partics with
36 antharity o resolve such. outstanding Issues, Auy Party who fuils to attend the resolutios meeting shall be boind by mny resolution
37 reachied at the mceting. Tho lead andit company will make good faith ofonts to coordinate the response and positions of the
38 Non-Operstor participants th ghout the resol 3 b , each Non-Operator shall -have the right to represent itself,
39 Aftendees will make good faith efforts to resolve outsianding issues, and cach Party will be required to present substantive information
40 supporting its position. A resolution meeting may be held a3 oflen as agreed to by the Parties, Jssues unresolved at one mecting may
41 be d at subseq gs until each such issue is resolved.
42
43 If the Agr ins no dispute resolution procedures and the audit issues cansiot be- resolved by negotiation, the dispute shall
44 be submitied 1o mediation. In such event, promptly following one Party's written request for mediation, the Parties to the dispute
45 shall choose a mutually accepiable mediator and share the costs of mediation services equally. The Partles shell each have preseat
46 at the mediation at least one individual who fias the authority to sefile the dispute. The Partics shall make reasonnble efforts to
47 ensure that the mediation commences within sixty (60) days of the date of the medigtion request, Notwithstanditig the shove, any
48 Party may file n lawsuit or complaint (1) if the Partiés are unoble after reasonable efforis, to commence mediation within'sixty (60)
49 days of the date- of the: medistion request, (2) for statite of limitations reasons, or (3) to seek a preliminary injunction or other
50 provisionat judicial relief, if in its solc judgment an injunction or other provisional relicfis 1 ry 1o avoid irreparable dy 2e or
51 {0 presesve the status quo. Despite such action, the Pasties shall continue to try to resolve the dispute by mediation.
52
53 E 3 (Q;ﬂann”’mvbion—ﬁbd’dan-el’mnldcﬂ
54 U the Nen-Operators fail 1o meet the deadline in Section 15.C, any unresoh 2p that were not addressed by the Nen.
55 Operators within one (1) year following receipt of the last substaniive response of the Operator shall be déemed 1o have been
56 withdrenwn by the Non-Operators. If the. Operator fails 1o meet the deadlines in Section 15,5 or L5.C, any unresolved exceptions that
57 were not addressed by the Operator within one (1) year following receipt of the audit réport orreceipt of ihe last stibstantive response
58 of the Non-Operators, whichever is later, shall be deemed 1o have been granted by the Op and adj shall be made,
59 without Interest, fo the Jotni Accouns.
6
61 6. APPROVAL BY PARTIES
6
63 A. GENERAL MATTERS
64
65 thn:anappmvnlorotheragmementofthcl’arﬁsoann-f‘: 8 is expressly required under other Secti of this A ing
66 Procedure and if the A t0 which this Accounting Procedure is attached contains no contrary provisions in regard theretn, the
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Operator shall aotify alt Non-Op of the Op: s prop and the or approval of a mnjority in interest of the
Non-Operators shall be controlling on all Non-Operators.
This Section L6.A applies to specific situations of limited duration where n Party proposes {0 change the accounting for charges from
that prescribed in this Accounting Procedure, Thiis provision does not apply to d to this A ing Procedirre, which are
covered by Section 16,8,
AMENDMENTS
If the Agreenient to which this-A¢counting Procedure is attached ins no contrary provisions in regard thereto, this Accouttfing
Procedure can be ded by an affirmative vots of four {4 )crmoroParﬁs,oncofwhichi'slheOpmlor,

having a combined working interest of at least _ Fifty percent (__S0. . %), which approval shall be binding on all Partics,
provided, however, epproval of at least one (1) Non-Operator shall bo required,

AFFILIATES

For the purpose of. administering the voting procedures of Scctions 1.6.A and 1.6.B, if Partics to this Agreement are Affilintes of each
other, then such Affifiates shall be combined and tregted as a single Party having the combined working interest or Participating
Interest of such Affiliates,

For the purposes of administering- the vating proceduires in Scction 16,4, if a Non-Operator is an Affilinte of the Operator, votes
under Scction L6.A shall require the majority fn interest of the Non-Operator(s) afier excluding the interest of the Oporator’s
Affiliste, .

1. DIRECT CHARGES

The Operator shall charge the Joint Account with the following itemis;

1.

2.

RENTALS AND ROYALTIES
Lease seotals and royalties paid by tic Operstor, on behalf of all Parties, for the Jomt Operations,
LABOR

A Salaries and weges, including incentive compensation programs as set forth in COPAS MFI-37 (“Chnrgcability of Incentive

Compensuﬂon‘?rogm‘ms"),v for;

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

2) Ogetator’s employees directly cmploycd on Shore Base Facilities, Offshore-Facilities, or other facifides serving the Joint
Praperty if such costs are not charged under Section 116 (Equipmerit and Facilities Firnished. by Operator) or are not g
function covered under Section T (Overhead),

(3) Operator's émployees providing First Level Supervision,

@) Operitors employees providing On-site Technical Services for the Joint Property if such charges are excluded from the
overhead rafes in Section T {Overfead),

(5) Opemtor's cmployees providing Off-site Technical Services for the Joint Property if such charges are excluded from the
overhead rales in Section HI (Overfead).

Chm for the Operator’s employees identified in Section L.2.A may be aiade bosed on the employee’s actual salaries md ‘wagcs,

or in licu thereof, a day rte P ing the Op s average salaries and wages of the emplbyes’s specific job category,

Charges for personncl charpeable under this Section 11.2.A who are foreign nationals shall not exceed comparable compensation paid
to an cquivalent US. employ P to this Section 1.2, unfess otherwise spproved by the Parties pursuant to Section
L6.A (Gencral Matters).

Operator's cost of boliday, vacation, sickness, and disability benefits, and other customery allowiinces paid to emplayecs whose
shlaries and wages arc chargeable 1o the Joint Account under Section H2.A; exoluding scverance paymerits or other termination
aflowances. Such costs under this Section 2.8 may beéhxrged on a “when end as-paid basis” or by “percentage assessment” on the
amount of salaries and wages chargeabls to the Joint Accourit under Section IL2.A. If p tage assessment is used, the rate shall
be based on the Operator’s cost experience,

Expenditires ‘or contributions mede p to imposed by governméntal authority that are applicable to cosis
chargeable to the Joint Account under Sections H2AendB,

COPYRIGHT © 2005 by Council of Petrolcum Accountants Socictics, Inc, (COPAS)
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D.  Personnl Expenses of personnel whose salaries and wages are chargeable to the Joint Account under Section H.2.A when the

are i i ion with directly chargeable activities.
E.  Reasonable refocation costs i d in transferring to the Joint Property personnet whose salaries and wages are changeable to the
Joint Accomnt under Section IL2.A. Motwithstanding the foregoi location costs that resolt from reorganization or merger of a

Party, or that are for the primary benefit of the Operator, shall not be ch rgeable to the Joint A L. Extraordinary refocation
costs, such es those incurred as a resuft of transfers from remote locations, such us Alaska or oversess, shall not be charged to the
Joint Account unless npproved by the Pasties pussuant to Section L6.A (General Matters),

Exp i d during thie tmining session, The training cost sholl be charged or allacated 1o the propesty or p ies dircctly
benefiting from the training. The cost of the taining course shall not exceed prevailing commercial rates, where such rates are
available,

G.  Operator’s corvent cost of established plans for employee benefits, as described in COPAS MFI-27 (“E ployee Benefits Ch
to Joint Operations and Subject to P pe Limitation™), pplicable to the Op *s tabor-costs chargeable to the Joint Account
under Sections 11.2.A and B based on the Operator’s sctual cost not 1o exceed the employce benefits limitati perceatage most
recently recommended by CQPAS,

H.  Award peymients to employees; in accordince-with COPAS MFI-49 (“Awards to Employces and Contrectors™) for pérsonnel whose
salarics and wapes are chargesble under Section IL2.A.

MATERIAL

Material purchased or furnished by the Operator for use on the Joint Property in the conduct of Joint Operations as provided under Secti
IV (Mnterial Purckases, Trangfers, and Dispositions). Only soch Material shall be purchased for or transferred to the Joint Property as
may be required for immediate nso o is ¢ bly practical and consistent with cfficient and economical operations. The accumulation
of susplus stocks shell bz avoidod.

TRANSPORTATION

A.  Trmnsportation of the Operator's, Operator’s ‘Affiliate’s, or ugs, 1 'y for Joint Op

B. ‘Transportation of Matérial bitiveen the Joim Property dnd ancther property, or from the Operatoi’s warehiouss or other starage point

2) If the actuaf trucking charge i5 greater than the Excluded Amouit, the Opy shall charge Equolized Freight. A
charges such eg loading ond unloading costs, split pick-up costs, -detention, call out charges, and permit fees shall be charged
dizectly to the Joint Property and shall not be included when calculating the Equalized Freight:

SERVICES

The cost of services, équii t, and utilities used in the conduct of Joint Operations, except for contract sesvices, equipment, and

utilitics covered by Section It (Overhead), or Scotion 107 (Affliates), or excluded under Section 1.9 (Legal Expense). Awards paid to
trastors shall be chargesble p o' COPAS MFI-49 (“Awards to Employées and Contractors™,

Tho costs of third party Technical Services are chitpeable to the extent excluded from the overhead rates under Sestion I (Overhead).

EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR

Ta the ab ofa ly negotiated t, equipment and {acilities furmished by the Op will be charged as foll

A.  The Opessior sbefl charge the Joint Account for use of Operator-owned equipment and facilitics, including but not fimited to
production facilities, Shore Bese Facifities, Offshors Failities, and Field Offices, at rales commensurate with the costs of owership
and operation. The cost of Field Offices shall be charpeablé to the extent the Field Offices provide direct service to personnel who
arc chergeable pursuant to Seotion .2.A (Labor). Such sates may include Isbor, meintenance; ropairs, other operating expense,
i , taxes, deprecietion sing siraight fine depreciation methed, and intérest on gross investment less accumulated depreciation
1ot to exceed Twelve percent (__ 12 %} per annum; provided, Tawever, depreciation shall not be charged when the

COPYRIGHT © 2005 by Council of Petroleum Accoyntants Societies, Inc: {COPAS)
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cquipment and facilities investment have been fully depreciated, The rale mny include an element of the estimated cost for

abandonment, seclemation, and dismentiement. Such rates shall riot exceed the average commercial
immediste area of the Joint Property.

rates currently prevailing in the

B. InTieu of charges in Section L6.A above, the Operstor. may elect to use average commercial rates prevailing in the immediate area
of the Joint Property, less twenty percent (20%). If equipment and Tucilitics sre chirged under this Section I16.B, the Operator shall
adequately document and support commercial rates and shall periodically teview and update the mte and the supporting
documentation. For actomotive equipment, the Operator may elect to use rates published by the Petroleum Motor Transport

Association (PMTA) or such other organization recognizad by COPAS as the official source of rates.

