KANSAS CORPORATION COMMISSION
OIL & GAS CONSERVATION DivISION

REQUEST FOR CHANGE OF OPERATOR

KOLAR Document ID: 1486851

FormT-1

July 2014

Form must be Typed
Form must be Signed
All blanks must be Filled

TRANSFER OF INJECTION OR SURFACE PIT PERMIT

Form KSONA-1, Certification of Compliance with the Kansas Surface Owner Notification Act,

MUST be submitted with this form.

Check Applicable Boxes:

Qil Lease: No. of Oil Wells 1 >

Gas Lease: No.ofGasWells _ **

Gas Gathering System:

L[]

Saltwater Disposal Well - Permit No.:

Spot Location: ~ feetfrom D N /D S Line
feet from D E / D W Line

D Enhanced Recovery Project Permit No.:

Entire Project: D Yes D No

Number of Injection Wells **

Field Name: ummer "B

** Side Two Must Be Completed.

Effective Date of Transfer: 91/01/2020

KS Dept of Revenue Lease No.: _ 137660

Lease Name: PLUMMER "B"

NW  Sec. 31 Twp. 28 R. 40
Legal Description of Lease:

NW/4 Sec. 31-28S-40W (less 1.86 acres)

IS

County: Stanton

Production Zone(s): _Keyes Sand

Injection Zone(s):

Surface Pit Permit No.:

feet from D N/ D S Line of Section

(API No. if Drill Pit, WO or Haul)

|| Settling

Type of Pit: D Emergency D Burn

|| Haul-Off

- feetfrom D E / D W Line of Section
D Workover D Drilling

Past Operator’s License No. 5135

Past Operator's Name & Address: Farmer, John O., Inc.

370 W WICHITA AVE PO BOX 352 RUSSELL,KS 67665-0352

Title: Authorized KOLAR Agent

Contact Person: Marge Schulte

Phone: (785)483-3145 214
01/02/2020

Date:

Signature: Marge Schulte

New Operator’s License No. 6044

Stelbar Oil Corporation, Inc.

New Operator's Name & Address:
1625 N WATERFRONT PKWY STE 200  WICHITA,KS 67206-6602

Title: Authorized KOLAR Agent

Contact Person: Dustin Damme

Phone: (316)264-8378

Oil / Gas Purchaser: CHS MCPHERSON REFINERY INC

Date: 01/02/2020

Ginger Kelley

Signature:

Acknowledgment of Transfer: The above request for transfer of injection authorization, surface pit permit #

has been

noted, approved and duly recorded in the records of the Kansas Corporation Commission. This acknowledgment of transfer pertains to Kansas Corporation

Commission records only and does not convey any ownership interest in the above injection well(s) or pit permit.

is acknowledged as

the new operator and may continue to inject fluids as authorized by

is acknowledged as

the new operator of the above named lease containing the surface pit

Permit No.: . Recommended action: permitted by No.:
Date: Date:
Authorized Signature Authorized Signature
DISTRICT EPR 01/08/2020 PRODUCTION uic




KOLAR Document ID: 1486851

Side Two

Must Be Filed For All Wells

KDOR Lease No.: 137660

* Lease Name: PLUMMER "B" * Location: 31-283-40W
Well No. API No. Footage from Section Line Type of Well Well Status
(YR DRLD/PRE ‘67) (i.e. FSL = Feet from South Line) (Oil/Gas/INJ/WSW) (PROD/TA’'D/Abandoned)
1 15-187-21073-00-00 4555 Fsira i 3455FEL frumwe  OIL PR
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL _ FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL _ FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL _ FEL/FWL
FSL/FNL _ FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL _ FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL — FEL/FWL
FSL/FNL FEL/FWL
FSL/FNL _ FEL/FWL

A separate sheet may be attached if necessary

* When transferring a unit which consists of more than one lease please file a separate side two for each lease. If a lease covers more than one section
please indicate which section each well is located.



