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STATE OF COLORADO )
) 88,
CITY AND COUNTY OF DENVER }

Verified Statement of Maxwell Faijth

In support of the request for Director approval of the Verified Application of Williams Production RMT
Company in Cause No. 527, DOCKET NO. 1009-UP.54, pursuant to Rule 511.b, Maxwell Faith,
Landman of Wiliams Production RMT Company, upon cath, deposes and states as follows:

a. | am currently employed as a Landman of Willems Production RMT Company
{"Williams™). | have been and am presently responsible for and have knowledge of the
tand position related to the Application Lands.

b. Attached as Exhibit A is a copy of my resume prepared by me. Attached as Exhibit Bis a
plat of the application lands, shaded in green, which were prepared by Jacob Frost under
my supervisions and control. | have reviewed this plat, and to the best of my knowledge
and belief, the exhibits are correct and accurate as of the date of this Verified Statement.

c. The attached plat shows the location of the drilling and spacing unit which has been
applied for under a separate application. Williams has drilled two wells, the Federal RG
531-16-397 and the Federal RG 41-16-397, within the drilling unit. They were spud July
8" and July 25 of this year respectively. Williams provided the two other two working
interest owners with ample notice of our plans to drill these wells and necessary
opportunily to participate in the drilling of these wells. A title opinion covering the lease
and draft of an operating agreement were sent on February 2, 2010. A copy of the
proposed operating agreement is attached as Exhibit C. Neither of the two owners
executed this agreement or requested any changes or modifications to the agreement. In
addition, Authorizations for Expenditure (AFE’s) were sent to these two working interest
owners on June 23" 2010. Neither parly responded to these AFE's. A copy of the AFE's
are attached as Exhibit D-1 and D-2. As a result of these working interest owners having
failed to agree to participate in the drilling of these wells, Willlams filed the referenced
request for involuntary pooling of these parties in these two wells as wells as future wells
in the drilling unit.

d. | have not been advised of and am not aware of any protests to this Verified Application.

e. The parties identified on the Exhibit A to the Verifled Application are the partles entitied to
notice under the rules of the COGCC.

AL 7

Maxwel! Faith~” !

Subscribed to and sworn to before me this / 57 day of September, 2010 by Maxwell Faith, Landman of
Williams Production RMT Company.

Notary Public ;_515 Arapahoe Street
Towaer 3, Sulte 1000

Address:
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Exhibit A
Cause No. 527, Docket No. 1009-UP-54

MAXWELL G. FAITH
141 South Emerson Street
Denver, Colorado 80209

(303)579-8223

maxwell.faith@gmail.com

EXPERIENCE
Williams Production RMT Company Denver, CO
Landman December 2007 - Present

Responsible for all land related functions in assigned areas, provide land support to all disciplines of asset
team for annual drilling program, including review of drilling title opinions, perform necessary curative;
preparation and negotiation of joint operating agreements, farmout agreements, acreage trades/swaps with
third parties, negotiation of lease terms and all other typical oil and gas land related agreements.
Interaction with internal dritling operations and planning groups as well as interaction with outside third
patty operators and partners, organize and supervise efforts of outside lease brokers, contract Landmen and
title attorneys.

Strata Oil & Gas Company, LLC Denver, CO
Independent Landman May 2005 - December 2007
Worked in numerous counties in Colorado, New Mexico, Washington and Wyoming performing cursory
and curative title searches. Negotiated and prepared oil and gas leases and surface-use agreements for
mineral and surface owners. Performed due diligence for client acquisitions. Prepared abstracts of title
from county records for drilling title opinions.

Fitzsimmons, LLC Gillette, WY
Independent Landman April 2004 - May 2005
Worked in various counties in Colorado and Wyoming negotiating and preparing oil and gas leases and
surface-use agreements for mineral and surface owners. Conducted research to secure title for leases in
title companies and in county records.

E & G Energy Shelby County, TX

Landman February - March 2004
Worked with lease and right-of-way brokers in Texas, processed title for mineral and property owners with
oil and gas landmen.

Enterprise Leasing Washington, DC
Management Trainee November 2002 - January 2004
Involved in Management Training program focusing an all aspects of @ managerial position. Responsible
for daily operation of car rental branch, including contract underwriting, inside sales to customers and
outside sales to local businesses, marketing to client accounts, and customer service.

EDUCATION

University of Colorado — Denver Denver, CO
Masters of Science — Global Energy Management June 2010
Tulane University New Orleans, LA
Bachelor of Arts in Communications May 2002

Minor in Business

PROFESSIONAL ASSOCIATIONS
American Association of Professional Landmen
Denver Association of Petroleum Landmen
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Exhibit C
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A.AP.L. FORM 610 - 1989
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED
April 1 , 2010,
yeor

OPERATOR  Williams Production Ryan Gulch, LLC

CONTRACT AREA Township 3 South, Range 97 West, 6 P.M.

See. 16: ALL

Sec. 17: WHNEY, Wi, SEVSEY

COUNTY ORPARISHOF _ RIO BLANCO ,STATEOF _COLORADO.

COPYRIGHT 1989 - ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION OF PETROLEUM
LANDMEN, 41060 FOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM.

A.APL NO, 610-1989
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between __ Williams Production Ryan Gulch, LLC
herzinafler designated and referred to as "Operator,” and (ie signatory party or parties other than Opcrator, sometimes
lierenafier refesred to individually a3 “Non-Operator,” and collectively as "Non-Operators.”

WITNESSETH:

WHEREAS, the parties to this agreement are owners of Qil and Gas Leases andfor Oil and Gas Interests in the land
identified in Exhibit "A" and the parties hereto have reached an agreement to explore and develop these Leases andfor OQil
and Gas Interests for the production of Ol and Gas to the extent and a5 hereinafter provided,

NCW, THEREFORE, it is agreed as follows;

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and erms slall have the meanings here aseribed to them:

A. The term "AFE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of
estimating the costs 10 be incurred in conducting an operation hereunder,

B. The term "Completion” or "Complete” shall mean a single operation intended to complete a well as a producer of Ojl
and Gas in one or more Zones, including, but not limited to, the seing of production casing, perforating, well stimulation
and production testing conducted in such operation,

C. The term "Centract Area” shall mean all of the lands, il and Gas Leases and/or Qil and Gas Interests intended to be
developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas
Intercsts are described in Exhibit "A."

D. The term "Decpen” shall mean a single operation whereby a well is drilled to an objective Zone below the deepest
Zone in which the well was previcusly drifled, or below the Dcepest Zone proposed n the associated AFE, whichever is the
lesser.

E. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees {0 join in and pay 1ts share of the
cost of any operation conducted under the provisions of this agzeement,

F. The term "Drilling Unit" shall mean the area fixed for the dniling of one well by order or rule of any stale or federal
body having suthocity. If 2 Drilling Unit is not fixed by any such rule o ordes, a Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contrect Area untess fixed by express agreement of the Drilling Partics.

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

i..l' h hcc tl%rr?ln L t&al_ o?ll;;lﬂ’B&qu'ansﬂsflwgéggqgtrf\geho?r? d&ﬂllgﬂ bﬁg cl aﬁ.gleasl m;ca}?lgés ]Hz?\)’el,d%gr% G‘}‘.{ggkar\:’ lé?:aeration as
provided in Aricle V1.B.2.

J. The terms “Non-Drilling Party" and "Non-Consenting Party* shall mean a party who elects not to participate in a
proposed operation,

K The tesm "Oil and Gas" shall mean oil, gas, casinghead ges, gas condensate, andfor all other liqud or gaseous
hydrocarbons and other marketable substantes produced therewith, unless an intent to limit the mclusiveness of this term is
specifically stated.

L. The term "Oul and Gas Interests” or "Interests” shall mean unleased fee and mineral interests in Oil and Gas n tracts
of land lying within the Contract Area which are owned by partics to this agreement

M The terms "Oil and Gas Lease,” "Lease” and "Leasehold’ shall mean the oil and pas leases or interests theren
covering tracts of land lying within the Contract Area which are owned by the parties Lo this agreement,

N. The term "Piug Back” shall mean a single operation whereby a deeper Zone 15 2bandoned in order to attempt a
Completion in a shallower Zone,

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

P. The term "Rework" shall mean an operation conducted in (he wellbore of a well afier 1t 18 Comploted to securs,
restore, or improve production in a Zone which is cuzrently open to production in the wellbore, Such operations include, but
are not timited to, well stmulation operations but exclude any rouline repair or maintenance work or drilling, Sidetracking,
Deepening, Completing, Recompleting, or Plugging Back of a well,

Q. The term "Sidetrack” shall mean the directional control and intentional deviehion of a well from vertical so as to
change the bottom hole location unless deme to straighten the hole or drilb around junk n the hole to overcome other
mechanical difficulties

R. The term "Zone" shall mean a stratum of carth containing or thought to ¢onlain a common accumulation of Qil and
Gas separately producible from any other common accumulation of Qil and Gas,

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person” includes
natural and artificial persens, the plural includes the singular, and any gender includes the masculine, fermmnc, and neuter.

ARTICLE II,
EXHIBITS
The following exhibits, as indicated below and attached hereto, are ncorperated in and made a part hereof:
X A Exhibit "A," shall include the following information:
{1) Description of lands subject to this agreement,
{2} Restrictions, if any, as to depths, formations, or substances,
(3} Parties to agreement with addresses and telephone numbers for notice purposes and fax numbers,
(4} Percentages or fractional interests of parties to this agreement,
(5) Ol and Gas Leases andfor Ol and Gas Interests subject 1o this agrecment,
(6) Burdens on production.
X___ C. Exhubil "C" Accounting Procedure.
__ X D. Exhibit"D," Insurance
__X___ E. Exibit"E," Gas Balancing Apreement.
X F. Exhibit"F," Non-Discrimination and Certification of Non-Scgregated Facilities.

X . Other;_ Notice of Licn and Morigage - Financing Statement

-1-
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If any provision of any exlubit, cxeept Exhibats "E," “F* and “G," is inconsistent with any provision contained n
the body of this agreement, the provisions in the body of this agreement shall prevail,
ARTICLE ILL,
INTERESTS OF PARTIES
A. Oil and Gas Interests:
H-any-party—owns—an—0il-and—Gas—Intorest—in—he-Gontrast—Aron—that-intersst-shall-bo-treated—for—atl-purpeses—of-this

3 —d tha-t ! o as i fdtavare. d-bv—the—farm—oai-Oi-and—Gas—I-gaca hed—herclo- Exhibit—RB"
15 ard I Y 5 f AW

and-the-owner-thercofshall- be-deemed-o-own-beth-rayalty-interest-in-suci-ease-andHhe-interost-of the-lesseatheraunder
B. Interests of Parties in Costs and Production:

Unless ¢hanged by other provisions, all costs and labilities incurred in operations under this agreement shall be bome
and paid, and all cquipment and materials acquired in operations on the Contract Area shall be owncd, by 1he partes as ther
interests are set forth w Extubit "A." In the same manner, the parties shall also own all preduction of Qil and Gas from the
Contract Aren subject, however, to the payment of royalties and other burdens on production as described hereafter,

Regardless of which party has contributed any Qil and Gas Lease or Oil and Gas Tnterest on which royalty or other
burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or dehver, or
cts hon t St\ﬁi . IC[? 1) act]ﬁmr:a up to, but n?t m excess of,
Ghd shall indzmnnaly, ree from any liability thercfor,
Except as otherwise expressly provided in this agreement, if any party has contributed hereto amy Lease or Interest which is
burdencd with any royalty, overriding reyalty, production payment or other burden on production in ¢xcess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend
and hold the other parties herelo harmless from any and all claims atiribulable to such excess burden. However, so long as
the Dnilling Unit for the productive Zone(s) is identical with the Contract Area, cach parly shall pay or deliver, or cause o
be paid or delivered, &ll burdens on production from the Contract Area due under the terms of the Oul and Gas Lease(s)
which such party has contnbuted to this agreement, and shall indemnify, defend and held the other parties free from any
liabality therefor.

No parly shall ever be responsible, on a price basis higher than the price received by such pary, to any other party's
lesser or royally owner, and if such other party's lessor or royalty owner should demand and receve settlement on a higher
price basis, the party contributing the affected Lease shafl bear (he additional reyalty burden attribnable w such higher price.

Mothing contamned in this Article 111.B. shall be deemed an assignment or cross-assignment of interests covered herchy,
and in the event two or more partics contribute to (his agresment jointly owned Leases, the parhes' undivided interests in
said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement,

C. Subscquently Created Interests:

If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production piven as security
for the payment of meney, or if, after the date of this apgreement, any parly creates an overriding royally, production
payment, net profits interest, assignment of production or other burden payable out of production atiributable 1o its working
interest hereunder, such burden shall be deemed a "Subsequenity Created Interest®  Further, if any party has contnibuted
heteto a Lease or Interest burdensd with an cverriding royalty, preduction payment, net profits interests, or other burden
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A," such
burden also shall be deemed a Subseguently Created Intercst to the extent such burden causes the burdens on such parly's
Lease or Interest to exceed the amount stipulated in Ariicle 11LB, above,

The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Parly") shalf assume and
alone Bear, pay and dischargt the Subsequently Created Interest and shall indemmify, defend and hold harmmless the other
partiss from and aganst any liabality therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, ali provisions of Aricle VILB, shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable against the working interest of the Burdered Parly, 1 the Burdened Parly is required
under this agreement to assign or relinquish to any other party, or parties, all or a portion of its working interest and/or the
production attributable thereto, said other parly, or parties, shall receive said assipnment andor preduction free and clear of
said Subsequently Created Interest, and ihe Burdened Party shall indemnify, defend and hold hammless said other party, or
paties, from any and all claims and demands for payment asseRt[vglbl%i\Etf{; of the Subsequently Created Interest.