7. AFFILIATES

A.  Charges for'an Affiliste’s goods and/or services used in operations requiring an AFE or other authorization from the Non-Operators
may be made without the approvat of the Partics provided (i) the Affiliate is jdentifiet and the Affiliate goods and services are
specifically detailed in the approved AFE or other authorization, and (i) the total costs for such Affilinte’s goods and services billed
to such individual project do not exceed $_30,000.00 If the total costs for.an Affiliste’s gouds and services charged to such

individual project are not specificatly detailed in the approved AFE or anthorization or exceed
Affiliate shall require approval of the Parties, pursunt to Section L6.A (General Matters).

such amonnt, charges for such

charges prior to billing Nos-Operators for such Affitiate’s gonds and services, Notwithstandi g the foregoing, direct charpes for
Affiliste-owned commiumication Raciliiics o systems shall be made pursuant to Section W12 (Communications).

If the Parties fhil to designate an amount in Sections I1.7.A or 11.7.B, in each i the di i adopted by the Parties os a
resuit of such omission shell be the amount established as thie Qperator’s experiditure Hmitation in the At if the Agr

does not contain an O s expenditure Uinitation, the amowit deemed ag pled by the Parties ag a result of such; ormission shall be
2er0 dollars (3 0.00).

8. DAMAGES AND LOSSES TO JOINT PROPERTY

All costs or expenses necessary for the repair or teplacement of Joint Property resulting from damages or losses incurred, except to the
extent such damages oF losses resolt from a Party’s or Partics® groas negligence or willfil misconduct, in which case such Party or Parties

shall be solely liable, -

The Operator shall furnish the Non-Operator written notice of domages or Josses incurred as seon as practicable after a report hes been

received by the Operator.

9. LEGAL EXPENSE

Recording fees and costs of bandling, setling, or otherwise discharging litigation, cléims, and lens incurred in or resulting from
under the Agr t, or Y to protect or recover the Joint Property, 1o the extent permitted under the Agreement. Costs

ofﬁcOpcmmr‘sorAﬂilima’slcgal stoff or outside att . including fees and s, are not ch
Parties pursuent to Section 1.6.A (General Maiters) ot otherwise provided for in the Agreement.

geable unless approved by the

Notwithstanding the foregoing paragraph, costs for procuring abstracts, fecs: paid to oitside attameys for tille examinations (including
prelirniriary, supplemental, shut-in royalty opinions, division order title opinions); and curative work_shall be chorgeable to the extent

permitted as a direct charge in the Agreement.

10. TAXES AND PERMITS

COPYRIGHT © 2005 by Council of Petrol Act Societies, Inc. (COPAS)
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Costs of tax consultants or edvisors, the Opy 's employees, or Op "s Affiliate employees in matters regarding ad valorem or other
tax matters, arc not permitied as direct cherges unless approved by the Parties pursuent to Section 1.6.A (General Matters),

Charges to the Joint Account resulting from sales/use tax audits, including extrapolated and penslties and interest, are permitted,
provided the Non-Op shall be allowed to review the invoices and other underdying source doctments which served ss the basis for
tax charges tnd to determise that the correct amount of taxes were charged to the Joint Account, If the Non-Operator is not permitted to
review such documentation, the salesfuse tax amount shall not be directly charged unless the Op can lusively di the
amount owed by the Joint- Account.

INSURANCE

Net p paid for i quired to be coarried for Joint Operations for the ion of the Parties. If Joint Operntions are
conducted at locations where the Op ucls as self-insurer in regard to its worker's compensation and employer’s finbility insurance

COMMUNICATIONS

Costs of gequising, leasing, installing, operating, fepairing, and miintainiag communication facilities or systems, including satellite, radio
and mi fucilitics, between the Joint Property and the Operator’s cffice(s) directly ponsible for field operations in di

with the provisions of COPAS MFI-44 (Field Computer and Commumication Systems™). If the commutiications Inoilities or systems
serving he Joint Property are Operator-owned, charges to the Joint Account shal! be made 1 provided in Section 1.6 (g ipritent and
Facilities Furnished by Operatar). If the communication facilities or systems serving the Jolnt Property are owned by the Operator's

ECOLOGICAL, ENVIRONMENTAL, AND SAFETY

Costs incurred for Technical Services and drafling 1o comply with ccolopical, cuivironmental and safety Laws or standards recommended by
Occupational Safety and Health Administration (OSHA) or other negulatory suthoritics. All other labor and functions incurred for
ecological, cavironmental and safety misiters, inchuding management, administrationi, and permitting, shall be covered by Sections 1.2
(Labor), L5 (Services), or Section HI (Overhead), es spplicable,

Costs to provide or have avaifable pollution containment and removal cquipment plus actual costs of control and cleanup and resulting
wesponsibilitics of .ol and other spills s well -as discharges from penmitted oqrfnlls a3 required by applicable Laws, or other pollution
containment and removal equip deemed appropriate by the Op for priident operations, are diectly chargeabie,

ABANDONMENT AND RECLAMATION:

Casts incurred for abandonment and reclemation of the Joint Property, including costs quired by leaso orby Laws.
OTHER EXPENDITURES
Any other expenditure not covered or dealt with in the foregoing provisions of this Section I (Direct Charges), or in Section HI

(Overliead) and which is of dircet begefit to the Joint Property and is inctirred by the Opertor in the necessary anfl proper cenduct of the
Joint Operations. Chirges made under this Section IL15-shatl require approval of the Parties, pursuanit to Section L6.A (General Matters).

HL OVERHEAD

As compensation for costs not specifically identified as chargeable to the Joint Account pursuant to Section I (Djrect Charges), the Operator
shall charge the Joint Account in accordance with this Section 1.

Functions included i the overhead rotes regerdless of whether performed by the Operator, Operator’s Affilistes or third parties and regardless
of location, shalt fncluds, but not be limited to, costs and expenses of:

* warchousing, other then for warehouses ifiat are jointly owned under this Agreement

desipn and drafling (except when alfowed gs a direst chatge under Sections IL13, L LAGH), and T2, Option B)
inventory costs not chargeable under Section V (imventories of Controllable Material)

* procurement

+ administration

* accounting end suditing

gas dispateliing and gas chart integration

COPYRIGHT © 2005 by Councit of Petrol A Societics, Inc. (COPAS)
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1 * human resources
2 * manspement
3 * supervision not directly charged under Section 1.2 (Labar)
4 * legat services.uot directly chargeable under Section .9 (Legal Expense)
5 * taxation, other than those costs identified as-directly chirgeable under Section .10 (Taxes and Permits)
§ * prepartion and monitoring of permits. and certifications; preparing reguletory. reports; eppearsnces before or meetings with
7 govemmental agencies or other muthorities having jurisdiction over the Joint FProperty, other than On-site inspections; rovicwing,
8 interpreting, or submitting comments on or lobbying with respect to Laws or proposed Laws,
9
10 Overhead cherges shall include the salaries or'wages plus applicsble payroll burdens, benefits, and Personal Expenses of personnel performing
n overhend functions, as well a5 office and other related of overhiead functi
12
13 1. OVERHEAD—DRILLING AND PRODUCING OPERATIONS
14
15 As compensation for costs-incurred but not chargenble under Section X (Direct Charges) and not covered by other provisions. of this
16 Section HI, the Operntor shiall charpe on either:
17
18 (Alternative 1) Fixed Rofe Basis, Section I71,1.B,
19 O (Atternative2) Percentngs Busis, Section II11.C.
20
2i A. TECHNICAL SERVICES
2
23 ()’ Exctpt as otherwise provided in Section 1.13. (Ecol gical Envir ], and Soféry) and Section M2 (Overhead — Major
24 Construction and Carastrophe), of by approval of the Partics pursuarit to Section L6.A (General Matters), the soleries, wages,
25 retated payroll burdens and benefits, and Personal Expenses for' On-site Technical Services, including third party Technical
26 Services; ’
2
28 Bl (Alternative 1 - Direct) sha be charged:direet to the Joint Account.
29
30 m} (Ammﬁvez-mumq)'shau be covered by tho pverhead rates.
31
32 (i) Except as olherwise provided in Section .13 (Ecological, Enmvironmental, and Sqfety) and Se;ﬁbn M2 (Overhead — Major
33 Construction and Catastrophe), or by approval of the Partics pursuant to Section L6.A, (Genéral Matters), the salarivs, wages,
34 related payroll burdens end benefits, amd Pe ! Exp for Offsite Technical Services, including third party Technical
35 Services:
36
37 O (Aiternative 1-Att Overhead) shafl be covered by the averhead rates.
38
39 (Alternative 2~ AN Direct).shall bé charged dlveet to the Joint Account,
40 -
41 O (Atternative 3~ Drilling Direct) sholl be. charged direct to the Joint Account, only to the extent such Technical Services
42 are directly atiributable to drilling, redrilling, deepening, or sidetracki B jons, through completion, temporary
43 shandonment, or abandonment i a dry bole. Off-sitc Technical Services for-afl other operations, including workaver,
44 recompletion, abandonment of producing wells, and the construction of expansion of fixed asscis not covered by Section
45 1.2 (Overkead - Mojor Consiruction and Catastrophe) shall be covered by the overhead rates.
46
47 Notwithstanding anything to the Confrary in this Section 111, Technical Services provided by Operator’s Afilites are subject to limitations
48 set forth in Section .7 (Affliates). Charges for Technical personnel performing non-teshnical work shalf not be gavemed by this Section
49 TIL1.A, but instead govemed by other provisions of this Accounting Pracedure relating to the typo of work being performed.
50
51 B. OVERHEAD-FIXED RATE BASIS
52
53 (1) The Operator shell charpe the Joint Account at the foliowing rates per well per month;
54
55 Drilling Well Rato per month $_4,000.60 (prorated for fess than a fill morith)
s6
57 Prodicing Well Rate per month $_400.00
58
59 (2) Application of Overhead—Drilling Well Rute shall be as follows:
60
61 (a) Charges for onshore drilling wells shail begin on the spud dele and terminate on the date the drilling and/or completion
62 equipment used on the well i released, whichever occurs later, Charges for ofishore and inland waters drifling wells shalf
63 begin on the date the deilling or completion equipment arrives on locition and terminale on the date the drilling or completion
64 equipment moves off location, or is teledsed, whichever occurs first, No charge shall be mede during suspension of drilling
[33 and/or completion operations for fifteen (15) or morc consceutive calendar days.
&6
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1 (b) Charges for any well undergoing any type of workover, recompletion, audior sbandonment for a period of five (5) of more
2 consecutive work-days shall be made at- the Drilling Well Rate. Such charges shall be applicd for the period from date
3 opetations, with rig ot other units tised in operations, commence through date of fig or other umit release, except that no charges
4 shall bo made during suspension of operations for fifteen (15) or more consecutive calendar days.
5
6 (3) Application of Overhead—Produci g Well Rate shall be as follows:
7
8 (™ An pctive well that is praduced, injected into for recovery or disposal, or used to obtain water supply to support operations for
] any portion of the month shall be considered gs a one-well charge for the entife month,