KOLAR Document ID: 1486851

KANsAs CORPORATION COMMISSION Form KSONA-1
OIL & GAS CONSERVATION DivISION Form Must Be Typed
rm mu Sign
CERTIFICATION OF COMPLIANCE WITH THE All bianke must be Bilod

KANSAS SURFACE OWNER NOTIFICATION ACT

This form must be submitted with all Forms C-1 (Notice of Intent to Drill); CB-1 (Cathodic Protection Borehole Intent);
T-1 (Request for Change of Operator Transfer of Injection or Surface Pit Permit); and CP-1 (Well Plugging Application).
Any such form submitted without an accompanying Form KSONA-1 will be returned.

Select the corresponding form being filed: [ ]C-1 (intenty [ ]CB-1 (Cathodic Protection Borehole Intent)  [X] T=1 (Transfer) || CP-1 (Plugging Application)

OPERATOR: License # 5135 Well Location:

Name: Farmer, John O., Inc. o . NWgg 31 Twp. 28 g R 40 [ ] East[X] West

Address 1. 370 W WICHITA AVE County: Stanton

Addross 2. PO BOX 352 | ease Name: PLUMMER "B" Wel 4 Se¢ T1 Side Two

City: RUSSELL state: KS Zip: 67665 , 0352 If filing a Form T-1 for multiple wells on a lease, enter the legal description of
Contact Person: Marge Schulte the lease below:

Phone: ( 785 ) 483-3145 Fax ( ) NW/4 Sec. 31-28S-40W (less 1.86 acres)

Email Address: Marge.schulte@johnofarmer.com

Surface Owner Information:

Name: City of Johnson When filing a Form T-1 involving multiple surface owners, attach an additional

. P.O. Box 500 sheet listing all of the information to the left for each surface owner. Surface
Address 1: owner information can be found in the records of the register of deeds for the
Address 2 county, and in the real estate property tax records of the county treasurer.
City: Johnson State: KS Zip: 67855 +

If this form is being submitted with a Form C-1 (Intent) or CB-1 (Cathodic Protection Borehole Intent), you must supply the surface owners and
the KCC with a plat showing the predicted locations of lease roads, tank batteries, pipelines, and electrical lines. The locations shown on the plat
are preliminary non-binding estimates. The locations may be entered on the Form C-1 plat, Form CB-1 plat, or a separate plat may be submitted.

Select one of the following:

| certify that, pursuant to the Kansas Surface Owner Notice Act (House Bill 2032), | have provided the following to the surface
owner(s) of the land upon which the subject well is or will be located: 1) a copy of the Form C-1, Form CB-1, Form T-1, or Form
CP-1 that | am filing in connection with this form; 2) if the form being filed is a Form C-1 or Form CB-1, the plat(s) required by this
form; and 3) my operator name, address, phone number, fax, and email address.

[ ] I have not provided this information to the surface owner(s). | acknowledge that, because | have not provided this information, the
KCC will be required to send this information to the surface owner(s). To mitigate the additional cost of the KCC performing this
task, | acknowledge that | must provide the name and address of the surface owner by filling out the top section of this form and
that | am being charged a $30.00 handling fee, payable to the KCC, which is enclosed with this form.

If choosing the second option, submit payment of the $30.00 handling fee with this form. If the fee is not received with this form, the KSONA-1
form and the associated Form C-1, Form CB-1, Form T-1, or Form CP-1 will be returned.

| hereby certify that the statements made herein are true and correct to the best of my knowledge and belief.

Date: 01/02/2020 Signature of Operator or Agent: Marge Schulte Title: Authorized KOLAR Agent




Marge Schulte

From: John Farmer IV

Sent: Thursday, January 02, 2020 3:28 PM
To: Marge Schuite

Subject: Plummber B#1- Change of Operator
Marge-

Stelbar Oii Corporation, Inc. has agreed to succeed John Q. Farmer Inc as operator on the Plummer B Lease in
the NW/4 Sec 31-T28S5-R40W in Stanton County Ks. Stelbar has been a partner in this lease since it was drilled. Thisis
the only well we operate in the area and is not near any other wells we have. Stelbar has many leases in the vicinity and
are prudent operators.

There will be no change in any ownership in this lease. All the original John O. Farmer Inc partners will remain
partners with Stelbar, we are just allowing them to succeed us as operators.

John O. Farmer IV- President
John O. Farmer, Inc



A.A.P.L. FORM 610 - 1989

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

October 18 - 2005

2 3

yuar

OPERATOR JOHN O. FARMER, INC..