TITLES
A. Title Examination:

Title examination may be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority 1n mnterest of 1hr§:, Dril’lit?1 artiestso TS u%st or dO erator, siobelismértéallg examination shall be made on the cntire
Dolling Unit, or mg?‘u%l! 0 qufgigal 2]&“ az,—eﬂf .Pll‘lﬁ: o’f)m?onn will include the owncrship of the working
interest, minerals, royalty, overriding royally and production payments under the apphcable Lenses,  Each party contributing
Lcases andfor Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shafl furnish to Operator
alf abstracts (including federal lease status reports), utle opmons, ttle papers and curative material in its possession free of
charge.  All such information not in the possession of or made mvailable to Operator by the pariies, but necessary for the
cxamination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by outside attomeys. Copies of all title opinions shell be furmished to each Drilling Party. Costs incurred by Operator m
procusing absiracls, fees paid ouiside atterncys for title cxamination (including preliminary, supplemental, shut-in royalty
opinions and division order title opinions) and other dircet charges as provided in Exhibit "C" shall be bomne by the Drilling
Parties in the proportion that the interest of each Drilling Party bears to the total interest of all Driling Parties as such
interests appear in Exhibit “A." Operator shall make no charge for services rendered by its staft altorneys or other personnel
in the performance of the above functions,

Each parly shall be responsible for secusring curative matter and pooling amendments or agreements required n
connection with Leases or il and Gas Interests contributed by such party. Operator shall be responsible for the preparation
and recording of pooling designations or declarations and communitization agreements as well as the conduct of heanngs
before governmental agencies for the securing of spacing or pooling orders or any other orders necessary or appropriaie 1o
the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf at such hearings
Costs ncurred by Operator, ncluding fees paid 10 outside atterneys, winch are associated with hearings before governmental
agencies, and which costs are necessary and proper for the ectvities contemplated under this agreement, shall be direct
charges to the joint account and shall not be covered by the administrative overhead charges as provided in Exhibit *C."

-2



[-- IR - VR R

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

Operator shall make no charge for services rendered by its staff attomeys or other personnel in the performance of the above
functions

Np well shall be dnlled on the Contract Area until after (1) the title te the Drillsite or Drilling Unit, (f appropriats, has
been examined 2§ above provided, and (2) the title has been approved by the examining attomey or title has been accepted by
alk of the Drilling Parties in such well,

B. Loss or Failure of Title:

1. Failure of Titte: Should any Oil and Gas Interest or Ol and Gas Lease be lost through failure of title, which results in 2
reduction of interest from that shown on Exhibit "A)" the parly credited with conlcibuting the affected Lease or Interost
(including, if applicable, & successor in interest to such party) shall have nincty (30) days from final determination of title
failure to 2equite a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject
o Articlke VIILB., and failing to do so, this agrecment, nevertheless, shall continue 1 force as to all remaming Oil and Gas
Leases and [nterests; and,

(a) The party credited with contributing the Ou and Gas Lease or Interest affected by the title failure (including, if
applicable, a successor in interest to such parly) shall bear alone the entire loss and it shall not be entitled to recover from
Operator or the other parties any development or cperatng costs which it may have previously paid or incurred, but there
shall be no additional liabiliy on its part to the other parties hereto by reason of such Gile failure;

(6) There shalt be no retroactive adjustment of expenses incurred or revenues received from the operation of the
Lease or Interest which has failed, but the interests of the parties contamned on Exhibit "A" shall be revised on an acreage
basis, as of the time 1t is determined finally that title failure has occurred, so that the interest of the party whose Lease or
Interest is affected by the title failure will thereatier be reduced in the Contract Area by the amount of the Lease or Interest failed,

(c} If the proportionate interest of the other parties hereto in any producing well previcusly drilled on the Contract
Area 15 increased by reason of the fitle failure, the party who bore the costs incurred in comneetion with such well attnbutable
to the Lease or Inferest which has faled shall receive the proceeds attributable to the mcrease in such interest (less costs and
burdens attributable thereto) untl it has been reimbursed for unrecovered costs paid by 1t in conncction wih such well
attributable to such failed Lease or Interest;

(d) Should any person not a pariy to this agreement, who is determined to be the owner of any Lease or Interest
which has failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid
to the party or parties who bore the costs which are 5o refunded;

(¢} Any liability to account to 4 person not a party to tlus agreement for prior production of Oil and Gas which arises
by reason of title failure shall be bome severally by cach pacty (including a predecessor to a cument party) who received
production for which such accounling is required based on the amount of such production seeeived, and cach such parly shalt
severally indemnify, defend and hold harmless all other parties heecto for any such lisbility 1o account;

(f) Mo charge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest herelo elects to defend its tle
it shalk bear alt expenses in conneclion therewath; and

(g} If any party is given credit on Exhibit "A* to a Lease or Interest which is limited solely to ownership of an
interest in the wellbore of any well or weils and the production therefrom, suclh party's absence of interest in the remainder
of the Contract Area shall be considered a Failure of Title as to such remaining Conteact Arca unless that absence of interest
is reflected on Exhibit "A "

2. Less by Non-Payment ¢r Erconeons Payment of Amount Dye: If, through mistake or aversight, any rental, shut-in well
payment, minimum royalty or royalty payment, or other payment necessary to mantain all or & portion of an Qil and Gas
Lease or interest is not pald or is crroneously paid, snd as a result a Lease or Interest terminates, there shall be no monctary
liability against the pady who failed 1o make such payment. Unless the parly who failed to meke the required payment
securcs a new Lease or Inderest covering the same interest wishin ninety (90) days from the discovery of the failure to make
proper payment, which acquisition will not be subject to Article VIILB., the inferests of the parties reflected on Exhibit "A"
shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the party
who faled 1o make proper payment will no longer be credited with on interest in the Contract Area on account of ownership
of the Lease or Interest which has terminated If the party who failed to make the required payment shall not have been fully
reimbursed, st the time of the loss, from the proceeds of the sale of Oil and Gas atributable to the lost Lease or Interest,
caleulated on an acreage basis, for the devclopment and operating costs previously paid on account of such Lease or Interest,
it shall be reimbursed for unrecovered aclual costs previously paid by it (but not for its share of the cost of any dry hole
previcusly drilled or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease
burdens chargeable hereunder to the person who faled fo make payment, previously accrued 1o the eredit of the lost Lease or
Interest, on an acrcage basis, up to the amount of unrecovered costs;

(b Proceeds of il and Gas, less operating expenses and lease burdens chargeable hereunder 1o the person who failed
to make payment, up to the amount of unrecovered costs atinbutable to that portion of Oil and Gas thereafter produced and
marketed {excluding production from any wells thereafier drilled) which, in the absence of such Lease or Interest termination,
would be attributable to the lost Lease or Inferest on an acreage basis and which as a result of such Lease or Interest
termination is credited to other parties, the procceds of seid portion of the Qil and Gas to be contributed by the other parties
in proportion 1o their respective interests refiected on Exhibit "A”; and,

(c) Any monies, up to the amount of unrecovered ¢osts, that may be paid by any party who is, or becomes, the owner
of the Lease or Interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement,

3 Othopfossec AN {Leases—or sommitied—to-this—agreement—other-than—these—set—Forth—in—Articles
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4. Cuning Title: In the event of a Failure of Title under Aricle 1V B.1. or a loss of tiflc under Anticle IV.B.2. above, any
Lease or Interest acquired by any parly hereto {other than the parly whose interest has failed or was lost) dvring the nincty
(90} day pericd provided by Arucle IV B.1. and Asticle IV.B2 above covering all or a portion of the intcrest that has failed
or was lost shall be offered at cost to the party whose interest hes failed or was lost, and the provisions of Article VIIB
shall not apply (0 such acquisition,

w3
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ARTICLE Y.
OPERATOR
A, Designation and Responsibilitics of Operator:

Williams Production Ryan Guleh, LEC shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of all operations on the Contract Arca as permiited and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or dircction of the Non-Operators except ps to the type of operation to be undertaken in accordance
with the clection procedures contained in this ag Operator shalf not be deemed, or hold itself out as, the agent of the
Non-Operalors with authority to bind them to any obligation or lability assumed or ncurred by Operater as to eny third
party.  Operator shall conduct its activities under this agreement 23 a reasonable prudent operator, ik 2 good and workmanlike
manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with apphicable law and
regulation, but in no event shall it have any liability as Operator to the other parties for [osses sustained or liabilities incureed
extept sucl as may result from gross negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Qperator; Operator may resign at any time by giving written notice thereof to Non-Operators,
If Operator terminates ils legal existence, no lenger owns an interest hereunder in the Contract Area, or 15 ne longer capable of
serving as Operator, Operator shall be deemed to have resigned withont any action by Non-Operators, except the selection of a
successor, Qperater may be removed only for good cause by the affirmative vote of Mon-Operators owning a majeniy interest
based on ownership as shawn on Exhibit "A" remamning afier excluding the voting intetest of Operator; such vote shall not be
deemed effective until a written notice has been delivered o the Operator by a Non-Operator detailing the alleged default and
Opcrator has failed to cure the default within thirty (30) days from its receipt of the noticc er, if the default concerns an
aperation then being conducted, within forty-eight {48} hours of jts receipt of the notice, For purposes hereof, "good cause” shall
mean not only gross negligence or willful misconduct but also the material breach of ¢r inabitity {0 meet the standards of
operaticn contaned m Article XV1.A, or material failure of inability to perform 1ts ebligations under this agreement,

Subject to Article VILD.1,, such resignation or removal shall not become cffective until 7:00 o'clock AM. on the first
day of the calendar month following the expiration of mncty (90) days afier the giving of notice of resiznation by Operator
or action by the Non-Opcrators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an carher date, Operator, after effective date of resignation or removat, shall be bound by the terms hereof 25 a
Non-Operator. A change of a corporate name or structure of Operater or transfer of Operator's inlerest to any single

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

2. Selection of Suceessor Operator: Upen the resignation or removal of Operator under any provision of this agreement, a
suceessor Operater shall be selected by the parlies, The successor Operator shall be sclected from the paries owning an
interest in the Coniract Arca at the time such successor Operator is selected, The successor Operater shalt be sclected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A”
provided, however, if an Qperator which has bgen removed or is deemed to have resigned fails  vote or votes only to
suceeed itself, the successor Operator shall be selected by the affimative vote of the party or parlies owning a majority
interest based on cwnership as shown on Exhibit "A" remaimng after excluding the voting interest of the Operator that was
removed or resigned ** The former Cperater shall promptly deliver to the successer Operator all records and data relaung to
the operations conducted by the former Operator to the extent such tecords and data are not slready in the possession of the
successor operator.  Any cost of obtaning or copying the fermer Operntor's records and data shall be charged to the joint

account. ** It ig expressly understood and agreed that, § t the Opgrator conveys al] of its interest in the Contract Area, the
party that acqufrcsgucsh ﬁﬂcrest s]uﬁt'bc cntﬁ]l'es to vafelgvmfl v;trlintnrcstp(%r any p:lrlj’),("mc]utfilnté ':'tself',: Rslgucccssor perator.’

3. Effect of Bankmaptey: If Operator becomes insolvent, bankrupt or is placed in recervership, it shall be deemed %o have
resigned without any action by Non-Cperators, except the selection of a successor. I a peution for relicf under the federal
banknipley laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptey court, all
Non-Operators and Operater shall comprise an intenim qperating committee to serve until Operator has elecled to reject or
assume this agreement pussuamt to the Bankrupicy Code, snd an election to reject this agreement by Operator as a debtor in
possession, or by a trustee in bankmiptey, shall be deemed a resignation as Operator withoul any aclion by Non-Optrators,
except the selection of a successor. During the period of time the operating commitice controls operations, all actions shall
require the epproval of two {2) or more parties owning a 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 commuttee controls
operations, a third party acceptable to Operator, Non-Operator snd the federal bankruptey court shall be sclected as a
member of the operating committee, and afl actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A."

C. Employees and Contractors:

The number of employees or contractors used by Operator jn conducling operations hersunder, their selection, and the
hours of labor and the compensation for services performed shall be determined Operator, and all such employces or
contractors shall be the employees or contractors of Operater,

D. Rights and Duties of Operator:

1. Compelitive Rates and Use of Affiliates: All wells dnlled on the Contract Area shall be drilled on a competitive
contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in
the drilling of wells, but its charges therefore shall not exceed the prevailing rates in the area and the rale of such charges
shall be agreed wpon by the paries in wriling before dnlling operations arc commenced, and such work shall be performed by
Operator under the same terms and conditions as are customary and usual in the area in contracts of independent coniractors
who are doing work of a similar nature. Al work performed or materials supplied by affiliates or refated parties of Operator
shall be performed or supplied at competitive rates, pursuant to written agreement, and 1n accordance with customs and
standards prevailing in the industry.