10

1 () Each active completion i a multi-completed well shall be considered as a one-welt charge provided esch completion is

considered & separate well by the goveming regulatory authority,

(€} A one-well charge shall be made for the month In which plugging and abandonment operations are completed on any well,
unless the Dritling Well Rate applies, ds provided in Sections TE1LB.Q)(a) or (b). This one-well charge shall be made whether
or not the well has produged,

(@ An qc!ive@swcllshmmbmeofoverpmdncﬁonorfnimeofn, haser, p , OF transp fo take production shall
be considered as & one-well charge provided the gas wel isdirectly connccted to-a permanent saleg ontlet.

(€)  Any well not mesfing the criterin set forth in Sections I1L1:B.(3).(3), (b); (c), ot (d) shalt not qualify for & producing overhead
charge.

(4) The well rates shall be adjilstcd'm the first day of April each year following the effective date of the Agreement; provided,
however, if this Accotnting Procedure is attached to or otherwise goveming the payout accounting under u farmout agreement, the
amended vates agreed to by the Parties increased or decreased by the. adjustrinvént fuctor described herein, for each year from the
effective date of such rates, in-accordance with COPAS MFI-47 (“Adjustmient of Ovethead Rates™).

OVERHEAD-—PERCENTAGE BASIS

(1) Opemtor shall charge the Joint Account af the Tollowing rates:

{8) Developmeni Rate percent ( ) % of the cost of development of the Joint Property, exclusive of costs
provided under Section 1.9 (Legal Expense) end ol Material salvage credifs,

() Operuting Rate percent ( %) of the cost of operating the Joint Property, exclusive of costs
provided under Sections 11,1 (Rentals and Royalties) end 1.9 (Legal Expense); all Matetial salvage credits; the value
of substances purchased for ¢nhanced recovery; “afl property and od valorem taxes, and any ather taxes ‘and assessments that
arelovied, assessed, nnd prid upon the mineral interest in and to the Joint Property.

(2) Application of Ovethead—-l’cmnmge Basis shall be as follows:
(8) The Development Rale shall be applicd to all costs in connettion with;

[il  drilling, redrilling, sidetracking, or deepening of a well

[} awel undergoing plugbeck or workover operations for a period of five (5) or more consecutive work-days

{iii] -prefiminary expenditures necessary in preparation for driffing

[iv] - expenditures incurred in sbandaning when the welf is npt completed as a producer

V] construction or installation of fixed 8ssels, the expansion of fixed assels and any other project clearly discernible as a
t'ixed.nssct, other then Major- Construction or Catostrophe as defined in Section .2 (Overhead-Major Construction
and Caltastrophe).

(b)  The Operating Rate shall by applied to all other costs in fon with Joint Operations, except those subject to Section 1.2
(Overhead-Mojor Construsction and Catastrophe),

OVERHEAD—MAJOR CONSTRUCTION AND CATASTROPHE

regardless of the amount, If the Agreement to which this Accounting Procedure is stiached doss not contain an expenditure limit, Major
Construction Overhead shall be assessed for any single Major Construction project costing in excess of $100,000 gross.

COPYRIGHT © 2005 by Councif of Pefcofetim A Societies, Inc. (COPAS)
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Major Construction shall mean the construction and instalintion of fixed dssets, the expansion of fixed ossels, and any other project clearly
discemidle as a fixed asset quired for. the develop and op of the Joint Pioperty, or in the dismentlement, abandonment,
vemoval, and restoration of platforms, production equipment, and other operating facilities.

Catostrophe is defined as s sudden calami event hringing damsge, loss, or d ion to property or the environment, such as an oil
spill, blowout, explosion, fire, storm, hurricane, or other disaster. The overhead rate shall be epplied to those costs necessary to restore the
Joint Property to the cquivalent condition that existed prior to the event,

A Ifthe Op absorbs the engineering, design and drafting costs related to the project;

(n 5 %% of total costs if such costs are less than $100,000; plss

[v3) 3 % of total costs in excess of $100,000 but less than $1,000,000; plus

) 1 _ %ofiotnl costs in excess of $1,000,000.

B. Ifthe Op h inecring, design and drafting costs refatei to fhe Pproject directly to the Joint Account:

&

()] ] %oftota_lcostsifsuchcos&smlmthmmoo.ow;pms

) 3 % of total costs in excess of $100,000 but less than §1 ,000,000; pius

B) ___1___%ofiotal costsin excess of $1,000,000,

On each project, the Operator shalf advise the Non-Operator(s) in advince which of thic'sbove options shall apply.

For the purposes of calculating Catestrophe Overhead, tho cost of drilling relicf wells, substitute wells, or conducting ather well operations
directly resulting from the catastrophic cvent shall be included. Expenditures to which-thess rates apply shail not be reduced by salvage or
insurance sccoveries. Expenditures that qualify for Major Construction or Catastrophe Overhead shalt not qualify for overhend under any
other overhead provisions,

In the event of any conflict between the provisions of this Section 1.2 and the provisions of Sections 1.2 (Labor), 1.5 (Services), or L7
(dffiltates), the provisions of this Section .2 shall goven;

3. AMENDMENT OF OVERHEAD RATES -
The overhead rates provided fot in this Section T may be amended from time to time if; in practice, the rates are found to be insufficient

or excessive, in accordance with the provisions of Section L6.B (A:hendmenu).

V. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS

The Op is resp le for Joint A Materinf and shall make proper and timely charges and credits for dircct purchases, transfers, and
dispositions. The Op: shall provide all Materiel for usc in the canduct of Joint Operations; hows ver, Muteriel may be supplied by the Non-
Operators, at the Operaior’s option. Materin! fumished by any Party shall be fumished without any express of implicd warrantics as to quality,
fitness for use, or any other matter.

1.  DIRECT PURCHASES

Direct purchases shall bo charged to the Joint Account at the price peid by the Operator after deduction of all discounts received. The
Operator shall meke good faith efforts o take discounts offered by suppliers, but shall not be fisble for faifure to taka' discounts except to
the extent such fifisre was the result of the Operator's gross sepligence or willful misconduct. A direct pirrchase shell be deemed to occur
whta an is inade b = Op! and a third party for the acquisition of Material for a specific well site or Tocation.
Meterisl provided by the Operator under “vendor stocking programs,™ where the init{el use is for a Joint Property and title of the Material

COPYRIGHT © 2005 by Council of Petroleun Accountants Sotieties, Inc, (COPAS)
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1 2, TRANSFERS
2
3 A transfer is determined to oceor whea the Operator (§) fumnishes Material from o storage facility or from another operated property, (ii) has
4 assumed lishility for the storage costs and changes in value, and (ili) hes previously sccired and held title to the transferred Matedal
H Similarty, the removal of Material from the Joint Property to a stormge fucility s to another operaied property is also considered o trensfer;
6 provided, however, Material tht is moved from the Joint Property to a storage location for safe-keeping pending disposition may remain
7 charged to the Joint Account and is not considered 3 fer. Material shalt be di posed of in accordance with Section IV.3 (Disposition of
8 Serplus) and the Agreement fo which this A ing Procedure is attached
9
10 A, PRICING
11
12 The valuc of Materinl travsferred to/from the Joint Property shoutd generally reflect the market value on the date of physical transfer,
13 Reogardless of the pricing method used, the Operator shelf make availsble o the Non-Op sufficicnt documientation to verify the
14 Material valuation. When Hiigher than specification prade or size tubulass ere vsed in the conduct of Joint Operations, the Operator
15 shall charge the Joint Account af the equivalent price for well design specification tubulars, unless such higher specification grade or
16 sized tubulars arc approved by the Partics pursuant to Scction L6.A. (General Marters), Transfors of new Material will be priced
17 using one of the following pricing’ methods; provided, however, the Operator shall use consistent pricing methods, and not olternate
18 b hods for the purpose of choosing the meth ‘mostfnvorabletnthc()pmtprfnraspeciﬁch-ansfer.
19
20 (1) Using published prices in efikcton daie of movement as adjusted by the approptiate COPAS Historical Price Multiplier (HPM)
21 or prices provided by the COPAS Compuierized Equipment Pricing System (CEPS)
22
23 (@) Fer oil country tubulars and-line pipe, the published price shall be baséd upon eastern mill carford base prices (Houston,
2 Texas, for special end) adjusted ay of date of moveient, plus transportation coit as defined in Section [V.2.B (Freight).
25
26 (B)  For ottier Material, the published pricd stinlf be the published fist price in efect 8t date of movement, as listed by o Supply
27 Store nearest the Joiat Property where like Matcrial is normally available; or point of munuficture plus transportation
38 costs as defined in Section IV.2.B (Freight).
29
30 (2) Based on a price quotation from a vendor that reflects cutrent realistic acquisition cost.
3t
32 (3) Based on the amount paid by the Operator for like Materinl in the vicinity of the Joint Property within ihe previous twelve (12)
33 months from the date of physical transfer. )
34
35 4)  As agreed 1o by the Participating Parties for Materig being transferred to the Joint Property, and by the Paties owning the
36 Meterinl for Muterial being transferred from the Joint Proj A
”
38 B. FREIGHT
39
40 Trensportation costs shall -be added to the Material tronsfer price using the' method. prescribed by the COPAS Computerized
41 Equipment Pricing System (CEPS). If not using CEPS, trensportation costs shall be calculated as follows;
42
43 (1) Transportation costs for oil country ‘tubulars end line pipe shall be calcoluted using the di from enstern mil} 1o the
44 Railway Receiving Point bascd .on the cardoad weight basis as recommended by the COPAS MFI-38 ("Material Pricing
45 Manual")y und othier COPAS MFIs in'effect at the time of the transfer,
46
47 (2) Transpontation. costs for special mill items shell be calculated from thet mill's shipping point to the Railway Receiving Paint.
48 For traisportation costs from other than castern mills, the 30,000-pound interstats truck rate shalt be nsed Transportation costs
19 for maceroni tbing shall be calculuted based on the interstate truck mate per weight of tubing tansforred to the Raitway
50 Recziving Point.
51
52 (3) Transportation costs for special end tibular goods shall be calculated using the i truck rate from Houston, Texas, to the
53 Ruilwny Recciving Point.
54
55 4) Transportation costs for Materin! other than that described in Sections IV.2.8.(I} throtgh (3), shall be colculaied from the
56 Supply Store or point of manufucture, whichever is appropriate, to the Railway Receiving Point
57
58 Regandless of whether using CEPS or manually eal lnting transy ioR costs, transportstion costs from the Railway Receiving Point
59 to the Joint Property ere in addition-to.the Toregoing, and may be chinrged to the Joint Account based on actual costs incurred, All
60 transportation costs are subject to Equalized Freight as provided in Section .4 (Transportation) of this:Accounting Procedure.
61
62 C. TAXES
63
64 Sales and use taxcs shail be added (o the Material trensfer pirice using either the method contained in the COPAS Computerized
65 Equipment Pricing System (CEPS) or the applicable tix mte in effect for the Joint Property at the timic and place of tmnsfer. In either
13 case, the Joint Account shall be charged or credited at the rate that would have governed had the Materia] been a direct purchase,

COPYRIGHT © 2005 by Council of Petyoleum Accouritants Socicties, Inc, (COPAS)
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1 D. CONDITION
b1
3 (1) Condition “A™ — Neiv and unused Maicrial in sound.and serviceable condition shall be charged at one hundred percent (100%)
4 of the price as determined in Sections IV.2.A (Pricing), IV2.B {Freight), end IV.2.C {Tutxes). Material transferred from the
5 Joint Property that was not placed in sesvice shall be credited as charged without gain or loss; provided, however, any unused
[ Material that was charged to the Joint Account throngh 2 direct purchase will be credited to the Joint Account at the original
7 cost paid less restocking fees charged by the vendor. New and unused Meaterial transferred from the Joint Property may be
8 credited at 8-price other than the price originally charged to the Joint Account provided such price is approved by the Parties
9 owning such Materitl, pursuant to Section L6.A (General M. ). All refurhishing costs quired or necessary to return the
10 Materinl to originat condition or to correct hendling, eransportation, or other damages will be bome by the divesting propeny.
n The Joint Accoint is responsible for Materisl prepuration, handling, and trensperiation costs for new and umused Material
12 charged to the Joint Preperty either through a direct purchase or transfer, Any preparatio costs § ed, including any infernat
13 or 1 ing and wrapping, will be credited on new Materia! provided these services were not repeated for such Material
14 for the rectiving property.
15
16 {2) Condition “B" — Used Material in sound and servicesble condition and suitable for reuse without reconditioning shall be priced
17 by multiplying the price determined in Seations IV.2:A (Pricing), Iv.2.B (Fréight), and IV.2.C (Taxtes) by seventy-five percent
18 (75%).
19
20 Bxcept &5 provided in Scetion IV.2.D(3), ail reconditioning costs required to retim the Muterial 1o Congition “B” or to correct
21 handling, trensportation or other damuges will be borite: by the divesting property,
2
2 I the Materia) was originally charged to the Joint Account ps used Material and pinced in service for the Joint Property, the
24 Material will be credited at the price deétermined in Sections IV.2.A (Pricing), IV.2.B (Freight), snd IV.2,C (Tetes) multiplied
25 by sixty-five percent (65%).
26
27 Unless otherwise agreed o by the Pasties that paid for such Materinl, used Matetial transferved from the Joint Property that was
28 not placed in service on the propesty shall be credited as charged without gain or loss.
29
30 (3) Condition “C™ — Materiai that js not in souid and serviccable condition and. not suiteble for its otiginal fisnction until afier
31 reconditioning shall be priced by multiplying the price determined in Seetions TV.2.A (Pricing), IV.2B (Freight), and wvace
2 (Taxes) by fifty percent (50%).
33
34 The cost of reconditioning may be chy ged to the iving property to the extent Candition “C" value, plus cost of
35 recunditioning, does not exceed Condifion “B™ value,
36
k1 (4)  Condition “D" — Material ihnt (1) is no longer suitable for its iginal purpose but ble for some other purpose, (i) is
38 obsolete, or (jii)) docs not mect priginat specifications but still has velee and can be used in other applications as o substitute for
39 items with diﬂ'emu-speci.ﬁcaﬁom. is-considered Condition “D” Material, Casing, tubing, of drill pipe used as line pipo shall be
40 priced as Grade A and B seamless tine pipe of comparable size and weight. Used casing, tubing, or drill pipe utilized as lne
4 pipe shall be priced &t used line pipe prices. Casing, tubing, or drili pipe used as higher pressure servics lines than standard line
42 pipe, e.g., power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods
43 shall be priced on a non-tpset basis. For other items, the price used should resulf in the Jojnt Account being charged or credited
L with the value of the scrvice rendered of use of the Materinl, or as agreed to by the Parties pursuant 1o Section 1.6.A (General
45 Matters).
45
47 (5) Condition “E"™— Junk shall be priced at prevailing scrap value prices.
48
49 E. OTHER PRICING PROVISIONS
50
51 (1)  Preparation Costs
52
53 Subject to Section It (Direct Charges) and Section Il (Overhead) of this A ing Procedure, costs i 1 by the Op
54 in making Materi vicesble including i pection, third party surveillanice services, and other similar services will be charged
55 to the Joint Acconnt nt prives which reflect the Operator’s actual-costs of the services, Documentstion. must be provided to the
56 Non-Operators upon request to support the cost of service, New coating and/or wrapping shalf be idered ent of
57 the Materials and priced in accordance with Sections V.1 (Direct Parchases) or IV.3.A (Pricing), as applicable. No charges or
s8. credits shail be made for used confing or wrapping. Charges and credits for inspections sholl be made in accordance with
59 COPAS MF1-38 (“Material Pricing Manuai™).
60
61 (2) Lozding and Unlonding Costs
62
63 Loading and unloading costs related to the movement of the Materis! to the Joint Property shall be charged in accordance with
64 the methods spevificd in COPAS MFI-38 (“Material Pricing Manual”).
65
&6
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1 3. DISPOSITION OF SURPLUS
2
3 Smplus.Ma!aiathmMu!cﬁa!,whe!hwnedvoruscd,thmisnc longer requi d for Joint Operations. The Ope may purchase, but
4 shall be under no obligation to purchase, the interest of the Non-Operators in surplus Material,
5
6 Dispositions for the purpost of this procedure are considered to be the relliquishment of title of the Material from the Joint Propesty to
7 cither a third party, a Non-Operator, of fo the Opémtor, 'To avoid the accumuletion of surpius Material, the Operator should make good
8 faith efforts to disposc of suiplus within twelve (12) - months through buy/sale sgreements, trade, sale to a third party, division in kind, or
L) other dispositions as agreed to by the Pasties,
10
n Disposal of surplus Materinls shall be mede in accordanice with the terms of the Agreement to which this Accounting Procedure is
12 hed. If the Agr ins no provisions g ing disposel of surplus Maderial, the following terms shal apply:
13
M ¢ The Operator may, through e sale (o an unrclaied third party oreqﬁty, dispose of suplus Materin} having a gross sele value that
15 is less then or equal to the Operator’s expenditurc limit-as set forth in the Agreement fo which this Accounting Procedure is
16 aitached without the prior approval oF the Parties owning such Materisl.
17
18 *  If the gross sale value exceeds thie Agreement. expenditure Himit, the disposal must be agreed to by the Partics owning such
19 Material,
20
11 *  Operator may purchase surplus Condition “A™ or “B” Material without approval of the Parties owning such Materisl, besed on
72 the pricing methods set forth in Section IV.2 (Transfers).
bl
24 *  Operator.may puschase Condition “C” Material without prior approval of ttie Parties owning such Materinl if the value of the
25 Materinls, based on the pricing mettiods set forth in Section V.2 (Frangfers), is less them or equal to the Operator’s expenditure
26 limitation set forth in tho Agreemest. The Opcrator. shall provide documentation supporting the classification of the Material as
27 Condition C,
28
29 *  Operator may dispose of Conditiva “D* or “E” Matcrial under procedures nomally utilized by Operator withont prior approvel
30 of the Parties owning such Material,
n
32 4. SPECIAL PRICING PROVISIONS
33
3 A.  PREMIUM PRICING
35
36 Whenever Material -is available only at inflated prices due fo nationa! ies, strikes, gov imposcd foreign trade
37 restrictions, or other unusual causes over which the Operator hes no control, for direct purchase the Operstor may cherge the Joint
38 Account for the required Materia] at the Operator’s actual cost incumed i providing such Material, making it suitsble for use, and
39 moving it to the Joint Property, Miteria) transfesred or disposcd of during prenifum pricing siteations shelf be valuved in sccordance
a0 with Section IV.2 (Trangfers) or Section IV.3 (Disposition of Surplus), as applicable.
4]
2 B. SHOP-MADE ITEMS
43
44 Items fabricated by the Operator's emplayces, or by contrast laborers under the direction of the Operator, shall be priced using the
45 value of the Material used to construst the iteni plus the cost of Jabor to fubicate the item. If the Material is from the Operator’s
46 scrap of junk account, the Material sholl be priced at cither twenty-five percent (25%) of the current price as determined in Section
47 IV2.A (Pricing) or scrap value, whichever is figher. In uo event shall the amotint charped exceed the value of the item
48 commenstiate with its use,
49
50 C.  MILLREJECTS
51
7] Mill rejects purchesed as “limited service™ casing or tubing shall be priced at ciphty percent (80%) of K-55/1.55 price as deteymined in
53 Section IV.2 (Tranyfers). Line pipe converted to casing or tubing with casing or tibing couplings atlached shall be priced as K-557)-
54 55 casing or tubing ot the nearest size and weight.
55
56
§1 Y. INVENTORIES OF CONTROLLABLE MATERIAL
58
59
6  The Operator shall maintsin records of Controllable Material tharged to the Joint Account, with suffieient detail to perfore physical fnventories,
61
62 Adjustments to the Joint Account by the Operaior resulting from 2 physical inventory of Controllable. M: terial shall be made within twelve (12)
63 months following the taking of the inventory or receipt of Non-Operatos inventory report, Charges and.credits for overages or shortages will be
64 velued for the Joint Account in accordmee with Section V.2 (Trangfers) aiid shall be based on the Condition “B* prices In effect on the date of
&5 physical inventory unlegs the & ying Partics can provide sufficient evidence another Material condition applies.
66