2 Discharge of Joint Account Qblgatjons; Except as herein otherwise specifically provided, Operator shall premptly pay
and discharge expenses incured in the development and operation of the Contract Arez pursuant te this agreement and shall
charge cech of the partics hereto with their respective proportionate shares upen (he cxpense basis provided in Exhubit "C."
Operator shall keep an accurate record of the joint account hereunder, showing expenses incumed and charges and credils
made and received, }

3. Protection from Liens: Operater shalk pay, or ceuse to be paid, as end when they become due and payable, all accounts
of contractors and suppliers and wages and salaries for services rendercd or performed, and for materials supplied en, to or in
respect of the Contract Area or eny operations for the joint account thereof, end shall kecp the Contract Arca free from

4.
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liens and cncumbrances resulting therefrom except for those resulting from a bona fide dispute as 1o services rendered or
materials supplied,

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or paid to the Operator, cither for the conduct of operations hereunder or as a result of the sale of production from the
Coniract Ares, and such funds shall remain the funds of the Non-Operators en whose account they are advanced or pard until
used for their intended purpose or otherwise delivered to the Non-Operaters or epplied toward the payment of debis as
provided in Article YiLB, Nething in this paragraph shall be construed to establish a fiduciary relationship between Operator
and Non-Operators for any purpose other than to account for Non-Cperator funds as hergin specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Won-Operators unless the
partics otherwise specifically agree,

5. Access tg Contract Area and Records; Operator shall, except as otherwise provided herein, permit each Non-Cperator
or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all rcasonable umes to
all cperations of every kind and character being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, meluding Operator's bocks 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 peclogic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged fo the joint account. Operator will fumish to each Non-Operator upon request copies of any
and all reports and information obtained by Operater in conncction with production and related items, including, without
Iimitation, meter and chart reports, production purchaser statements, run tickets and monthly gavpe reperts, but excluding
purchase contracts and pricing information to the extent not applicable to the preduction of the Non-Operator sceking he
information,  Any audit of Operator's records refating 1¢ amounts expended and the appropriatensss of such expenditures
shall be conducted in accerdance with the audit protocol specified in Exhibit *C."

6. Filing and Fumishing Governmental Reports: Operator will file, and upon wniten request prompily fumish copics to
cach requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having junsdiction over operations hereunder,
Each Non-QOperator shall provide to Operater on a timely basis all information necessary to Operator to make such filings.

7. Drilling and Testing Operationg: The following provisions shall apply to each well dulled hercunder, including but not
Timited to the Initial Well:

{a) Operator will promptly advise Non-Gperators of the date on which the well 15 spudded, or the date on which
drilling operations are commenced.

{b) Operator will send to Non-Operators such repoxts, test results and notices regarding the progress of operations on the well
as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, / completion reports,~and well logs, /.

{o)-Operator—shali-adequately—iest-al-Zones d-whish-may bly-be-exposied-te-be-eapable-of-pradusing
Qil-end—Gas—in—paying—quantities—as—a—result—of-examination-of-1ho—elecirio~log: y=0ther—logs-or-cores—or1ests ducted
Bereurnder:

8. Cost Estimptes: Upon—request-of-any-&i ting-Rarty; Operator shall furnish estimates of current and cumulative costs
incurred for the jomnt account at reasenable intervals / during the conduct of any operation p fo this agl t
Operator shall not be held liable for errors in such estimates so long as the estimates are made 1n good faith,

9. Insurance: At all times while operations are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self
msurer for hability under said compensation faws in which event the only charge that shall be made to the joint account shail
be as provided in Exhbit "C." Operator shall also carmy or provide insurance for the benefit of the joint account of the partics
as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require ail contractors cngaged in work on
or for the Contract Arca to comply with the workers compensation law of the state where the operations are being conducted
and te maintain such other insurance as Operater may require

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

ARTICLE V1.
DRILLING AND DEVELOPMENT
A. Initial Well:.
Inial Cnorbeforethe __31*  dayof _ December 2010 , Operator shall commence operations for the drilling of the

Well at the follewing location:  Town h, Range 97West, §* B.M
¢l

With a surface location at 1276" FNL, 1467' FEL in the NWWNEY of Sectien 16, TAS,ROTW,
and shall thereafter continue the drilling of the well with due diligence to

2 bottom hole location at 1331° FNL, 2018" FEL in the NEXNEY: of Section 16, 38, 97W
drilled 10 a total depth of 12,360 feet; inte the Sego Fermation,

The-deili Fthafnitial Wall ond th, igination—thersin-bv—all-parties—is-abl bieci—to—Artiole—V 1Ol —ac stigtnati
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B. Subsequent Operations:

I.  Proposed Qperauons; If any party hereto should desire to drill any well on the Contract Area, or
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no longer capable of
producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give written
notice of the proposed operation to the pattics who have not otherwise relinquished their interest in such objective Zone
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under this agreement and to all other parties in the case of a proposal for Sidetracking or Deepening, specifying the work to be
performed, the location, proposed depth, objective Zone and the estimated cost of the operauon. The parties to whom such a
netice is delivered shall have thirty (30) days after receipt of the notice within which to notify the party proposing to do the work
whether they elect to participate in the cost of the propesed operation, fa”s 1?11 i ri!(l)i;l riﬁlis on location, notice of a proposal 1o
Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telep Onc,l} #nd The response period shall be limited to forty-
sight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice 15 delrvered to reply
within the period above fixed shall constitute an clection by that party not 1o participate in the cost of the proposed operation.
Any proposal by a party 10 conduct an operation conflicting with the operation initially proposed shall be delivered 10 all parties
within the time and in the marmer provided in Artiele VLB.6. See Article XVEC.

If all parties to whom such notice is delivered elect to parlicipate in such a proposed operation, the parties shall be
contractually commulted to parficipatc in proyided such operations arc commenced within the ume perjod bereafter set
forth, and Operater gﬂ:ll:“‘;%%a&f%ﬂ?@? e e ﬁ(l:r—e*pwaﬁen of nﬁ%&?&?&ﬂ lf S&Mﬁiﬂm&aﬁ%{'ﬂ%
premptly 28 practicable after the expiration of the forty-eight (48) hour penied when 2 dnlling rig is on location, as the case
may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and cxpense of
the parlies pacticipating thereing provided, however, said commencement date may be extended vpon written nolice of same
by Operator to the other parties, for a peried of up to thirty (30) additional days if, in the sole opinion of Operator, such
additional time is repsonably necessary to obtain permats from governmental authoritics, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete tille examination or curative matter required for fitle approval or
acceptance.  If the actual operation has not been commenced within the time provided {including amy extension thereof as
specifically permutted herein or in the force majeure provisions of Asticle XI) and if any party hereto stll desires 10 conduct
said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior

proposal had been made. Those—paries—thn—did—not-partcipate—in—tho—drlhng—efa—woll-for—which—a—propesalte—Despon—or
2:1dat Jo—is. de—h d k‘ll'f hl‘-c'-dn' 1, P "F |k.rr JI'\P & Sid "n 1 ',
reimburse—the—DrllingRarios—r—aeserdanse—with—Article - B-4—n—the—ovent—ef o Docpaiing—eperaien—and—in—ascordance
with-ArticlaMIR.5 -intha-avant-afa-Sid J,

2. Onerations by Less Than All Parties:

() Determination of Participation, [f any party 1 whom such notice is delivered as provided in Article VLB.1. or
VIC1, (Option Ne. 2) elects not to participate in the proposed operation, them, in order to be cntitied to the benefils of this
Article, the party or parties giving the notice end such other parties as shall elect to participate in, the operation shall, no
e e TSt St e e o 5 6 e
expiration of the fosty-cight (48) hour period when a drilling ng is on location, a5 the case may be) actually commence the
proposed operation and complete it with duc diligence. Operator shall perform all work for the account of e Consenting
Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party,
the Consenting Partics shall cither: (3} request Operator to perform the work required by such proposed operation for the
account of the Consenting Parties, or {1i) designate one of the Consenting Paruies as Operator to perform such work  The
rights and dutics granted to and imposed upon the Operator under this agreement are granted to and imposed upen the party
designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when
cenducting operations on the Contract Arca pursuant to this Arucle VIB.2,, shall comply with all terms and conditions of this
agreement

If less than all partics approve any proposed operation, the proposing party, immediately after the expiration of the
applicable notice period, shall advise all Parties of the total interest of the partics approving such operation and its
recommendation as 1o whether the Consenting Partics should proceed with the operation as propesed  Each Consenting Party,
wilhin.f‘orty-cight (4.8) hmfrs (excl.usi':rc'of Satu'rda?', Sunday, oa}_li'ldinl:'gia;l e?gﬁ:gﬁ)lsﬁg%fflélmgv oo suczil‘gi nol ";f, ;sitsall advise ll_w
proposing party of Its desire to (i) limit participation to such pidy's } ipiegest as shown on %x ﬁ{%? s\l or (f" carry only ils
roportionate l{:an: (deterrmined by dividing such party's inlel’estplxrl ptgceg ?éé"w‘é%’:‘-m by the interests of all Consenting Parties in
E{ggf ’é««?&ﬁéﬁ&’hﬂ) of Non-Consenting Parties' interests, or {if) camy its proportionate part (determined as provided n (1)} of
Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non-Consenting Parties'
interests that any Consenting Parly did not clect to take. Any interest of Mon-Consenting Parties that i3 not carried by a
Consenting Party shall be deemed to be carricd by the party proposing the operation 1f such party does not withdraw its
proposal. Failure to advise the proposing party within the time required shall be deemed an election under (i} In the cvent a
drilling rig is on location, notice may be givéen by telephone, and the time permitted for such a response shall not exceed a
total of forty-cight (48) hovrs (exclusive of Saturday, Sunday and legal holidays). The proposing parly, at its election, may
withdraw such proposal if there is less than 100% participation and shall notify ali parties of such decision within ten {10)
days, or within twenty-four (24) hours if a drilling rig is oa location, following expiration of the applicable response period.
1f 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Partics
of their proportionate interests in the operation and the party serving as Operater shall commence such cperation within the
period provided in Article VI B.1., subject to the same extension right as provided therem,

(® Relinquishment of Interest for Non-Participation, The entire cost and risk of conducting such operations shall be
borne by the Consenting Parfies in the proportions they have elected to bear same under the terms of the preceding
paragraph  Consenting Porties shall keep the leasthold estates involved i such operations free and clear of all liens and
encumbrances of every kind created by or ansing from the operations of the Consenting Parties  If such en operation resulls
in a dry hele, then subject to Articles VIB.6, and VIE3, the Consenting Panties shall plug and abandon the welt and restore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties that
participated in the dnilhing, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate
shares of the cost of plugging and abandening the wetl and restoring the surface location insofar only as those cosis were not
wncreased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, Deepened,
Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil andor Gas in
paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the
well shall then be tumed over to Operator (if the Operator did not condact the operation} and shall be operated by it at the
expense and for the account of the Consenting Partis.  Upen cemmencement of operations for the drilling, Reworking,
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting  Parlies 10 accordance with the
provisions of this Asticle, each Nen-Consenting Parly shall be deemed to have relinquished to Consenting Partics, and the
Consenting Parties shell own and be entitled to receive, in proportion to their respective interests, all of such Non-
Consenting Party's interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking,

_6-
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Deepening, Recompleting or Plugging Back, or a Completion pursuant fo Asticle VI.C.l. Option No. 2, all of such Nen-
Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Pacty did not elect
lo participate. Such relinquishment shall be cffective until the proceeds of the sale of such share, calculated at the well, or
market value thereof if' such share is not sold (afler deducting applicable ad valorem, production, Severance, and excise taxes,
royalty, ovemiding royalty and other interests not excepted by Article INLC. payable out of or measured by the production
from such well accruing with respeet to such interest umil it eeverts), shall equal the total of the following;

(100 % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellheed connections (including but not limited to stock tanks, separalors, treaters, pumping equipment and
piping), plus 100% of ¢ach such Non-Conscnting Party's share of the cost of operation of the well commencing with first
production and continuing until cach such Non-Consenting Party's relinquished interest shall revert 1o it under other
provisicns of tus Artucle, it being agreed that cach Non-Consenting Party’s share of such costs and equipment will be that
interest which would have been chargeable to such Non-Consenting Party had it pariicipated in the well from the beginning
of the eperations; and

() _300 % of (a) that pomtion of the costs and ecxpenses of drilling, Reworking, Sidetracking, Deepening,
Plagging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIIIC,
and of (b) that pertion of the cost of newly acquired equipment in the well (to and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated therein.

Notwithstanding anything to the centrary in this Article VIB, if the well does not reach the decpest cbjective Zone
described i the notice proposing the well for reasons other than the encountering of pranite or practically impenetrable
substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted for an alternative proposal under Article VIB.S. to dnll the well 10 a
shallower Zone than the deepest objective Zome proposed in the notice under which the well was drilled, and cach such Non-
Conscnting Party shall have the option 10 participate in the initial proposed Completion of the well by paying its share of the
cost of driling the well to its nctual depth, cpleulated in the manner provided m Article VEB.4, (a). If any such Non-
Consenting Party does not clect to participate in the first Completion proposed for such well, the relinquishment provisions
of this Article YL.B.2, (b) shall apply to such party's intercst.