COPYRIGHT © 2005 by Council of Petrolewm Accountants Societics; Inc, (COPAS)
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COPAS 2005 Accounting Procedure
Recommended by COPAS, Inc.
COo p a8
1 1.  DIRECTED INVENTORIES
kd
3 Physical inventorics shall be porformed by the Operator upon written reqitest of a majority is working interests of the Non-Operators
4 (heveinafier, “directed i Y"); provided, h er, the Op shall not be required to perform directed inventories more ﬁ'cquﬂnly
5 than once every five (5) years, Direcled inventories shall be commenced within one bundred eighty (180) days afler the Operator receives
6 written notice that & majority in interest of the Non-Opcrators has requested the inventary, All Parties shall be governed by the results of
7 any directed inventory,
8
4 E of directed i ities will be bome by the Joint A t; provided, h , Custs: iated with any post-report follow-up
10 work in setiling the inveitory will be absorbed by the Party incurring such costs, The Orerator is expected {o exercise judgment in keeping
13 expenses within reasonable fimits. Any enticjpated disproportionate or extraordinary costs should be discussed end agreed upon prior to
12 commencement of the inventory, Exp of directed i ies may include the following:
13
14 A, Aper diem rate for each inventory person, representative of actual salaries, wages, and payroll burderis and benclits of the personnel
15 ) performing the inventory or a rite’ agreed to by the Partics pursuant to Section L6.A (General Matters), The per diem rate sholl also
16 be applied t6.a reasonable mumber of days for pre-inventory work and report preparation,
17
18 B.  Actual transportation costs and Personal Expenses for the invenlory team,
19
20 C.  Rezsonable charges for report prepaiation and distribution to the Non-Operators,
21
2 2. NON-DIRECTED INVENTORIES
23
24 A. OPERATOR INVENTORIES
25
2% Physical inventories that me not requested by the Non-Operators may be performicd by the Operatar, at'the Op "s discretion. The
27 P of conducting such Op initiated inventorics shall not be charged to the Jolnt Account,
p- 4
29 B.  NON-OPERATOR BNVENTORIES
30
3 Subject to the terms of the Agreemient 1o which this Accounting Procedure is atiached, the Non-Operators may conduct a physical
32 inventory at reesonable times af their sole cost and tisk afier giving the Operator at feast ninety (S0} days prior written notice. The
33 Non-Operator inventory - report shall. bs furmished to-the Operator in wiriting within ninety (90) days of completing the inventory
34 fieldwork,
35
36 C. SPECIAL INVENTORIES
37
k1] The exp; of conducting invesitories other than those described in Sections V.1 (Directed. Invenories), V2.A (Operator
3 Inveniories), or V2.8 Non-Operator Jnventories), shull. be charged 1o the Party requesting such inventory; provided, however,
40 inventories reguired due to a change of Operstor shall be charged to the Joint Accowit in the same maniier as described in Section
41 V.1 (Directed Itventories).
42
43
44
45
46
47
48
4
50
51
52
53
54
55
56
57
58
59
£0
1]
62
63
64
65
66
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EXHIBIT “p~

Attached to and made a part of that certain Joint Operating Agreement
dated November 1, 2009, by and between NADSOILCO LLC, Operator,
and U.S. Energy Development Corp., et al., Non-Operators,

As to all operations hereunder, Operator shall carry insurance for the benefit and
protection of the parties hereto as follows:

i) Comprehensive General Liability Policy
$2,000,000 Generat Aggregate Limit
$1,000,000 Each Occurrence Fimit
$1,000,000 Personal and Advertising Limit

All damage or injury to the Joint property not covered by insurance required by this
Agreement shall be borne by the parties hereto in proportion to their interests therein. The
liability, if any, of the parties hereto in damages for claims growing out of bodily injury
to or death of third parties, or injury to or destruction of property of third parties,
resulting from the operations conducted hereunder not covered by insurance require by
this Agreement shall be borne in proportion of their interests in the Unit Area, and each
party individually may acquire sich additional insurance as it deems proper to protect
itself against such claims. Non-Operators do not, however, assume responsibilify arising
out of negligence of the Operator.
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A.APL.FORM 610-E - GAS BALANCING AGREEMENT - 1992 D FASSOCIATION  OF FETROLELM | LANDMEN

INSTRUCTIONS FOR USE OF GAS BALANCING AGREEMENT FORM

GENERAL

This Ges Balancing Agreement form is intended to be used as Exhibit "E" to the 1977, 1982 and 1989 AAPL. Form
610 Mpdel Form Operativg  Agrecments, It s also gencrally suitable for uso with other forms of operating  sgreements.
However, before using this form, both it and the opceating agreement in question should be reviewed and revised as required
10 ensure vonsistency. '

If this form is used es an ehibit to an AAPL Fom 610 Modet Form  Opérating Agreement or other operating
agreement, the provisions in Secti 15 (Cowiterparts), the "IN WITNESS WHEREOF"  parsgraph  op page 6 and the
signature fines and acknowledgments on page 7 should be omitted.

This Gos Balwicing Apreement may also be excouled as a Stparate agreement for properties d by an Isting

opereting  agreement where  there s ‘R0 gas baloncing ogreemient or where the one ployed is @ d inadeq in that
cvent, the propesties subject to the form will have to be deseribed, and the provisions of Section 15 (Counterparts), the "IN
WITNESS WHEREOF" on pags 6 and thie signeture lines and acknowledgments will have to be emplaysd.

The description of the arca covered by ths Agreement may be included in the definition of the Balencing Ares in Scction
1.02. Care should be token ii drafting ihis description, however, becauso it may be desirble 10 cover more than one Balancing

Amo.Suahadcﬁnitionuﬁght, for exemple, read as follows:
Each Well subject to tiat Operating Agreement dated —Noveniber 1, 2008
covering . ﬂnatpmdueugasorisaﬂomtedashmufgas
production. If a single well is completed in two or .more reservoirs, such well shall be
considered a sepurate well with respect fo, but oily with respect fo, each feservoir  from
which the gas production is not ingled in the wellbore,
This Gas Balancing Agr contai both  “gltemnative”  ang "optional™  provisions. In the casc  of alternative

provisions, it will generally he necesSery 1o seléct ome allerimtive in order fo make the Ges Balmcing Agrement effective,
Provisions which aro. designated as  optionat (or &5 Option 1, 2, cic) may or may not bs used. Note that, in order for an
Alternative or Option o be sclected  and. effective, It -mast be checked, i, however, an Alterustive is not  selected,
"Alfernative 1" in esch imstance will be deemed to have been sdopted by the Parties, but If an Option is oot selected, it
will not farm & part of the Gas Balanciog Agreement. Ser Section 12.6:

HEADING -~ Indicate the applicoble  Operating  Agrecment and other information. I the Gas Balancing  Agreement is to be
used without an Opetating  Agreement, the heading on page 1 should be modified  appropristely, and the following references
to the "Opcrating Agreement” showld be deleted or modified appropristely: Section 1.12, Section 7.1, Sccton 9; Section 12.4;
Section 13.1; and Section.13.2,

§E§IIQN_,__1_,_1§-Th’isdeﬁniﬁonvslmuldbeusedonlj(ifoneoflbeopﬁuml } limitstion provisions in Sectlon 4.2 s
employed. The specific months diring  which ‘makeup is fo be Testricted  should be  included, &g, "the tmonths of November,
December, and the following Jannary and February,”

SECTION 2.1 - The parties  should decide whether the basis of bal ing in the Bala g Ares will be in Mch or MMBtus.
OnnoﬂbetwoAncmativusﬁmla(edMUSTbe‘sc!ectedtnavoid’:_mmnomnﬁcckcﬁonﬂ)mAumativol_ap'plis.

SECTION 22 - Since most 8as i now decontrolied, the primary  purpose. of this provision is to provide for separate
application  of thé form. o different pricc calegories in fhe event that price. contols  are imposed in the futwe by
governmental entity.

m-MMmishmw tolimi!Ovamoducﬁmhordermkeepnmﬁomgcﬁnglooi‘nroutof
balance. It should be noted thet this Section will only have en impact if a Paty owns less ten a2 13 working interost in the

Balencing Area, sinccundﬁ'itnpmtyowningnlBimerwtv«‘illbeehﬁﬂed(olakcHOO%,xlB==lOO%.

SECTION 4.1 - Select the number of days' notification that an Undemproduced  Party must give prior to making wp Gas, Also,
indicate the percentage of each Overproduced  Parties' Gas  that Underproduced  Parties will be  allowed to meke up. The
perceritages should be identical

SECTION 42 - The form sefs out two Options for imposing seasonal fimitations on moking up Gas. 1t should be noled that
it is NOT required ihat any seasonal limitation be included. If Option 1 is selected, select the number of months prior to the
Winter Period thet will be wsed o detesmine how mich Gas an Underproduced  Pasty msy meke up during the Winter

Period. This number and the number of monhs in the Winter Pesiod (as defined in Section L16) should add up 1o 12 or
less. i Option 2 is selected, indicate the p tege of an Overproduced Party's Gps that @ Underproduced Porty may make
up during the Winter Perfod. This percentage should be lower than the percentage set out in Section 4.1,

ﬁmo_ﬂ_ﬁ_anmwtthc, _,ofanC'_"Pa'rty‘answiﬁchitshouldbemquimdtomukeavailablefwmaku
Up omce it hes produced all of its share of ultiinately recoverable feserves.  This. pescentage  should be grester  than  the
percentage set out in Section 4.1,

SECTION 62 - Onc of the two Alfernatives  stipulated MUST he selected s the bosis upon which Royalty is to be cafculated
mdpaidinmdntowoidmmomaﬁcelecﬁmwmmmuuﬁwlappliw.