(¢) Rewerking, Recompleting or Pjugging Back, An election not to paricipate m the dnlling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party's recoupment amcunt.  Similarly, an election not to
participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking
operation proposed in such a well, or portion thercof, to which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Parties of he Non-Consenting Party's recoupment amount  Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties _ 300 % of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is
proposed duting such recoupment pesiod, the provisions of this Article VLB, shall be applicable as between said Consenting
Parti¢s in said well.

(d) Recoupment Matters, During the period of tme Consenting Partics are entitled to receive Non-Conscnting Party's
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,
production, severance, exeise, pathering and other taxes, and all royally, overmding royalty and other burdens applicable to
Non-Consenting Party’s share of production not excepted by Article IILC.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepering operation, the Consenting
Partics shall be permiited to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Pattics shall account for all such equipment to the owners (hercof, with cach
party receiving its proportionate part in kind or in valug, less cost of salvage

Within ninety (90) days after the completion of any operaticn under this Antwcle, the party conducting the opcrations
for the Consenting Partics shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to
the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, at its option, the operating party, in lew of an itemized statement
of such cosls of operation, may submit a detmled staterment of monthly billings. Each month thereafter, during the time the
Consenting Parlics are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall fumish the Nor-Consenting Parties withh an itemized statement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quantity of Oil and Gas preduced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In determiming the quantity of Oil and Gas
preduced duning any month, Consenting Parlies shall use industry accepted methods such as but not limited to metenng or
periodic well fests. Any amount realized from the sale or other disposition of equipment newly acquired in connection wath
any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited
against the tota] unretumed costs of the work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert 1o it as above provided; and if there is a credit balance, it shall be pad to such Nor-
Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided
for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 am. on the day
following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consentmg Party shall
own the same interest in such well, the material and ¢quipment in or pertaining therete, and the production therefrom as
such Non-Consenting Pmty would have been cntitfed to had & participated i the dnlling, Sidetracking, Reworking,
Decpening, Recompleting or Plugging Back of said well.  Thereafter, such Non-Consenting Party shall be charged with and
shall pay its proportionate part of the further costs of the operation of said well in accordance with the terms of this
agreement and Exhibit "C" attached hereto.

3. Stand-By Costs: When a well which has been dnilled or Decpened has reached its authosized depth and all tests have
been completed and the results thereof fumnished 1o the partics, or when operations on the well have been otherwise
terminated pursuant to Article VLF, stand-by costs incurred pending response to a parly's notice proposing a Rewerking,
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Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation i such a well {including the period required
under Anticle VLB.6 1o resolve competing proposals) shall be charged and bome as part of the dnlhing or Deepening
operation just completed, Stand-by costs subsequent lo all parties responding, or expiralion of the response tme permitied,
whichever first occurs, and pricr to agreement as to the participating interests of all Consenting Parties pursuant to the terms
of the second grammatical paragraph of Article VLB2, (a), shall be charged to and bome as part of the proposed operation,
but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be sllocated
between the Consenting Parties in the proportion cach Consenting Party's interest as shown on Exhibit "A" bears 1o the total
interest as shown on Exhibit “A" of all Consenting Parties.

In the event that notice for a Sidetracking operation 15 given while the drilling rig to be utilized 15 on location, any party
may request and receive up to five (5) additional days after expiration of the forty-eight hour response peried specified in
Article VIB.1. within which to respond by paying for all stand-by costs and other costs incurred during such extended
response period; Operator may require such parly to pay the ¢stimated stand-by time in advance as a condition (o extending
the response period, [f more than one party elects 1o take such addional time to respond 1o the notice, standby costs shall be
allocated between the parties taking additional fime to respond on a day-to-day basis in the proportion cach electing party's
interest as shown on Exhibit "A" bears 1o the total interest as shown on Exhibit "A" of all the electing parties,

4. Deepening; If less than all parties eleet to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant to Amnicle VLB.1, the intercst relinquished by the Non-Consenting Parties 1o the Consenting Parties under Article
V1,B.2, shall relate only end be limited to the lesser of (1) the total depth actually drilled or (n} the chyective depth or Zone
of which ihe parties were gwven notice under Article VI.B.1. (“Initial Objective"). Such well shall not be Deepened beyond the
Initial Objective without first complying with this Arficle to afford the Nen-Consenting Parties the opportunity to pariicipate
in the Deepening operation,

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well 10 a depth below the Initial Chiective,
such party shall give notice thereof, complying with the roquirements of Article YIB1, to all paries {ncluding Non-
Consenting Parties). Thereupon, Articles VIB.L. and 2. shall apply and all parties receiving such netice shall have the nght to
participate or not participate 1 the Deepening of such well pursuant to said Articles VIB.1. and 2. If a Deepening operation
15 approved pursuant to such provisions, and if any Non-Consenting Party elects to participate in the Dcepening operation,
such Non-Consenting party shall pay or make reimbursement {as the case may be) of the following costs and expenses,

(2} ' the propoesal to Deeper is made prior 10 the Complztion of such well as a weil capable of producing in paying
quantities, such Non-Consenting Party shall pay (or reimburse Consenting Partics for, as the case may be) that share of costs
and cxpenses incurred in connection with the drilling of said well from the surface 1o the Imital Objective which Non-
Consenting Party would have paid had such Mon-Consenting Party agreed to participate theremn, plus the Non-Consenting
Party's share of the cost of Deepening and of panicipating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well
incurred by Consenting Parties prior fo the point of actual operations to Deepen beyond the Initial Chbjective shall be for the
sole account of Consenting Parties.

(b) If the proposal 1s made for 2 Non-Consent Well that has been previously Completed as a well capable of producing
in paying quantities, but is no longer capable of producing in paying quantities, such Nen-Conscnting Party shall pay (or
reimburse Consenling Parlies for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping sard well from the surface to the Initial Objoétive, calculated in the manner provided n paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well.  The Non-Consenting Party shall
also pay its proportionate share of ali costs of re-entering said well, The Non-Consenting Partics' proportionate part (based
on the percentage of such weli Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materials and cquipment remmning in the hole and salvable surface cquipment used in
connection with such well shall be determined in accordance with Exhibi¢ "C.” If the Consenting Parties have recouped the
cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
Congenting Party may participate in the Decpening of the welk with no payment for costs incurred prier to re-eniering the
well for Deepening

The foregoing shall not imply & nght of any Consenting Party to propose any Deepening for a Non-Consent Well prior
to the dnlhing of such well to its Initial Objective without the consent of the other Consenting Parties s provided in Anticle
VIF.

3 Sidetracking; Any party heving the right 16 parlicipate in a proposed Sidetracking cperation that does mol own an
interest in the affected wellbore at the time of the motice shall, upen electing to paricipate, tender to the wellbore owners its
proportionate share (equal to s interest in the Sidetracking operation) of dhe value of that portion of the existing wellbore
to be utilized as follows:

(a} If the proposal 15 for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs
incurred in the imitia) drilling of the well down 1o the depth at which the Sidetracking operation is inutiated.

(b) 1f the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party's proportionzie share of drilling and equipping costs incurred in the initial dnlling of the well down to the depth
at which the Sidetracking operation is conducted, calewlated in the manner described in Asticle VIB.4(b) above. Such party's
proportionate share of the cost of the welf's salvable materals and equipment down to the depth st which the Sidetracking
operaticn is initiated shall be determined in accordance with the provisions of Exhibit "C "

6. Qrder of Preference of Operationg, Except as otherwise specifically provided in this agreement, if any party desires to
proposs the conduct of an cperation that conflicts with a proposal that has been made by a party under this Atticle VI, such
party shall have fiReen (15) days from delivery of the imual proposal, in the case of a proposal to dnil a well or to perform
an operation on a well where no drilling Tig is on focation, or twenty-four (24) hours, exclusive of Saturday, Sunday 2nd legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is to be
conducted, 10 deliver to all parties cmtitled to participate m the proposed operation such party's altemative proposal, such
alternate proposal 1o contain the same information required to be included m the imitial proposal. Each party receiving such
proposals shall clect by defivery of notice to Operator within five (5) days after expiration of the proposal period, or within
twenty-four (24) hours (exclusive of Saturday, Sunday and legal hotidays) if a dnlling rig is on location for the well that is the
subject of the proposels, 1o padicipate in one of the competing proposals. Any party not electing within the time required
shall be deemed mot to have voted. The proposal receiving the vole of parties owning the largest aggegale percentage
interest of the partics voting shall have pricrity over all other competing proposals; in the case of a tie vote, the
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initial proposal shali prevail. Cperator shall deliver notice of such result to all parties entitled to patticipate in the operation
within five (5) days after expiration of the clection period {or within twenty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a dritling rig is on location). Each party shall then have two (2) days (or twenty-four (24} hours if a rig
is on location} frem reccipt of such notice 0 elect by delivery of notice to Operator to part:eipate n such operation or to
relinquish interest in the affected well pursuant to the provisions of Asticle VLB.2.: failure by a party to deliver notice within
such period shall be deemed an election not to participate in the prevailing proposal, i .

7. Conformity to Spacing Patier, Notwithstanding-tho-provisions-of-this-Astots BB oo i e Suea b T BYHTH sha be
proposed to be drlled to or Completed in or produced frem 2z Zone from which a well located ¢lsewhere on the Contract
Area is producing, unless such well conferms to the then-cxisting well spacing pattern for such Zone.

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

C. Completion of Wells; Reworking and Plugging Back:

1. Completion: Without the consent of all parties, no well shall be drilled, Deepencd or Sidetracked, except any well
drilled, Deepened or Sidetracked pursuant to the provisions of Ariele V1B2. of this agreement. Consent to the dmlling,
Deepening or Sidetracking shall include:

(@ Option No. 1: All nscessary expenditures for the drlhng, Deepening or Sidetracking, testing, Completing and
cquipping of the well, including necessary tankage andfor surface facilities.
O  QOptienNo—2: Al nocessary—expendituces—ior—tho—drilting—Deopening—or—Sidetracking—and—testing—of-the—well—When
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2, Rework, Recomplete or Plug Back; No well shail be Reworked, Recompleted or Plugged Back except a well Reworked,

Recompleted, or Plugped Back pursuant to the provisions of Article VI.B.2. of this agreement.  Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditurés in conducting such operaticns and
Completing  and  equippmg  of  said  well, incleding  necessary  tankage  andfor  surface  facilines.
D, Other Operations:
Operator shall not undertake any single project reasonably estimated to require an expenditure i excess of

Twenty-fiv 15N 1 Dollars ($_25,000.00 ) except in connecticn with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously
authorized by or pursuant to this agreement; provided, however, that, in case of cxplosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as n its opmion
are required 10 deal with the emergency to safeguard hife and property but Operator, as promptiy as possible, shall report the
emergency to the other parties, If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so

requesting an information copy thereof for any single project costing in excess of __Twenty-five Thousand and nof10¢ Dollats
($_25.000.00 ). Any party who has not relinquished ils interest in 2 well shall have the right to propose that

Operator perform repair werk or undertake the installation of artificial lift equipment or oncillary production facilitics such as
salt water disposal wells or to conduct additional work with respect to a well drlled hereunder or other similar project (but
not including the installation of gathering lines or other leansportalion or marketing facihities, the installation of which shall
be govemsd by sep agr ;¢ the parlies) reascnably cstimated to require an expenditure n excess of the
amount first set forth above in this Article VID. (except in connection with an operation required to be proposed under
Articles VIB.1. or VL.C.1. Option No. 2, which shall be governed exclusively / beythusc Amticles)  Operator shall deliver such
prf%nsil mtorall parties entitled to participate therein. If within thirty (30) days thercof Operator secures the wrilien consent
of any-party or partics owning at [east 50 % of the interests of the partics entitled to participate in such operation,
cach party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
0 pay ifs proportionate share of the costs of the proposed project as if it had consented fo such project pursuant to the terms

of the proposal,
E. Abandenment of Wells:

1. Abandonment of Dry Holes; Except for any well drilled or Decpened pursuant to Article VIB 2, any well which has
been drilled or Deepencd under the terms of this agreement and is proposed to be completed as a dry hole shall not be
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plugged and abandoned without the comsent of all parties. Should Operator, after diligent cffort, be unable to contact any
pasty, or should eny party fail to reply within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after
delivery of notice of the proposal fo plug and abandon such well, such party shall be deemed (o have consented to the
propesed abandonment,  All such wells shall be plugged and sbandoned in accordance with applicable regulations and at the
cost, risk and expense of the parties who participaied in the cost of deilling or Deepening such well. Any party who objects to
plugging and zbandoning such well by notice delivered to Operator within forty-cight (48) hours (exclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forty-eight (48) hour notice period and conduct further operations in search of Oil andfor Gas subject to the provisicns of
Artigle VLB ; falure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct
such operations or to take over the well within such period or thereafier to conduct cperations on such well or plug and
abandon such well shall entitle Operator to relain or take possession of the well and plug and abandon the well. The party
taking over the well shall indemnify Operator (if Opcrator 15 an abandoning party) and the other abandoning partits against
liabshty for any fudher operations conducted on such well. exeept—for—he—costs~of—plugging—and—aband ing—th H—and

tha - e hatl H talv-lHabla,

sosterngt o g-parties-sha preporionately-Hable,

2. Absndopment of Wells Thet Have Produced; Except for any well in which a MNon-Consent cperation has been
conducted hereunder for which the Conscnting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be pluggzed and sbandoned without the consent of all parties. If all parties consent to
such abandonment, the well shall be plugged and sbandoned in accordance with applicable regulations and at the cost, risk
and expense of all the parties hereto. Falure of a party to reply within sixty (60) days of delivery of notice of proposed
abandonment shall be deemed an election to consent 1o the proposal. 1f, within sixty (60) days afler delivery of notice of the
proposcd abandonment of any well, all parties do not agree o the abandonment of such well, those wishing to continug its
operation from the Zone them open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandenmg pastics
against ltiability for any further operations on the well conducted by such partics. Failure of such party or paries to provide
proof reasonably satisfactory 1o Operator of their financial capability to cenduct such operations or to take over the well
within the required period or thereafter to conduct operations on such well shall cntitle operstor to retain or lake possession
of such well and plug and abandon the well.