SECTION 73 - One of the two  Altematives stipulated  for payment of mmounts dus under a cesh  scifement MUST be
selected in order to avoid en  eutomstic eleck that Al ive 1 applics. Note that Section 73.1 is optional, nnd nay
ONLY be used with Section 7.3, Altersative 2,

SECTION 74 - One of the two -alternatives  stipulated for deteimining proceeds  reesived by an Overproduced Pary for cash
snﬁcmaupmposumns‘rbesdecwdhxomutowoidmmunmdﬁcelwﬁonlhmmwmnﬁvelapp)is.

mm_m - Before selecting any of these provisions, the Partles should review the relevent gas processing
arrengements for the Ges. Section 7.52, Option 1, contemplates that aff welliead MMBRus of Ovesproduction(will be valued
at the pus pricc per MMBm ived by the Overprod 'Pm‘ty,'withoutregardtowhcthumyoflhagnsmayhavebecu
processed.  Section 7.5, Option 2, on the other hond, would includ any enhanced or impaired  valijes resulting  from
processing in  calculating & valumtion for the Ovemptoduction, Note thet if Section 752, Option 1, is sclected, and residus gas
© be sold on an MMBtu basis, it will be necessary o memsure the number of MWBtus produced at the well (even if the
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A.A.P.L. FORM 610-E - GAS BALANCING AGREEMENT - 1992

perties have elected to balgnce on Mcis), in order to detemnine the tots! value of Overproduction.
_S_m_z,l-&lecuheinmme, lyable for unpaid  owed p to a cash setilement.

SECTION 79 - W the cvent thit the parties anticipate that Overproduction may be subject to a potential refind by an
8ppropriate governmental authority, the Parties may choose this provision,

SECTION 7.)0- If the Partics edopt this provision, sn Ovesproduced Party may meke a cash setilement with Underproduced
Pasties for all or past of outstanding gas imbalances as often 8s once every twenty-four (24) months.

SECTION g - Select the number of days' prior notification required for well tests, as well as.the length of such tests,

SECTION 129 - Select the propril hod  for puting  and reporting  income to the Intemal Revenue Service based
on the "entitlements” or "sales” methods,

SECTION 13 - The puwpose of this Section is to stipulate the rights of Partics in the event that eny Party sells, exchanpes,
transfers or assigns its interest in the Balancing Ares. Section 132 gives the Underproduced Paty an option to demand a
cash settlement if an Overproduced Party sells s interest, and the number of days' notice and response  should be selected fo
implement this procedure,

SECTION 14 - This provision is intended to provide the Pariies an opportunity to modify or supplement any of the Gas
balencing Agreement's provisions.

SECTION 15 - This provision is to be utilized ONLY if the Gas Balancing Agresment is NOT sgreed to contemporaneously
with the execution of an AAPL Form 610 Mode! Form Opemting Agreement or anoiher  sujteble operaling  agreoment. If
the Gas Balancing Agieement  is spreed to coniemporaseously  with eny  such. operating  apeement, Section 15 should be
omitted  Otherwise, the Parlies must determs the appropriate P Be Intorest which must execute the fomn to make it
cffective and the dats by which such interests must executeit.

St = The "IN WITNESS WHERECF® signature end  attestiwitness  elements e ONLY to be utilized
if the Gas Balancing Agreement is NOT ngresd to ‘contemporancously with the execution of an AAPL Fom 610 Mode}
Form  Operating Agreement  or  amoiber  suitabl perating  agr I the Gas Balancing Agreement  is  agreed  to
contemporancously  with  any  such operaling  agreement, the "N WITNESS  WHEREOE signature  and  atiestAwitness
clements  should Se  omitted. Otherwise, these items  should be completed ‘In an appropriste  fashion, and any sppropriate
ameadment niode to the heading of the Gas Balancing A
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NOTE: Instructions For Use of Gas Balancing

1

2 A MUST be reviowed before fi fizing

3 this document,

4

5

6

7 EXHIBIT “E"

8 GAS BALANCING AGREEMENT {("AGREEMENT™)

9 A‘JTACHEDTOANDMADEPARTOFTHATCERTAW

10 OPERATING AGREEMENT DATED . November 1,200

1 BYANDBETWEEN._EA@Q!LCOILC s Operator

12 AND C et al ("OPERATING AGREEMENT™)
13 RELATWG'I‘O‘I‘HE_._MHQQM AREA,
14 Pofk COUNTY/PARISH, STATE OF Texas .
15

16 1. DEFINITIONS

17 The following definitions shall apply to this Agreement;

18 101 "Arm's Length Agreement®  shall mesn any gas sales aprecment with an  wnaffilated purchaser or ony gas sales
19 wgreement  with an affilisted purchiaser  where the sales price and delivery  condifions  under  such agreement  are
20 representotive  of  prices  and delivery:  conditions oxisting under other  similer agreements in the area  between
21 imaffiliated parties at the sams time fhr niatural gas of coniparable quality and quantity.

22 1.02 "Belancing Area™ s!mxlmeun(sdmoug):

23 D%‘Wﬂ#ﬂbjﬁ%‘@m@;-‘, that—pred Gasmpr—is mﬂd—e-dm—aﬁ—eas—pmd.m,_;g_,
24 single—well-—is pleted-—in—two—or—miore 7 Wﬂl&-—-—m}r duoing—interval—from hioh—the-—Gas
25 productien-is-not-cepminglediin-the-wollboreshall be-considased o F well-

26 & all of the acreage and depths subject fo the erating Agreement,

27 n .

28

29

30

31 1.03 "Full Share of Curent Production® shell mean the Percentage Interest of each Party in the Gas actually produced
32 ﬁnmlheBnlanclngAreadm’ngeachmmﬂL

33 1.04 "Gas" shall mean aff hydmcm'bons produced or pioducible from fhe Balancing  Ares, whether from a well  classified
34 as an oil well or gas well by the regulatory ogency having jurisdiction & such matters, which arc or may be made
35 availsble for sale or separate disposition by the. Parties, exclding ofl, comdensste and other  liguids recovered by
36 Geld equipment operated for the Joint eccount. *Ges" does not include gas used in joim optmtions, such as for fuel,
37 recycling or reintiection, or which is vented or tost prior to its safe or delivery from the Balancing Aren.

38 1.05 "Mekeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing Aren in excess of its Full
39 Share of Cutrent Production, whether pursuent to Scotion 3.3 or Section 4, hereof.

40 L06 "Mcf* shall mcan one ihousand cubic fest. A cubic foot of Gas shall mean the vohime of gas contained in one cublc
41 'foﬁlofspmemasimdardpressurebme_andmasmndardlempcmmbuse.

42 107 "MMBf® shall memn ope million British Themel Units. A British Thermel Unit shelt mean the quantity of heet
43 required to reise ene pound ovoirdupois of pwe woter from 585 dogrees Fehretihcit to 595 degrees Fahreabeit at a
44 constant pressure of 14,73 ‘pounds por squnre inch absolute,

45 108 "Opersior® shall mean the individual Or entity designated under the terms of the Opersting Agresment or, in the
46 event this Agreement is ot ployed  in d with an  operating t, the individual or entity
47 designated as the operator of the well(s) located in the Balencing Area,

48 1.02 "Overprodinced  Party™ sholl ‘mean any Party having taken a greater  quantity of Ges from the Baloncing  Area than
49 the Percentage intercst of such Party in thie cumulative quantity of all Gas prodiced from the Balancing Ares.

50 L10 "Ovorproduction” shall mean thie cumulative quentity of Gas takenm by o Pty in excess of it Percentage Interest in
51 the cumilative quantity of all Gas prodi d from the Balancing Arca,

52 L11 "Party” shall wmesn those individusds or  entities subject to  this Agreement, and  their fespective  heirs,  successors,
53 transferees and assigns,

54 L12 "Percentuge Interest™ shall memn the. percentage o decimal inferest of cach Paty in the Gas produced fom the
55 Balanchg,AmpurmmtoﬁteOpeming‘ ing tho Baloncing Area.

56 L.13 "Royalty” shall mean payments on production of Gas from the Balancing Aren 1o aif owners of ruyalties, overriding
57 royalties, production or shmilar i

58 1.14 "Undérproditced Purty” ‘shell menn eny Party having taken a fesser quantity of QGas from the Balancing Area than
59 ﬂ!chnmgalnmmfsnchPanyh!bsmulsﬁvequmﬁtyofallGaspmduoedﬁnmmaBa!mdngAru

11} L15 "Underproduction®  sholl menan the deficiency between  the cumulative quanbity of Gas taken by a Paty and jts
61 Pemﬂhgehlcmsthﬁwmnulaﬁv:qunnﬁtyofﬂlGns, fuced from the Bat, ing Area.

62 +16 EHOptional) “Winter Poriod shall an-the-month(s)-of inone
63 . - vnrﬁ!&m“oémg-eejeamyam.
64 2 BALANCING AREA

65 21 If this Agwement covers more than one Balancing Ares, it shall be- applied as if ‘each Balancing Area were covered

66 by scpardte but identical agreements. ANl balancing hereunder shall be on the basis of Gas faken from the Balancing Area
67 mmh(ﬂlemmcl)mmwmmﬂmms.

68

22lnlhucvantha!allorpanofﬁcﬁasdclivr.mblcﬁomaBa!micingAmaisorbecommsubjcct»loonoormore

69 madmum lewful pricss, sy Gos not subject o price controls shall be considered as moduced fom @ single Balancing Area
70 andGas"snbjecttoendlm'aximmn!nwﬁxl‘pricemegmyshaﬂ beeunsidemdpmducedﬁumasepmnulmciugm

71 3. RIGHT OF PARTIES TOTAKE GAS
72 3.1 Exch Paty desiring to tske Gas will notify the Operator, or cause fhe Opemator 10 be notificd, of the volumes
73 nominated, the name of the transporting pipeline md  the pipeli ber (if" available) and meter Station  relating

74 to such delivery, sufficiently in advance for the Operator, acting with reasongble diligence, to weet aff nomination and other
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‘Tequirements.  Opermtor s authorized fo defiver the volumes so nominated snd confirmed (if confirmation is required) to the

transporting pipeline in dance with the terms of this Agreement.

33 When o Puty fils for sny resson fo take its Full Share of Curont Production (ss such Shere may be reduced by the
right of the other Pasties to meke wp for Underproduction as provided herein), the ofher Parties shall be entitled 10 take sny
Gas which such Party fails 1o ke, To the extent practicable, such Gas shall bo made avaifable initislly to each Underproduced
Party i the proporiion that it Percentage Interest in  fhe Balencing Area bems to the total Percentage Interests of all
Und, duced Partics desifing to toke such Gas, I alf such Ges is not token by the Underproduced Partics, the portion not
taken shall then be made ovaileble to thg other Paties in the proportion thet their respective  Peicentage Inlerests in  the

Hghts, or © mantein ol production, "Maximum  Monthly Availbility" shall mem  the i Bg hly mte of
production at which Gas can be delivered  from the Balmeitig Arca, a3 defermined by the Operator, considering the midmum
efficient well mate for each well within the Balancing  Aren, the maximum allowable(s) set by the appropriate regulatory  agency,
mode of operation, production facility capabilities aiid pipeline préssurcs,

36 In tho cvent thet a Party fails to. jmgke aiEgemeals 0 tke. its Full Share of Current  Production required to be
prodiced o maintsin lenses in effect, fo protect the producing capacity of a well or reservoir, o preserve cormrelative rights, or

4. IN-KIND BALANCING

31 Eﬂ'euivalheﬁrstdayofmyeﬂenduninnlhfﬁllowiﬂgndehst_gbjy_ (.60 )dnys’ prior
written notico 1o the Operstor,. any  Und produced  Party mny begin  taking, in  addition to its Full Share of Cuormrent
Production end any Mukewp Gas taken pursuant o Section 33 of (this Agreement, a share of cument production  determined
by multiplying __finty prreeat (50 95) of the Full Shures of Current Production of all Overproduced Parties by
B faction, the numerator of which js the Percentage  Interest of such Underproduced  Partty and  the denominator of which
is the tofal of the Percentage Interests of alf Underproduced  Parties desiring to  toke Msekesp Gas. In no event will an
Ove:jifoduc.edeybercquiredmpmidenm,lhan seventy-five pereent( 7% 9%) of its Full Share of Current
Production for Makeop Gas. The Operator  will prompitly notify af Overproduced  Parties of the clection of an Undetproduced
Panty to begin teking Makeup Gas,

%MMQ‘MMW* ding-—the-—provisions—of— Secti 4-t—the

B '~'1 of. \t"r C-as__we:: L-., an- Yand, ;: 4 q u...o} .:_.'x.u n.‘- Gt Taricd p G-t SeBﬁBﬂ ‘Ll
shall--not d—th B0 monthly.——amon -‘f“',"-@%—by——sud;—.gam"°";"‘,:‘:v

= oo} hs & distely-preosding th Wintor-Periad.
42 © (Optional - Seasonsi Limitation on Maleup ~ Option 2} Notwithstonding  ihe provisi of Sectlon 4.1, no
Overproduced Party will b required to provide more then . pescent ( %) of its Ful) Share

of Current Production for Mekeup Gas during the Winter Period,

34 i
be- ired—4 mak P 9*'—~Mﬁ"—‘ O it ih A d. £ 4 On % Uind, dirnad . Darts 3
trvailable—for- Wp—Gas—ip D s s —ap—to
2o} oEsuoh O dused-Parvs-Full- Share-af ot Do,
-PEFOORt-fnme ) h-Overp s Full-Sha

5. STATEMENT OF GAS BALANCES

51 The Opersior will maintain appropriste accotnting on a monthly and cumulative basis of the volumes of Gas that esch
Party is entitled to receive and the volumes of Grs actually taken or sold for each Party's account. Within forty-five (45) days
ofer the monhetl fehction, the Operator ‘will fumish a siatement for such month showing (1) coch Partys Foll Shere of
Current  Production, () the tofal volume of Gos actually teken or sold for esch Paity's account, (3) the difference belwoen
the  volume teken by exch Poty and thet Panys Full Share of Cement Production, (4) the Overproduction  or

willbecim'gedmﬂleaccmmtofthcbn:ty&ilinglopmvideﬂwrequinddm
6. PAYMENTS ON PRODUCTION

6.1 Each Paty mkisg Gas sholl pay or cause to be paid all production ond severance tmtes due on all volumes of Gas
actunlly taken by such Party.

623—E—{Alternative—1——Entlifements)Each—Party—shalln to—be JMLM&MMM;&&—WB«
'+ hande> &4 et Eaks




- ol T
e B~ T L NG PYR X ey

R R Y R O P T

A.AP.L.FORM 610-E - GAS BALANCING AGREEMENT - 1992

12
will—be ; to~-tho—Underproduced—Party's—Royalty—ewners—for—purposes—of

Sectien-1.5.

62 (Alternative 2 - Sales) Ench Party shall pay of cause o be paid Royalty duc with respect o Royalty owners o
whomitiswemmmb!cbusedmlhevolumomasachmllymkm for its acoount.

63 In the ovent that my povermmental authority vequires that Royalty payments be made on eny other basis than thn
provided for in this Section 6, each Perty agrees to make such Royalty payments accordingly, commencing on the effective date
roguired by such govemmental authority, and the hod provided for hercliy shall be therehy superseded,

7. CASH SETTLEMENTS

72 Within sixy (60) days efier the notice calling for cash sefflement' wnder Secii 71, the't", will distribite to each
Pmty & Final Gas Sefilement Statement detalling the. quantity of Ovetproduction. ‘owed by ench Overproduced  Party to  each
Underproduced  Party  and identifying the month to which such Overproduction  is  sittributed, pursuant {0 the methodology

set out in Section 7.4.

73 ® (AMeroative 2 - Swttlement Through Operator) Within sixty 60) dsys afier weeipl of the Final Gas Setfement
Statement, cach  Overproduced Paty will send jts cash settlement,  sccompanied by approptiate accounting  detafl, to the
Opermtor. The Operstor will  distribute tho 'monies 50 recoived, along with sy  setilement owed by the Operaior as an
Overproduced Paity, 10 each Undesproduced Party 10 whom  sefilement is .duc ‘within ninety (90) days aRer issumnce of the
Final Gas Settement Statoment. In ths event thet any Oveiproduced Parly fills fo pay eny selement due hereunder, the
Operafor may tim over respongibility for the collection. of such setilement to the Patty to whom it is owed, and the Operator
will have no fiirther responsibility with regard to such sefilement.

#34E3(Opticasl—-For—nse -only—with-—Seet} F:3—Alter oD Settiement—Th ab--Oper FBay—Ppsiy—shall—have
iphien VR, B¥o it atice-—to—al - piher—Narties—iod O Y any SMM
.v L s e " )

~i; a i or—gh hais tE I H—tha
: -—pai H——the

9 3 Puity ATIE VA o W) ARVt L Frinnd -
¥ - ) pay (4 Y e T j: "::{y—at—.m.mg

Yans: 1k RPN ' Wided—foe—Tierat the— Oy 3 3 Party—will 3 16 hedink)
- Hp HE8—P Loy eY—W 112010

to-sush-Underpraduced-Party-forany-s S0-peid-until payiment-is-iotinliy received-by-the-Lind prodused-Pasty.

74 H (Alterpative 1 - Ristorical Sales Basis}) The amount of the cash setflement. will be based on the proceeds
recoived by the  Overproduced Parly under an  Am Length  Agreemient for the Gas  tiken Gom time o fime by the
Overproduced Pary i excess of the Overproduceil Paty's Full Share' of Cument Production, Any Makeup Gss taken by the
Underproduced  Party  prior 1o monelary seitfement hereunder will be applisd to  offset Overprodoction  chronologically in  the
order of accrunl,

FA—E—Alteenative—2
rocbived—by-ttie—Oven 1

Byt Or ? 3. Reatd

oy id 24

St ] Doz 1
4

4 5 .
o . +.
the—DOverproduced by

Balancing-Area: -

.5 (7 | ege{ _calculating the ¢ash etﬂfmem under Section 7.4 will include ali proceeds received for the sale of the
Gas 3"5';3&5 a@\ﬁ#ﬁ’uu 3&‘&%’ oel;ﬂ > '2:‘ .:5% alancing Ares, sfter deducting ‘any production or severnnce taxes paid and eany
Royelty acluslly paid by the Overproduced Paty- to an Underproduced Party’s Royalty owner(s), to the extent soid puyments

treati hering or transp costs-incusred directly in connection with the sale of the Overproduction.

35-1-3-{Optlonal——For—Valvation—Under—Pe of—Praseeds—G

P
ot Frs 3 aadhandladha tiaid baud. hana. 4! 3 aln
transpes; quidhyds o

76 To the extent tho Overproduced  Paity  did not sell aff Overproduction ender sn Arm's Length  Agreement, the cash
scttlement. will be bosed on the weiglned erage  price ived by the Overproduced Porty for any gas sold from the
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Balancing Arca under Amn's Leogth Agreements durlg the months to  which such Overproduction is atiributed. ln the event
that 0o sales under Asm's Length Agreements were made during sny such month, the cash sctilement for soch month will be
based on the spot soles prices published for the applicable geographic area during such month in a mutuslly acceptable  pricing
bulletin,

7.7 Interest compounded at the rate of twelve pereent (12 94) per mnum or the maximum lawfal
rate of interest spplicable to the- Bal ing Ared, whick is less, will accrue for off amounts due under Scetion 7.1 beginning
the fist dsy following the date P is due to Section 7.3. Such interest shall be home by the Operator or any

Ovarproduced  Parly in  the proportion that their respective delays beyond the dendlines st out in Sections 72 and 73
contributed 1o the accrual of the interest.

78 In liew of the cash settlement wequired by Section 7.3, an Overproduced Party may deliver to the Underproduced Party
an offer to sele its Ovaproduction in-kind and of such rates, quantities, timés ond. sources ss moy be egreed upon by the
Underproduced  Poty. If the Parties ere wnsble 1o agice upon the mamer i which such inkind  seitement ges will be
furnished within sixty (50) days ofter the Overproduced Party's offer to setfe in kind, which period may be extended by

- agreement of said Portics, the Overproduced  Party. shall make a cash setffement 23 provided in Section 7.3, The making of en

in-kind sctlement offer under this Section 7.8 will ot delay e accrual of interest on the cosh seitlement should ihe Parties
fail to reach agreement on an in-kind settiement.