Partics taking over a well as provided herein shall tender to cach of the other parties its proportionate share of the value of
the well's salvable material and cquipment, determined in accordance with the provisions of Exhibit “C," less the estimated cost
of salvaging and the estimated cost of plugging and abandening and restoring the sucface; provided, howeves, that in the cvent
the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable mewrial and equipment, each of the abamdoning partics shall tender o the parties continuing
operations therr proportionete shares of the estimated excess cost. Each sbandoning party shall assign to the non-sbandoning
partics, without warranty, cxpress of implied, as to litle or a3 to quantity, or fitness for use of the equipment and materal, all
of its interest n the wellbore of the well and related cquipment, together with its interest in the Leaschold wsofar and only
insofar as such Leaschold covers the sight to obtain production from that wellbore in the Zonc then cpen to production. If the
interest of the abandoning party 15 or includes an Ol and Gas Interest, such party shall execute and deliver to the non-
abandoning party or partics an ot and gas lcase, limited to the wellbore and the Zone then open to production, for a term of
one (1) year and so long thereafter as Oil andfor Gas 1s produced from the Zone covered thereby, such lease to be on the form
attached as Exhibit "B." The assignments of leases so limited shall encompass the Drilling Unit upon which the weil 13 located,
The payments by, and the assignments or leases to, the assignees shall be n a ratio bascd upon the relationship of their
respective percentage of participation in the Contract Area to the aggregate of the percentages of participation n the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area,

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Arucle. Upon
request, Operator shall continue to opersic the assigned well for the account of the non-abandoning parties at the rates and
charges contemplated by this agrcement, plus any additional cost and charges which may arise as the result of the separaie
ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor
shatl then have the option to repurchase its prior intercst in the well (using the same valuation formwula) and participate in
further operations therein subject to the pravisions hereof.

3. Abandonment of Non-Consent Operations; The provisions of Article VLE.l. or VIE2. above shall be applicable as
between Consenting Parties in the event of the proposed abandonment of any well cxcepted from said Articles; provided,
however, no weil shall be permanently plugged and abandoned** unless and untl all partics having the right to conduct further
operalions therein have been notified of the proposed abandonment and afforded the opportunity o elect to take over the well
in accordance with the provisions of this Article VLE.; and provided further, that Non-Censenting Parties who own an interest
in a portion of the well shell pay their proportionate shares of abandonment and surface restoration cost for such well as
provided in Article VLB.2,(b}.

F. Termlnation of Operations:

Upor the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepenmg, festing,

%ﬂ“@]‘:‘:ﬁon or plugging of any well in the contract area, inchiding-but-net-himited-to-the-tarial- Well-such operation shall net be terminated

consent of pasties beanng _ 50_% of the costs of such operation; provided, however, that in the event granite or other
practically imp able  subst or condition in the hole 1s encountered which senders further operations impractical,
Operator may discontnue operations gnd give notice of such conditien in the manner provided m Article VIB.1, and the
provisions of Asticle V1B, or VLE. shall thereafter apply to such operation, as appropriate.
G. Taking Production in Kind:
1 Qption No. 1: Gas Balancing Agreement Attached
Each party shatl take n kind or scparately dispose of its propertionate share of all Od and Gas produced from the
Contract Area, cxelusive of production which may be used in development and producing operations and in preparing and
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking
in kind or separate disposition by any party of its proportionate share of the production shall be borne by such party. Any
party taking its share of producticn n kind shall be reguired to pay for only its proportionate share of such part of
Operator's surface facilities which it uses.
Ench party shall execute such division orders and contracts as may be necessary for the sale of its interest in

production from the Contract Ares, and, except as provided in Article VILB., shall be entitled to Teceive payment
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directly from the purchaser thereof for its share of all production.

If any party fals to make the amangements necessary to take i kind or separately dispose of iis proportionate
share of the Oul produced from the Contract Aren, Operator shalt have the right, subject to the revocation at will by
the party owning it, but nct the obligation, to purchase such Cil or sell it to others at any ume and from time to
tme, for the accoent of the non-taking party. Any such purchass or sale by Operator may be terminated by
Operator upon al Yeast ten (10) days written notice to the owner of said production and shall be subject always o
the right of the owner of the production upon at least ten (10) days written notice to Operator to exereise at any
fime its right to take m kind, or separately dispose of, its share of all Qil not previously delivered to a purchaser.
Any pucchase or sale by Operator of any other parly’s share of Oil shall be only for such reasonable periods of tme
a5 are consistent with the minmmum needs of the industry under the paricular circumstances, but in no event for a
period in excess of one (1) year,

Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator
shall have no duly to share any existing market or lo obtain a price equal to that received under any existng
market. The sale or delivery by Operotor of a non-aking partys share of Qi under the terms of any existing
contract of Operator shall not give the non-taking perty any inferest n or make the non-taking pary a party to said
contract, No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days
wriiten ngtice of such intended purchase and the price to be paid ot the pricing basis fo be used.

All parties shall give timely written notice te Operator of their Gns marketing amangements for the following
month, excludmg price, and shall notify Operator immediately in the ¢vent of a change in such arrangements.
Operator shall mamtan records of all marketing amangements, and of volumes actually sold or transported, which
records shall be made available to Nen-Operaters upon reasonable request.

In the event onc or more parties' separate disposition of its share of the Gas causes split-stream dehveries to separate
pipelines and/or deliveries which on a day-to-day basis for any reason ere not exactly equal 1o a party's sespective proportion-
ate share of total Gas sales to be allocated to it, the balancing or accounting between the parties shall be in accordance with
any Gas balancing agreement between the parties hereto, whether such an agreement is atiached as Exhibit "E" or is a
separate agreement, Operator shall give notice to all partiss of the first sales of Gas from any well under this agrecment
OptionNor2+No-Gas-Balaneing-Agreements
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ARTICLE VII.

EXPENDITURES AND LIABILITY OF PARTIES

A. Lizbility of Parties:

The linbility of the parties shall be several, not joint or collective Each party shall be responsible only for its obligations,
and shall be liable only for its proportionate shere of the costs of developing &nd cperating the Contract Area. Accordingly, the
liens granted among the parties in Article VILB, are given 10 securs onfy the debts of each severally, and no party shall have

any liability to third parties hereunder to satisfy the default of any other pary in the payment of any expense or obl

igation

hereunder, It 15 not the intention of the partics 1o create, nor shall this agrcement be consirued as creating, a mining or other
partnership, joint venture, agency relationship or association, or to render the parties liable as partners, co-venlurers, or
principals, In their telations with each other under this agreement, the parties shall not be considered fiduciaries or to have
established a confidential telayionship but rather shall be fice to act on an arm's-length basis 1n accordance with theic own
respective self-interest, subject, however, to the obligation of the parties to aot in good fath i their dealings with each other

with respect to activities hereunder,
-1l
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B, Liens and Security Intercsts:

Ench party granis io the other partics hereto a lien upon any interest it now owns or hereafter acquires tn Oil and Gas
Leases and Oil and Gas Interests in the Contracl Area, and a sccurily interest and/or purchase money security interest in any
interost it now owns or hereafter acquires in the personal properly and fixtures on or used or obtamed for use in connection
therewith, to secure performance of 21l of its obligations under this agreement including but not limited to payment of cxpense,
interest and fees, the proper disbursement of all momics paid hercunder, the assignment or relinquishment of interest in Oil
and Gas Leases as required hereunder, and she proper performance of operations hereunder.  Such iien and secunity interest
pranted by cach pasty hescto shall include such party's leaschold interests, working inferests, operating rights, and royaity and
overriding royalty interests in the Contract Area now owned or hercafier acquired and in lands pooled or umtized therewith or
otherwise becoming subjeet to this agreement, the O:l and Gas when extracted therefrom and equipment siluated thereon or
vsed or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts
(ncluding, without limitation, accounts arising from gas imbalances or from the sale of Cil andfor Gas at the wellhead),
contract rights, inventery and general intangibles relating thereto or arising therefrom, and all proceeds and products of the
foregoing,

To perfect the lien and security agreement provided hercin, cach party hereto shall execute and acknowledge the recording
supplement and/or any financing statement prepared and submilted by any party hereto in conjunction herewath or at any time
following execution hereof, and Operator is authorized to file this agrsement or the recording supplement executed herewith as
& lien or mertgage in the applicable real eslate records and as a financing stalement with the proper officor under the Umiform
Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate
to perfect the sccurity intcrest granted hereunder  Any party may file this agreement, the recording supplement execuled
herewith, or such other dotumenis as it deems necessaty as a lien or mortgage n the applicable real estate records andfor a
financing statement with the proper offtcer under the Uniform Cormmercial Code.

Each party represents and warrants to the other parties hereto that the hien and security interest granted by such party to
the other partics shall be a fiest and prior lien, and cach party hereby agrees to maintain the prionty of sad Lien and security
intercst against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or
under such pasty. All partics acquiting an interest 1n 1l and Gas Leases and Qnl and Gas Intergsts covered by this agreement,
whether by assignment, merger, mostgage, operation of law, or otherwise, shall be deemed to have taken subject
to the lien and security interest granted by this Article VILB. as to all obligations attributable to such interest hercunder
whether or not such obligations anse before or after such interest is acquired.

To the cxtent that parties have a security interest under the Uniform Commercial Code of the state in which the
Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party undes the Code
The bringing of a suit and the oblaining of judgment by & party for the sccured indebtedness shall not be deemed an
clection of remedies or otherwisc affect the lien rights or sccurity interest as securily for the payment thereof. In
addition, upon default by amy party in the payment of its share of cxpenses, interests or fees, or upon the improper use
of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the procceds from the sale of such defaulting party's share of Oil and Gas unul the amount owed by
such party, plus interest as provided in “Exhibit C" has been received, and shall have the right to offset the amount
owed against the proceeds from the sale of such defauling party's share of Oil and Gas. Al purchasers of production
may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of the
default, and all parties waive any rccourse available against purchasers for releasing production proceeds as provided in
this paragraph,

If any party fails to pay its shere of cost within one hundred twenty (120) days after rendition of a statement therefor by
Operater, the non-defaulting parties, including Operstor, shall upon request by Operator, pay the unpaid amount in the
proportion (hat the interest of each such party bears to the interest of all such pariies. The amount paid by cach party so
paying its share of the unpaid amount shall be secured by the fiens and security rights described in Article VILB., and each
paying party may independently pursue any remedy available hereunder or otherwise

If any party does not perform all of its obligations heseunder, and the faifure to perform subjects such parly to foreclosure
or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by goveming law, the defaulting
parly waives any available right of redemption from and ofter the date of judgment, any required vahuation or appraisement
of the mortgaged or secured property prior to sale, any available night to slay exccution or to require a marshaling of assets
and any required bond in the event a receiver 15 mppointed. In addition, to the extent permitted by applicable law, each party
hereby granis 1o the othier parties 3 power of sale as to any property that is subject to the lien and securily srights granted
hereunder, such power 1o be exercised i the manner provided by applicable law or otherwise n a commercially reasonable
manner and upen reascnable notice.

Each party agrees that the other partics shall be enditled to wiilize the provisions of Oif and Gas lien taw or other lien
law of any state in which the Contract Area 15 situated to enforce the obligations of each parly hercunder Witheut limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agres that Opesator may invoke or
pulize the mechenics' or materialmen's licn law of the state in which the Contract Area 13 sitwated in crder to secure the
payment to Operator of any sum duc hereunder for scrvices performed or materials supplied by Operator.
C. Advances;

Operator, a1 its election, shall have the right from time to time to demand and recerve from one or more of the other
pastics payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations
hereunder during the next succeeding month, which right may be exercised only by submission to cach such party of an
itemized statement of such estimaled cxpense, together with an inveice for its share thereof. Each such statement and invoice
for the payment in advance of estimated expense shall be submitied on or before the 20th day of the next preceding month.
Each party shall pay to Operator its proportionate share of such estimate within fifteen (13) days after such estimate and
invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear interest 2s
provided in Exhibit "C" until paid Proper adjustment shall be made monthly between advances and actual cxpense to the end
that ¢ach party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Defaults and Remedies:

If any party fails to discharge any financial obligation under this agreement, including without limitation the failure 1o
make any advance under the preceding Acticle VILC. or any other provision of this agreement, within the period required for
such payment hereunder, then in addition to the remedics provided in Asticte VIIB, or elscwhere m this agreement, the
remedies specified below shall be applicable, For purposes of this Anticle VIID,, all notices and elections shall be delivered
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only by Operator, except that Operator shall deliver any such nofice and election requested by a non-defaulting Nen-Operator,
and when Operator is the parly in defaull, the applicsble notices and elections can be delivered by any Non-Operator,
Election of any ome or more of the following remedies shall not preclude the subsequent use of any other remnedy specified
below or otherwise available to a non-defaulting party.

I. Suspension of Rights; Any party may deliver o the party in default a Notice of Default, which shall specify the default,
speatfy the action to be taken to cure the default, and specify that failure to take such action will result in the cxercise of enc
ot more of the remedics provided in this Article, If the default is not cured within thirty (30) days ef the delivery of such
Motice of Default, all of the rights of the defaulting party pranted by this agreement may wpon notice be suspended until the
default 15 cured, without prejudice to the right of the non-defaulting parly or parties to continue to enforce the obligations of
the defaulting party previously accrued or thercafter accrwing under this agreement. If Operator is the party in defauvit, the
Non-Operators shall have in addition the right, by vote of Non-Operntors owning a majorily in interest in the Contract Arca
after excluding the voting intercst of Operator, 1o appoint a8 new Operator effective immedintely. The rights of a defaulting
party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right
10 receive information os to any operation conducted hercunder dunng the period of such default, the right to cket to
participate in an operation propesed under Article VIB. of this agreement, the night o perticipate 1 an operation being
conducted under this agreement even if the party has praviously elected 1o paricipate in such operation, and the right to
receive proceeds of production from any well subject to this agreement.

2. Sut for Demages; MNon-defaulting partics or Operator for the benefit of non-defaulting parties may sue (at joint
account expense} to coltect the amounts mn default, pfus interest accruing on the amounts recovered from the date of default
unt} the date of collection at the rate specified i Exhibit "C" altached hereto  Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing to such party as a result of the default,

3, Deemed Nep-Consent: The nom-defaufting party may deliver a wntien Notice of Nen-Consent Election to the
defaulting party at any time afler the expiration of the thimty-day cure period following delivery of the Notice of Default, in
which event if the billing is for the dniling a new well or the Plugging Back, Sidetracking, Reworking or Deepeming of a
well which is to be or has been plugged as & dry hole, or for the Completion or Recompletion of any well, the defaulting
party will be conclusively deemed to have clected not to participate in the operation and to be a MNon-Censenting Party with
respect thereto under Article VIB, or VLC, as the case may be, to the extent of the cosis unpaid by such party,
netwithstanding any election to participate theretofore made. If clection 18 made to procesd under this provision, then the
non-defaulting parties may not clect to suc for the unpaid amount pursuant to Article VILD.2,

Until the delivery of such Notics of Non-Consent Election to the defaulting party, such party shall have the right to cure
its default by paying its unpaid share of costs plus imterest at the rate set forth in Exhibit "C," provided, however, such
payiment slall not prejudice the rights of the non-dcfaulting pastiss to pursug remedies for damages incurred by the non-
defaulting parties as a result of the default. Any interest relinquished pursuant to this Article VILD.3. shall be offered to the
non-defaulling parties in proportion to their interests, and the non<defaulting parties electing to participate n the ownership
of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein,

4, Advance Pavinent: If s default is not cured within thity (30) days of the defivery of a Notice of Defauli, Operator, or
Non-Operators 1f Operator is the defaulting party, may thereafier require advance payment from the defaulting
party of such defauliing parly's anficipated share of any item of expense for which Qperator, or Non-Operators, as the case may
be, would be cntitled to reimbursement under any provision of this agrecment, whether cr not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a well or Complction of a well as to which an election to participate in dnlling or Completion has been made, If the
defaulting parly fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in the Article VILE. or any other default remedy provided efscwhere in this agreement, Any cxcess of funds advanced remaining
when the operation is completed and all costs have been paid shall be promptly retumed to the advancing party.

5. Cosls and Attorneys' Fees: In the cvent any party is required to bring legal proceedings to enforce any financial
obligation of a party hercunder, the prevailing party in such action shall be entitled to recover all court cosls, cosis of
collection, and a reasonable altomey’s fee, which the lien provided for herein shall also secure,

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

Rentals, shut-m well payments and minimum royalties which may be required under the terms of any lease shall be paid
by the parly or parties who subjected such fease 1o this agreement at its or their expense. In the event two or more parties
own and have contributed interests in the same lease to this agreement, such partics may designale one of such parlies to
meke said payments for and on behelf of all such parties, Any party may request, and shall be entitled 1o receive, proper
ovidence of all such payments. Tn the event of failure to make proper payment of any rental, shutsin well payment or
minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which
results from such non-payment shall be bome in accordance with the provisions of Arlicle 1V.B.2

Operator shall notify Non-Operators of the anticipated completion of a shutin well, or the shutting m or retum lo
production of a producing well, at least five {5) days (excluding Saturday, Sunday, and legal holidays) prior lo taking such
action, or at the carliest opportunity permitted by circumsiances, but assumes no liability for failure to do so. Tn the event of
failure by Operator to so notify Non-Operators, the loss of any loase contributed hereto by Non-Operators for failure to make
fimely payments of any shut-m well payment shall be bome jointly by the parties hereto under the provisions of Article
W.B.3.

F. Taxes:

Beginning with the first calondar year afier the effective date hercof, Operator shall remder for ad valorem taxation all
property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed
thercon before they become delinguent.  Prior to the renditon date, cach Non-Operater shall furnish Cperater informaton as
to burdens {to include, but not be limited to, royalies, overriding royalties and production payments) on Leases and Oil and
Gas Interests coninbuted by such Non-Operstor, If the assessed valuation of any Lease is reduced by reasen of its being
subject to outstanding excess royaltiss, overriding royalties or production payments, the reduction 1 ad valorem  taxes
resulting therefrom shall inute to the benefit of the owner or owners of such Lease, and Operator shall adjust the charge to
such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based in whole or in part
upen separate valuations of each party’s working interest, then notwithstanding anything to the contrary herein, charges to
the joint account shall be made and paid by the pasties hereto in accordance with the tax value generated by each party's
working interest.  Operator shall bill the other parties for their proportionate sharcs of all tax payments mn the manner
provided in Exhibit "C."
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If Operator iders any tax improper, Operator may, at its discretion, prolest within the ume and manner
preseribed by law, and prosecute the protest to a final detcrmination, unless all parties agree to abandon the protest prior to final
determination. During the pendency of adminisirative or judicial proceedings, Operator may elect to pay, under protest, all such taxes
and any interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for
the joint account, together with any interest and penalty accrued, and the fotal cost shall then be assessed against the parties, and be
paid by them, as provided in Exhibit "C.*

Each party shall pay or cause to be paid all production, severance, excise, th:rin and other taxes imposed upon or with respect
to the production or handling of such-pasty’s-share-of Oil and Gas pr:?ucetf ?u|¥ er :Lf tcﬁfs of this agreement,

ARTICLE VIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A, Surrender of Leases:

The Leases covered by this agresment, insofar as they embrace acreage in the Contract Area, shatl not be surrendered in whole
or in part unless all parties consent thereto

However, should any party desire to surrender its interest in any Lease or in any portion thercof, such party shall give wrilten
notice of the preposed surrender to all parties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to netify the party proposing the surrender whether they elect to consent thereto. Failure of a
parly to whom such notice is delivered 10 reply within said 30-day penod shall constitute a consent to the surrender of the Leases
deseribed in the notice, If all parties do not agree or consent thereto, the party desiring to surmender shall assign, without express or
implice warranty cf title, all of its interest i such Lease, or portion thereof, and any well, material and equipment which may be
located thercon and any rights in production thereafier secured, to the partics not consenting to such surrender. If the interest of the
assigning party 15 or includes an Qil and Gas Interest, the assigning party shall execule and deliver to the party or parties not
consenting to such surrender an oil and gas lease covering such Onl and Gas Interest for a term of one {1) year and so long
thereafter as Oil and/or Gas 1s produced from the land covered thereby, such leasc to be on the form attached hereto as Exhibit "B "
Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore
accrued, with respect to the interest assigned or leased and the operation of any well atinbutable thereto, and the assigning party
shall have no further interest in the assigned or leascd premises and its equipment and production other than the royalies retained
in any lease made under the terms of this Article, The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latter's interest in any well's salvable materials and cquipment atinibutable 16 the assigned or leased
acreape. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less
the estimated cost of salvaging and the estimated cost of plugging and abandening and restoring the surface. If such value is less
than such costs, then the party assignor or lessor shall pay 1o the party assignee or lesseo the amount of such deficit. If the
assignment or lease is 1n favor of more than onc party, the interest shalt be shared by such pacties in the proportions that the
interest of each bears to the total interest of ell sugh parties. If the interest of the parties to whom the assignment is 1o be made
varies according to depth, then the interest assigned shail similarky reflect such variances,

Any assignment, lease or sumrender made under this provision shall not reduce or change the assignor's, lessor's or surmendening
party's interest as 1t was immediately before the assignment, lease or surrender in the balance of the Contract Area, and the acreage
assigned, leased or surrendercd, and subsequent operations thereon, shall not thereafiter be subject to the terms and provisions of this
agreement but shalt be deemed subject to an Operating Agreement in the form of this agreement,
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I T H Lall-not-be-gi d.a ted-nthis-Article MIES

I, Assignment; Maintenance of Uniform Intercst:

B tha ral H HOH . y: H 1t Lont A tha—041 -G Laasas =0l —{3nc
ke 3 (3 ek i el d ¥
H andd dunts dh e A a—nars 114l .-AH | £y |-
Enterests;,—wvells,—oquip ard—p y—this—ag Ne—party —{ransFe make—ether
MWRMMHHMMWAMHthMMmMHHMH
qUiE Land. p Ao _:"!n: Hah d: ¥ VLS n“hef_
l~tha-anti nh\rnﬁf Eth aein-nlbioi] A.Gan-l-oasas—{ ] 4 r' I Il
the-entires parky-in-o Loases; e P OF
k] il dividad 3 £ thy st rAcEE L=l nlo o atl Oyil 4 CacI Dil nd G I ] walls.
2—-an—equa ided—peraen partyls—p ant ; —wells;
quip and-produstion-in-the-Gantrast-Area See Article XVILL.

Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice fo the nght of the other partics, and any transferce of an ownership interest in any Oil and
Gas Lease or Interest shall be deemed a party to this agresment os to the werest conveyed from and afier the effective date of
the transfer of ownership; provided, however, that the other partics shall not be required 1o recognize any sech sale,
encumbrance, transter or other disposition for any purpese hereunder until thirty (30) days after they have received a copy of the
instrument of lransfer or other satisfactory ovidence thereof in writing from the transferor or transferee. No assignment or other
disposition of interest by a party shall zeheve such party of cbligations previcusly ineurred by such party hereunder with respect
to the interest transferred, including without limitation the obhgaton of a party to pay 21 costs attributable to an operation
conducted hereunder in which such party has agreed fo participate prior 1o making such assignment, and the lien and security
interest grantcd by Article VILB, shall continuc to burden the interest transferred to secure payment of any such obligations

If, at any time the interest of any party is divided among and owned by four ar more co-owners, Operater, at its diseretion,
may require sich co-owners 10 appoint 2 single trustee or agent with full authority to receive notices, approve expendilures,
receive billings for and approve and pay such party's share of the jomnt expenses, and to deal generally with, and with powsr to
bind, the co-owners of such pary's interest within the scope of the operations embraced in this agreement; however, all such co-
owners shall have the right to enter into and execute 2ll contracts or agreements Por the disposition of their respective shares of
the Oll and Gas produced from the Contract Arca and they shall have the right to rectwve, separately, payment of the sale
proceeds thercof, See Article XVEH, Parties” Right to Farmout
E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hercby 15 localed, each party hereto owning an
undivided interest in the Contract Arca waives any and all rights it may have to partition and have set aside to it in severalty s
undivided interest therein

FrPRreferential-Right-to-Rurehase:
[m] (@pﬂenal—@heela@apphe&ble—)
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to-any-pary—oby for-of-its— 10-a-subsidian—oF-parent—cempany—er—to—a—subsidiery—of-—a-parent-oompany,—orto—any

inwhich h. Hy r H £1l taok
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ARTICLE IX.

INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this agrecment and the operations hereunder are regarded as a parinership, and if the
parfies have not othcrwisc agreed to form a tax partnership pursuant to Exhibit “G" or other agreement between them, cach
party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K," Chapter |, Subtille
"A," of the Intenal Revenue Cede of 1986, as amended ("Code"), as permitted and authorized by Secuon 761 of the Code and
the regulations promulgated thereunder. Operator 15 authorized and directed 1o execute on behalf of each party hereby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data tequired by
Treasury Regulation §1.761. Should there be any requirement that each party hereby affected give further evidence of this
election, each such party shall execute such documents and fumish such other evidence as may be required by the Federal Internal
Revenue Service or as may be neeessary to cvidence tus election. No such party shall give any notices or take any other action
inconsistent with the election made hercby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future mcome fax laws of the United States contain provisions similar to those in Subchapter "K," Chapter
1, Subtitle "A," of the Code, under which an ¢lection similar to that provided by Section 761 of the Code is permitted, cach party
hereby affected shall make such clection as mey be permitted or required by such laws. In making the foregeing election, each
such party states that the income dertved by such party from operaticns hercunder can be adequately determined without the
computation of parinership taxable income.