M—@MWWD—MMH latlon)~That—portion—of-sny i Hooted—by—en
- tehi Joet—t . o . et "

O duced-—Patv.fai Cua
Y ¥

efter __pinety { 9% } days' prior written notice to the Operator and shalf fast no longer than
- twenty-our .24 ) hours,

9.  OPERATING COSTS

Nothing in this Agrecmedt shall change or affect any Puasty's obligation 10 pay it proportionate share of all costs and
ligbilities incarred in operations on or i commection with the Beloncing Ares, as its share therof is set forb in tho Operaling
Agreement, irrespective of whether any Paty is at any timeg selling wod using Gas or whether such sales or use are in
proportionto its Percentage Interest in the Belancing Arca,

10, LIQUIDS

The Partics shall slisre propostionately in and own sl liquid hydrocarbons recovered. with Ges by field equipment opemted
for the joint account in secordsmoe with their P B 1 in the Balancing Area,
1. AUDIT RIGHTS

Notwithstandi any provisi in this Agreement or my other agreement between the  Parties heteto, and  Rorther

notwithstanding aay termination or cancellation' of this Agreement, for a peried of two (2) yoars from the end of the calendar
year in which any information to be fumished wnder Section 5 or 7 heseof i3 supplied, any Perly shall have the right to sudit
the records of my other Paty regirding  quentity, including  but not  limited 10 informati ding B f

Any Undesproduced Paty shall have the right for a pedod of two @) years from the end of he calendar year in which any
cash seitlement is received pursuant to Section 7 to sudit the records of any Overproduced Party os to all matters conceming
values, including but not Iimited to formation fegerding prices and disposition of Gos fiom the Balancing Aren. Any su

audit shol) be conducted at the expense of the Party or Pariies desiring  such audif, and shall be ducied, after Ll

12.1 As between the Partics, in the event of @y conflict betwoen the provisions of this Agreement ond the provisions of
any gas sajes contrhct, or in the event of any conflict between the provisions of this Agr and the provisions of the
Operating Agreement, the provisions of this Agreement shall govem.

122 Each Party agrees to defend, indemnify and hold hammless all other Parties from mnd against ony and all lisbility for
anyclaizns,whichmnybcmwdbyanyﬁxirdpartywmchnowct‘hmﬂnsmdsinneonuacmureluﬁmshlpvdﬂlsurh

d aad costs din ion therewith,
123 Except as  otherwise provided in  this Agreement, Operstor is authorized to ndminister the provisions of this

connection with the perf of Op 's duties h der, except such as moy cesult from Opcrator's gross negligence o
willful misconduct. Operator shall not be linble: o eny Underproduced Parly for the failore of any Overproduced Party, (other
lhmOpem!or)lopaymmoumsowedmmmtmmetumhmof.

124 This Agreement shall remain in full force and cffect for as fong s the Opemting Agresment. shall remain in force and
effect os to the Balancing Arca, and theresfier untl the Gas accounts between the Parties are sefiled in full, end shall joure (o
the bemefit of and be binding wpon the Parties hereto, and  their respective.  heirs,  successors,  fepal representatives
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and mssigns, if eny. The Parties hereto agree to give notice of the existence of this Agreement to emy successor in interest of
any such Party and to provide that ey such successor shall be boind by this Agreemenit, and shall funther mske any transfer of
any interest subject to the Operating Agreement, or my part thereof, also subject to the tejms of this Agreement.

125 Unless the context clearly indicates otherwise, words wed in the .sioguler include ihe plural, the plural includes the
singular, and the newter gender includes the mesculine and the feminine.

126 In the cvent that any “Optional” provision of this A is not adopted by the Partles to this Agreement by a
lypcd,prinmdwhanﬂwzinmindieaﬁon,sunhpmvisimshaﬂno(fonuapaxtofﬂﬁs‘ t, and no infe shall be
msdaeunwmingmeinwmnfmel’am'esinsuchcvmt.hﬂwcvmtﬂmtmy"’.‘" ive" provision of this Agr is not
sundoplcdbythel’mics,Anmaﬁvclinem':hsuchihsmueeshnllbedmncdmlmvcbeenadoptedbythc?nrﬁuasamult
of eny such omission. In those ceses where it is indicated that an Optional provision may be used only if a specific Aliernative
is sclected: (i) an election to include said Optiosal provision shall notf be cffective unless the Allemative in question is stlected;
and @) the election to inclid said Optiona!  provisi mustbem:pmlyindiwzdhmon,itbeingmdmmodﬂmme
selection of an Allemative either expressly or by default as provided hercin shall not, i and of itsclf, constitute sn election to
include an associated Optional provision,

12.7 This Agretment shall bind the Pariies in accordence with the provisions hereof, mmd nothing herein shall be construed
or intompreted ns creating any rights in sny person or entity not & signatory heretn, or as being a stipulstion in favor of any
such.person or entity.

128 If conteraporaneously with this Apreement becoming  effective, or thereafler, mny Porty requests  that any other Parly

m  gppropris ! d ornoﬁdeof_ﬂlisAgmemcminorﬂcrmgivc third petties notice of record of same and
submits same for cxecution i recordible form, such memomndum or notice shall be duly cxccuted by the Party to which such
request is made and delivered p plly thereafter fo the Party meking. the' riquest. Upon receipt, the Parly meking the reguest
shall cause the memorsndum or notice to be duly recorded in the appropriste real propety or other records affecting  the

129 1n the event Internal Revenuo Serviee regulations. requie a wniform  method  of computing taxable income by all
Parties, cach Paty agrees o compule and report income to the Internal Revenue Service (select one) T3 as if such Party were
taking its ‘Foll Shere of Cument Production during each relevint tax peviod in gccordancs with such regulations, insofar es same
wate to entitlement method tx compuiations; or & based on the quanfity of Gas taken for is sccount in accordance  with
such regulations, insofor as ssme relate to sales method o computations,

13. ASSIGNMENT AND RIGHTS UFON ASSIGNMENT

13.1 Subject to the provisions of Sections 132 (if’ clected) and 13.3 ‘herof, and ‘notwithstanding  enything in this Agreement
or in the Opemting Agreement to the contrary, if any Party nssigns  (including ony sels, exchange or other transfer) any of its
working Iiferest i the ‘Balmcing Ares when .such Porly is an Underproduced or Overproduced  Perty, the essignment or  other

thereafter treat the assignment: sccordingly, and the assipning or transferring  Party shell look solely to its assignee or olber
transferes for any interest In the Gas or monetary payment that such Party may have or fo which it may be entitled, and shall
cause its assignee or other tansferes to assume its obligetions hereiinder.

132 O (Optional - Cash Setlemyent Upon  Assignment) Notwithstanding anything i this Agreement  (including bui  not

interest in 8 Balancing  Area, suth Ovesproduced  Party  shall notify in  wiiting the other working interest owners who -are
Parties hereto in such Bulancing Area of snch fact af feast forty-five ( 45 ) days prior to closing the
tunsaction.  Thereafler, any Underproduced  Paly may  demmd  from  such Overproduced  Paty  in  wriling,  within
fifteen {_ 15 ) days after receipt of the Overproduced Party's notice, n cash settlement ofits
Underproduction  from  the Balaneing Atea The Operstor shall be notified of any such demand and of any cash settfement

pursuant to this Sectlon 13, and the Overproduction and Underproduction  of ‘each Party shall be adjusted accordingly. twAn"?'
settlement pursuant to this Section 13 ghall be peid by the Overproduced Party on or befors the eilier to occur ® ot‘-sfﬂl@g
days after receipt of the Underproduced  Party's demand or (i) at the closing of the transaction in which the Ovemproduced
Party sells, assigns, exchanges or otherwise tansfers its interest In a Bolancing Area on the same basis as otherwise set forth in
Scctions 7.3 through 7.6 hereof, end shall bear intcrest at the rate set forih in Section 7.7 hereof, beginning sixty (60) days
afier the Overproduced Party’s sale, assignment, exchange or transfer of ifs interest in the Balancing Area for any amounts not
paid. Provided, however, if any Underpriduced Party does not so demand. such cash setifement of its Underproduction from the
Balancing  Ares, such Underprodiced Party shall Jook exclusively to ‘the assignes  or other successor i interest of the
Ovorproduced  Party  giving  nofice ki der for the isfiction  of such Undorproduced Perty's Underproduction in  accordance
with the provisions of Section 13.1 hereof,

13.3 The provisions of this Section 13 shall not be applicable in the event any Paily motigages fis interest or disposes of its
interest by merger, reorganization, consolidation or sale of substentinlly all of it assets to a subsiditsy or pareiit compmay, or to
any company inwhichmypmtormbsidiaryofsuchmnyom amq;nrityofﬂ\usiockofsuchcampnny.

14. OTHER PROVISIONS

4.1 ies hereto . 1 . d its eutire interest in ction d / produci In th
S eyt ot Apos et et oo o oy protoionmouty By the e,

e gas bala
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15. COUNTERPARTS
This Agreement may be excculed in  counterparts. each of which when taken with alf other counterparts  shall  constitute
2 binding ag b the Paties hereto; providod—bh g Py —or—Pas ing—a-—P tage—iat in
the-Balaneing-Arn equal-to-or groates-th percent 96 therein-failfs)¢ this
A on-orbefor ‘  diis A shallnet bie-binding upon-ry-Rorty-and shall be-of
iwthes-{orce-and-eTest-
IN WITNESS WHEREOF,m&AmemshnnbectTwﬁveasor the __ st day.of November > 2089 .
ATTEST OR WITNESS: OPERATOR
NADSOILCOLLC.
BY: gnzt/\/‘/z/ M%’
Bruce A. Relchert
Type or print name
Title President
Date Novembers, 2000

Tax ID or §.5. No. 20-0085082

NON-OPERATORS.
' Wleresr Rebbuces i
Type or print name

Date 4] (ﬂ // ¥ / &{ Aﬁ 0/
Tax IDer $.8. No.
BY:
Type or print name
Title
Date
Tax ID or 8.8. No.