ARTICLEX.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit ansing from operations hereunder if the expenditure
does not exceed _Twenty-five Thousand and nof100 _ Dollars ($25,000.00 ) and if the: payment is in complete settlement
of such claim or suit. If the amount requircd for Settlement exceeds the above amount, the partics hereta shall assume and take over
the further handling of the claim or suit, unless such authority is delegated to Operator,  All costs and expenses of bandling seltling,
or otherwise discharging such claisn or suit shall be a the joint expense of the parties parsicipating in the operation feom which the
claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising feom operations
hereunder over which such individua! has no control because of the rights given Operator by this agreement, such party shall
immediately notify all cther parties, and the claim or suit shall be treated a3 any other claim or suit involving operaticns hereunder.
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ARTICLE XL,
FORCE MAJEURE

If any party is rendered unable, whelly or in part, by force majeurc to carry out its obhgations under this agreement, other
than the obliganon to ndemnify oF makeé moncy payments or fumish secusity, that parly shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupen, the obligations of the
parly giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure  The term "force majeure,” as here employed, shall mean an act of God, strike, lockout, or
other industrial disturbance, act of the public enemy, war, blockade, public mot, hghtening, fire, storm, flood or other act of
nature, explosion, povernmental action, governmental delay, restraint or inaction, unavailabihty of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the parly
claiming suspension.

The affected party shall use all reasonable diligence to remove the force majeurs Situation as quickly as practicable. The
requarement that any foree majeure shall be remedied with all reasonable dispatch shall not require the scitlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to iis wishes; how all such difficulties shall be handled shall
be entirely within the discretion of the party concemed.

ARTICLE XIL.
NOTYICES

All notices authorized or requied between the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex,
telecopier or any otler forn of facsimils, postage or charges prepaid, and addressed to such parties at the addresses listed on
Exhibit "A" All telephone or oral nouces permitted by this agreement shall be confirmed immediately thercafler by written
notice. The oniginating notice given under any proviston hereof shall be deemed delivered only when received by the party to
whom suck notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date
the criginating netice is received, “"Reecipt” for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice to the address of the parly to be notified specified in accordance with this egreement, or
to the telecopy, facsimile or tetex machine of such party. The sccond or any responsive notice shall be deemed delivered when
deposited in the Umted States mail or at the office of the courier or telegraph service, ar upon transmiltal by telex, telecopy
or facsimile, or when personaily delivered to the party to be notified, provided, that when response 15 required within 24 or
48 hours, such response shall be given orally or by telephone, felex, telecopy or other facsimile within such period, Each party
shall have the right to change its address at any time, and from tme to time, by giving written netice thercof to all other
parties. If a parly is not available to rceeive notice orally or by telephons when 8 party etiempts fo deliver a notice required
te be defivered within 24 or 48 bours, the notice may be delivered In writing by any other method specified herein and shall
be decmed delivered in the same manner provided above for any responsive notice,

ARTICLE XIII,
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the O and Gas Leases andfor Oil and Gas Interests subject
hereto for the period of time sclected below; provided, however, no party hereto shall ever be construed as having any night, title
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.

E Option No, ]: So long as any of the Qi and Gas Leases subject o this agreement remain or arc continued in
force a5 10 any part of the Contract Area, whether by production, extension, renewal or otherwise,
O Optien—to—2In—th t—the—well—desoribed—R—Artielo—Vi-A—ar—any—subseq woll-drilled—under—any—provision
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} e—Rlupging. o—operations ithin: day

dete—of-aband af-said—wall—Aband £ h-pum shall-mean—oither—{1)-a—decision—by—aH—partios
ions—or—the—wel—or—(if—the—elapse—of—~1-50—days—From—the—oenduci—of—any

nol—to duet—any—further—op
operations-on-the-well-whichevor-first-ooeuss:

The termination of this agrecment shall not relieve any party hercto from any expense, lability or other obligation or any
remedy therefor which has accrued or attached prior 1o the date of such termination.

Upon termination of this agresment and the satisfaction of all obligations her¢under, 1 the event a memorandum of this
Operating Agreement has been filed of record, Operator is authorized (o file of record in all necessary recording offices a
notice of termination, and each party hercto aprees to execute such a motice of termination as to Operator's interest, upon
reguest of Operator, if Operator bas satisfied all its financiz] obligations.

ARTICLE XIV,
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject to the applicable laws of the state in which the Contract Arca is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said siate; and to all other appticable federal, state,
and local laws, ordinances, rules, regulations and orders
B. Governing Law.

This agreement and all malters pertaining  hereto, including but not lmited to matters of performance, non-
performance, breach, remedies, procedures, rights, duties, and interpretation or comstruction, shall be govemed and
determined by the law of the state in which the Contragt Area 15 Jocated, I-the—Contrast—Area—is—in—two—or—more—siates;
thedaw-of-the-state-ofm—————shall-govern:

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any

rights, privileges, or abligations which Non-Operators may have under federal or state [aws or under rules, regulations or
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orders promulgated under such laws n reference to on, gas and mincral operations, including the location, operation, or
production of wells, on tracts offsetting or adjacent to the Contract Area,

With respect to the operations hereunder, Non-Operators agree to telease Operator from any and all losses, damages,
injuries, claims and causes of action arising out of, incident 10 or resulting directly or indirectly from Operater's interpretation
or application of rules, rulings, regutations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor agencies to the extent such interpretation or applicaion was made in good faith and does not
constitute gross negligence, Each Non-Operator further aprees to reimburse Operator for such Non-Operator's share of
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such
an incomect imterpretation or application, together with interest and penalties thercon owing by Operator as a result of such
incerrect interpretation or application.

ARTICLE XV,
MISCELLANEQUS
A, Exccution:

This agreement shall be binding upon cach Non-Operator when this agreement or a counterpart thercof has been
oxecuted by such Non-Cperator and Operator notwithstanding that this agreement is not then or thereafter excouted by all of
the parties to which 1t is tendered or which are listed on Exhibit "A" as cwning an nterest in the Contract Area or which
own, in fact, an interest in the Contract Area. Operator may, however, by written notice 1¢ all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the nitial Well but in no
event later than five days prior 1o ihe daie specified in Acticle VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discretion determines that there is wmsufficient participation to justify commencement of
grilling operations  In the event of such a termination by Cperator, all further obligations of the parties hercunder shall cease
as of such termination. In the cvent any Non-Opecrator has advanced or prepaid any sharc of drilling or other costs
hereunder, all sums so advanced shall be retumed to such Non-Cperater without interest.  In the cvent Operator proceeds
with dnlling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a
current working nterest in such well, Operator shall indemnify Mon-Operaters with respect to all costs incurred for the
Initial Well which would have been charged to such person under shis agreement if such person had executed the same and
Operator shall receive all revenues which would have been received by such persen under this agreement if such person had
exceuted the same.

B, Successors and Assigns:

This agreement shall be binding upon and shall inure 1o the benefit of the partics hercto and their respective heirs,
devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Contract Area.

C. Connterparts:

This instrument may be execiled in any number of counterparts, each of which shall be considered an origmal Ffor all
purposcs,

D. Severability:

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

ARTICLE XVI,
OTHER PROVISIONS

See, pages 17a and 17b,
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ARTICLE XVT
OTIIER PROVISONS

A. Compliance with Laws and Accuracy of Records:

1, Operator agrees to comply with all laws and Jawful regulations applicable to any activities carried out in the name of or on behalf
of any one or more of the parties to this agreement under the provisions of this agreement and/or 2ny amendments te it

2 Operator agrees that all (inancial settlements, billings, and repons rendered to any one or more of the parties to this agreement, as
provided for in this agreement andfor any amendments to 1t, will, to the best of its knowledge and belief, reflect properly the facts about 211
activitics and transactions handled for the account of such party or parties, which data may be relied upon as being complete and accurate
in any further recording and reporting made by such party or parties for whatever purpose.

3. Operator agrees to notify the other parties to this agreement promptly upon discovery of any instance where the Cperator fails to
comply with the provision (1) above or where Operator has reason to believe data covered by (2) above is no longer accurate and complate

B. Subsequently Created Interests — Additional Provision:

Notwithstanding anything contained herein 10 the contrary, it is expressly understood and agseed that nothing contained herein shall be
deemed te 1) impair the rights of any owner of any interest in production from the Contract Area that 15 in offect as of the date hereof, or
iii) require any party ta bear or pay any royalty, overnding royalty, production payment or other burden on production that burdens the
interest of another party herete

C. Subsequent Opcrations

For the purpesc of Ariicles VI B.1 and VI B 2, Operalor may commence activities preliminary to actual dnllmg operations,

incluéing without limitation building location, reads and pits, delivering matenals and equipment to the well site, 1igging up 4 delling ng,
and/or ectual drilling operations at any time cither before or after giving the notice of propoesed operations required by said Articles
Notwithstanding the foregoing, the partics receiving notice of proposed cperations pursuant to Anticles VIB,1 and VI B 2 shatl have the
fisll time 2llowed in which to make their elections(s) and shall be subject to the non-consent provisions thereof to the same extent and inn
the same manner as provided in said Anicls VEB, without reference to the time that such activities were commenced relative to giving
notice Nothing n this provision shall serve to extend the time within which Operator 1s required (0 comméence operations pursuant te
Artticles V1.B.1 and VI.B.2.

D. Notice of Licn and Mortgage - Financing Statement:

Each party to this agreement ratifies and aprees to execute a "Notice of Lien and Morigage —-Finanemg Statement” in the form

attached hereta as Exhibit "H" simul ly with their icn of this agr Each party further authonzes the Operator to file
such instrument in the appropnate records of the county or counties where the contract lands are focated and 1 the Unmiform Comimercial

Code records of the appropriate Secretary of State's office and/or such other racords as may be required under appilicable state law to fully
perfect the security interests created hereimn,

E. Parlics Right to Farmout:

Notwithstanding anything contamed herein to the contrary, it is expressly understood and agreed that the provisions hereof shall not

preclude a party from entering inte a farmout, or similar arrangerment, covering all or any pertion of its interest in the Centraet Arez as to

some or all of the depths theren, previded that, i the event that there are any wells located on the Contract Area that are capable of

producing o3 andfor gas, such farmeut er other agreement shall cover either all or none of the depths 1 which such wells are completed Tt is
expressly understood and agreed that no assignment made under a farmout or similar arrangement entered into by a party pursuant to the terms
hereof shall enlarge the obligations or dirmimsh the rights of the other parties hereto, and that the party making such assignment and its assignee
shall jointly protect, indemnify and hold harmless the other parties from any expenses or damages caused by such enlargement of burdens or
diminishment of rights.

F. Conflict Between AFE and COPAS
If any costs listed in approved AFE canflict with the provisions of Exhibit "C", the provasions of Exhutat "C” shall prevail unless such
AFE, when submitted for approval, clearly and fully disclosed that such costs were an exception to, or ir conflict witk, Exhibit “C"

G. Bankruptcy.

IE, followang the granting of relisf under the Bankruptcy Code to any party hereto as deblor thereunder, this Agreement should b held to be an
executory contract wathin the meaning of 11 U'S C. 365, then the Operator, or (1f the Operator 15 the debtor in bankrupicy) any other party, shall be
entitled to a determination by debtor or any trustee for debtor within thirty (30) days from the date an order for relief 13 entered under the
Bankruptcy Code as to the rejection or assumption of this Operating Agrecment  Tn the event of an assumption, Operater or said other pesty shall
be entitled to adequate assurances as to future performance of debtor's obligation hereunder and the protection of the interest of all other parties

H. Security:

The lien and security granted by each Non-Cperator to Operator and by Operator to the Non-Operators under Article VILB shall extend not only te
such party's oil and gas nights m the Contract Area (which for greater certainty shall include all of each party's leasehold intercst and leasehold
estate in the Contract Arez), the o1l and or gas when extracted and equipment (s mentioned 1n said Article} but also to all accounts, contract nghts,
inventory and gencral intangibles consttuting a part af, relating to or ansing out of said oil and gas rights, extracted o1l and gas and said equipment
or whith are otherwise owned or held by such party m the Contract Area. Further, the licn and sccunity interest of sach of seid parties shall extend
19 all proceeds and preducts of all of the property and cotlateral described im this paregraph and the Joint Operating Agreement as being subject 10
said [ien and secunty interest  Any party, 10 the extent it deems necessary to perfect the lien and secunity interest provided herein, may file this
Operating Agreement {or a memorandum of this Operating Agreement or othor notice of Lien) as a len or mertgage in the applicable real estate
records and es a financing statemens with the proper officer under the Uniform Commercial Code, Further, each party agrees on request of any
other party, to executo an appropriate financing [ ion st t or memerandum of this Operating Agreement necessary in order
to perfect the security interest and lien hereby granted under the applicable Uniform Commescial Code or state recording law.

1. Rights Suspended:
If a lien conferred 1n Article VILB has been enforced, for so Jong as the afTected party remains in default it shail have no further access to
the Contract Arca and shall not be entitled to vote on any matter hereunder,
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SN

oo =1 n WA e G B e

=

AAPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

J. Payment Defaulis:
Notwithstanding, and in addition to, Article VIL, Item B second paragrapl, it is understood and agreed that i any party fails and/or i3 unable (o pay

its share of expense within ninety (90) days after receipt of a statement therefor by Operator, the non-defaulting parties, including Cperator, shall
individually and collectively have the option, after written Notice of Default to the defaulting party, to pay amounis that are not m disput¢ n the
proporuon that the interest of each such party bears to the interest of all such parties, and acquire the defaulting party's interest to the extent
attnibutable to amounts not in dispute, except that the defaulting party shall have thirty (30) days after receipt of “Notce of Default” in which to pay
such undisputed amounts in full including interest. An imerest penalty shal! be assessed to undisputed amounts due as previded for in Paragraph 3,
Article I, Exhibit "C" (COPAS Accounting Procedure), attached hereto, En addition 10 the wndisputed amount due and the interest penalty
associated therewith, Operator shall be entitled ta receive from the defaulting parties* reasonable attorney fees and associnted costs of filing the lien
and collection from the defaulting party

K. Elcctions as to Priority of Operations:

Anything her¢inabove to the contrary notwithsianding, the election to test and complete shall take precedence over an election to deepen or
sidetrack, an election to deepen shall take precedence over an election to sidetrack and an election to sidetrack shall take precedence over en
election to plug and abandon. No well producing in paying quantities shall be reworked or deepened without the consent of F00% of working
interest ownership calculated by percentage of ownership and not by number of parties,

L. Maintenance of Uniform Interesi:
In the event any party hercto creates a ncoessity for separate measurement facilities by virtue of any encumbrance or conveyance, the essignec shall
alone bear the cost of acquisition, operation, mamienance and repair of such facihity,

M. Multiple Well Proposals:

Notwithstanding, and in addition to Article VIB.1 and Article VI B 2, itis understond and agreed that if multiple wells are to be drilled from a
common pad, 1f such wells are proposed at the same time, and if such wells are to be dnilled consecutively and without interruptian , each party will
make a single election to participate or go non-consent as to atl wells up to a maximum of 9 wells on 10-acre density or 7 wells on 20-acre density,
end that, notwithstanding the forgoing, if a party ¢lecis to go non-consent in a group of wells dnlled under the tenms hereof, the payout with regard
to ¢ach well shall be determined on a well-by-well basig,

N. Replacement of Previous Agreements

It is expressly understood and agreed that this agreement shall replace and superseds any previous operating agreements entered into by any of the
parties In felation 10 2ry of the lands within the contract erea, inchuding but rot limited 1o any A.A.P.L Model Form Qperating Agreements or Unit
COperating Agresments.
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IN WITNESS WHEREQF, this agreement shall be effective as of the __ 1st day of Apsil

2010

who-hag-prepared-and-oirpulated-thig-form-for-exeeution; fepresents-and-warants
thatthe-form-was-prirted-frem-andwith-the-oxoeptionfsHisted-belove-is-identioalHe-the-AARL-For- 61010859 ModalHlorm
Operating—Agreement,—as—published—in—computerized—orm—by—Terms—On-A-Disk—Ine—No—shanges~alterationsr—or
modifications—other—than—those-made-bystrikethrouphnd/orinsertion—and—thatare—clearlyrecognizable-as-changes-in
Afigleg——MMM e e e e e e hava-heendmade-te-the-forme

ATTEST OR WITNESS: OPERATOR

Williams Progductien Ryan Gulch, L1G

By

Joseph P, Barrett
Type or print name

Title Attorney-In-Fact

Date

Tax 1D or 8.5. No.

NON-OPERATORS

Oxy USA WTP, LP

By

Type or print name

Title

Date

Tax D or 8.8. No.

Vantage Energy Piceance, LLC

By

Type or print name

Tule

Date

Tax ID or 8.8, No.

John O _Whitney

By

Type or print name

Title

Date

Tax ID or 8.5. No,

-13-
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ACKNOWLEDGMENTS

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

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

Individua! acknowledgment:

State of

} 35,
County of )

This instrument was acknowledged before me on

by

{Seal, if any)

Acknowledgment in representative capacity:

State of

}ss.
County of )

This instrument was acknowledged before me on

Title {(and Rank)

My commussion expires:

by as
of

(Seal, if any)

Title (and Rank)

My commission expires:
State of

Jss.

County of )

This instrument was acknowledged before me on

by as
of

(Secal, if any)

Title (and Rank)

My commission expires:
State of

J)ss.

County of )

This instrument was acknowledged before me on

by as

of

(Seat, if any)

Title (and Rank}

My commussion expires:
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Exhibit D-1

Cause 527, Docket No. 1009-UP-54

RN : d ; 346)-Lomplete. - Nkl A
Well Name: DERAL R -16-39 " i i.arkk" d: SULFPH l" 'l::l K
[ocafion: RWHE TE35-07 W ounty RIO -l"“ A CH(sle]

;' -1 L18 : ATy 5 3 RO =H B mr 1= K9/
ormaton: MESAVERD mo Days:
Eriective Date: 00r10/2010 ype Code: Dévelopment Desc: Dnilling and Completion
IAFE
Budget No: 1051946-2010 IOGRE 1D: Pad Name: RG 31-16-597
Cperator: WILOAMS PRODUCTTOR RT O Asset Group: Froj Wanager. Hamizon, Alan |
PICEANCE-HIGHLANDS
Al Dnll; comiplete, and equip as a comniercial gas well to develope acreage
Desc:
ubular.Goods
DRL IUMF [Line 3 . =
B750 | OC-CONDUCTORDRIVE
PIPE

BEED SURFACE CASING

B91S [TDC-WELLHEAD
EQUIPMENT {DRILLING)

ICASING

b’"l

,'i"“'|.< A - - ~ =
B2 UEL % LUBRICAN

B740 RIGG MOBIL/DEMCBILZATN

B/55 DC-DR U1 HEMICALS

B760 RIG DAYWORK

B/8 A LUIF, TOOLS

TEER TLE OFIN-ABSTRACT

[ R/E - d -nr::-;..- at QUIP

Cementing- R

ur SATICTINIT I -
2400 IDC SURFACE CEMENTING (MATER!ALS)
o NTING {SERVICE]

8401 ICC-PRODUCTION CASING CEMENTING

f:l;l. -FROLCU ON CASIN ENEN =

Ela ~mi. i

OG-0, MICARTE X FDOITIVES
8402 [ICC-STIMULATION MATERIALS (MATERIALS)
L2 RAC WATER (MATERIALS)
8 ISTIMULATION SVCS & MATERIAL
I G
8735 [COMPLETION RIG
B735 PERFURATING
8787 |FRA ATE COMPLEHON

Spacial Services . -2 n s s o S
iz 2000 0 iz i)
574 a {DRILLING) T000 (] ]
757 IRECTIONAL EQUIP 175000 0 T76000
L) - [©)] 7900 b 7900 |
EE37 MO0 TOGGING 165300 1] 6300 |
F] )IOPEN HOLE LOGGING 34400 1] 34400
IDC-SPECIAL SERVICES 4000 [*) LiLcd

13 WELDING SERVICES 10000 0 10000
5743 [CC-WELLHEAD SERVICES ([CONPLETION] 1] 3700 3700
m_ [ﬁfo lCC-TANK RENTAL (COMPLEI'ION) 0 36400 36400
rials - . TR
16 IDC MISCELLANEOUS SUPPLIES 20000 1] 20000
-BITS SO000 (1] U000 |

i -c NG C EWS&TOOLS 4000 0 4000
25000 1 25000
1 IDC - MISCELLANEOUS LABOR S000 0 5000
E56E | HOLE 25200 0 25200
3569 RENTAL EQUIPMENT - SURFACE 239200 0 239200

5216 = 3] s {01

8734 ICC-CASING CREWS

B742 |[CC-TRUCKING & HAULING (COMPLETIONY

8846 |PACKERS & PLUGS

0
0 25400 20400
1]
2]

CCesd Location: - UREES —". it L e

8[+] 122600 3] TI2500 |

52400 4] 32400

IDC-ACCESSILOC CONSTRUCTICN MATERIAL 49800 0 49800
FACE DAMAGES MATERIALS 300 U 0

AFE # (W125151 -62263346) -- FEDERAL RG 531-16-397 - 09/01/2010 -- Page 1



IDC WATER & WATER HAULING

R HAULING & DISPOSAL
\‘Iﬁﬂl" -ACCESS & LOCATICN (COMP!

ON)

CC-ENVIRONMERN MITIGATION

jm ACILITIES LABGR

C-WATER HAULING & DISPOSAT

ﬂ"":z pETIEN ontrachFrolessional Senvices 8

BOT7] HWEL UPERVISIO

8917 JCC-WELLSITE SUPERVIS ON

[Total man h e(:oetru;‘u 2

e -
B pproved By-

Partnars Approval:

AFE # (WT25151-62263346) — FEDERAL RG 531-16-397 -- 09/01/2010 — Page 2




Exhibit D-2

Cause No. 527, Docket No 1009 UP- 54

Days:

Fliectve Date: 6/ 12010 ESEe Development Desc. Drling and Completon
IAFE

Budget No: 1081946-2010 OGRE ID: Pad Name: RG 31-16-5397

r Group! ro] Manager: Harrison, Alan
ICEANCE-HIGHLANDS
nlf, Gcomplete, and QUip as a commercial gas well 10 develope acreage
Desc:

LHEAD
EQUIPMENT (DRILLING)
B730 |
ICASING
8302 [TUBING & ACCESSONIES
UtherEquipment —- -5 55 -0~
I .v {
856 [FRODUCTION EQUIFMERT
893 [TCC-PRODUCTION STORAGE TARNKS
':":” ELLREAD N
al -1 angibie (oo - -
H ||F:T-'|'t.‘";
Drling Costasr .~ v
DR ICWE. Line Tt e CONE
o3 OEL B 4]
RIG MOBI EMOBILZATN 0
wonp 003 CHEMICALS 4700 1]
RIG DAYWORK 423200 [1)
o UIE, TOOLS 0 [4]
BES TLE OPIN-ABESTRACT 1000 0
-l; B 1] 15500]
IDC—SURFAC CEMENTING TERIALS) 30000 i]
ORFEA EMENTING (SERVICE) 30000 2]
#4017 |ICC. Iﬁﬁﬁnu—“cnon CASING CEMENTING (3] — 40000 |
B85 ICC?RUDUCHUN‘CISTNGTEEMEN‘JWG 1] 30000
OIMAtoN TIEOMBIE — o o2 T - oot o o . = - Lo
BT ] OC-OF BRICAN &AUUlIIVES Sa00 4
8402 | TIMULATIO ATERIALS (MATERIALS) 0 245600
n.k S FRA WATER [R5 RIALS 4]
B708 MULATION SVCS & MATERIAL 0 251300
kK 1]
‘= [COMPLETION RIG 0 39000
B735 [PERFORATING ] il
WA R!COMPLETION 1] 69600
2000 [1]
1000 0
175000 (4]
7900 1
16800 0
34400 0
000 0
10000 [1]
9] 3700
0 36400
1 -*” N ELLANEOUS SUPPLIES 20000 [i] 20000 |
DC -BITS cuton [1] SO0 |
IDC - CASING CREWS & 100LS 4000 0 3000
DC - TRUCKING & HADLING f]s)s] i] i)
i IDC - MISCELLANEQUS LABOR 9000 0 5000 |
JC -EQUIP REN DOWNHOL 25200 [a] ZoHK
9 RENTAL EQUIPMENT - SURFACH 239200 [1] 230200 |
BHE | CIHER MATERIALS & SUPD 1) 1o 10]0 1 I 111 ]
8734 [[ICC-CASING CREWS 1] 9000 9000
573 - TRUCKING & FAULN OMP o) ] 20400 patg o)
PACKERS&PLUGS [1] 31600 31600
':ra'.'- AL EQUIP SUR OMPLETICHS) 1 G0
Accasy omng dlkeanup e .. Tt - o e, ST Ty e G-, - = -
B0 C 1223b0 1] T2l |
/G 5, SURVEY S23U0 0 300
BA75 -ACCESSILOC CONSTRUGTION MATERIAL 489800 ] 45800
BB ALS 300 Y] 300
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B910 [  [IDC - WATER & WATER HAULING 0 [1] 0
it | WATER'HAULING & DISPOSA 400Ud T 40000 |
8730 [ICC-ACCT & LOCATION (COMPLETION) 0 7000 70D0
B7 72 [CC-ENRVIRCNMEN MITIGATTON 0 29600 oM
B774 [FACILITIES LAEOR [4] 144300 144900
B9 [CC-WATER HAULING & DISPOSAD 4] 113600 114600 |
L-ontratt-SupsnvisioniContrack Brofessional Services e T g e L e = =g e AT A KT T L

oy

e

1 UFPERY
-WELLSITE SUP

ION

ERVISION

SOBD8 o,

[
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