CONTRACT AREA PLUMMER PROSPECT

Township 28 South, Range 40 West

Section 31: NW/4

Township 28 South, Range 41 West

Section 25: E/2 SE/4

COUNTY OR PARISH OF STANTON ,STATEOF KANSAS

COPYRIGHT 1989 -~ ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL  CREEK  BLVID.
FORT WORTH, TEXAS, 76137, APPROVED FORM.

AAPL.NO. GIO - 1989
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A.AP.L. FORM 610 - MUDEL FORM OPERATING AGREEMEN1-1989

QPERATING AGREEMENT

THIS AGREEMENT, entered into by and between _ JOHN O. FARMER, INC. s
hereinafter designated and referred to as "Operator,” and the signatory party or parties other than Operator, sometimes
hereinafter referred to individually as "Non-Operator," and collectively as "Non-Operators.”

WITNESSETH:

WHEREAS, the patties to this agreement arc owsers of Oil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit "A," and the parties hereto have reached am agreement to explore and develop these Leases and/or Qil
and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE I.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed 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 to be incurred in conducting an operation hereunder.

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

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

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

E. The terms "Drifling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the
cost of any operation conducted under the provisions of this agreement.

F. Fhe term "Drilling Unit" shall mean the area fixed for the dritling of one well by order or rule of any state or federal
body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling usit as
established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Dritling Parties.

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

H. The term "Initial Well" shall mean the well required 1o be drilled by the parties hereto as provided in Article VLA,

1. The term "Non-Consent Well" shall mean 2 well in which less than all parties have conducted an operation as
provided in Article VLB.2.

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

K. The term "0il and Gas" shall mean oil, gas, casinghead gas, gas condensate, andfor all other liquid or gasecus
hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is
specifically stated.

[. The term "Qil and Gas Interests” or "Interests" shall mean unleased fee and mineral interests in Oil ané Gas in fracts
of land lying within the Contract Arez which are owned by parties to this agreement.

M. The terms "Oil and Gas Lease,” "Lease" and "Leasehold” shall mean the oil and gas leases or interests therein
covering tracts of land ying within the Contract Area which are owned by the parties to this agreement.

N. The term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order {o attempt a
Completion in a shallower Zone.

0. 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 the existing welibore.

P. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure,
restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include, but
are not limited to, well stimulation operations but exciude any routine 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 deviation of a well from vertical so as to
change the bottom hole location unless done to straighten the hole or drill around junk in the hole to overcome other
mechanical difficulties.

R. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Gil and
Gas separately producible from any other common accumulation of Gil and Gas.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word “person” includes
natural aad artificial persons, the plural includes the singular, and any gender includes the masculing, feminine, and neuter.

ARTICLE I1.

EXHIBITS
The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:

_X A Exhibit"A," shatt include the following information:
(1) Description of lands subject to this agreement,
(2) Restrictions, if any, as 4o depths, formations, or substaaces,
(3) Parties to agreement with addresses and telephone numbers for notice purposes,
{4) Percentages or fractional interests of parties to this agreement,
{5 Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement,
{6} Burdens on production.
Exhibit "B," Form of Lease.
Exhibit "C," Accounting Procedure.
Exhibit "D," Insurance.
Exhibit "E," Gas Balancing Agreement.
Exhibit "F," Non-Discrimination and Certification of Non-Segregated Facilities.
Exhibit "G," Tax Partnership.
. Other: __Recording Supplement
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If any provision of any exhibit, except Exhibits "E," "F" and "G." is inconsistent with any provision contained
the body of this agreement, the provisions in the body of this agreement shall prevail.
ARTICLE IIL
INTERESTS OF PARTIES
A. Qil and Gas Interests:

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

B. Enterests of Parties in Costs and Produetion:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shail be borae
and paid, and all equipment and materials acquited in operations on the Contract Area shall be owned, by the parties as their
interests are set forth in Exhibit "A." In the same manner, the parties shall also ows all production of O#f and Gas [rom the
Contract Area subject, however, 1o the payment of royalties and other burdens on preduction as described hereafier.

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other
burdens may be paysble and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or
causc to be paid or delivercd, all burdens on its share of the production from the Contract Area up to, but not in excess of,
Twenty Percent (20.00%) and shall indemnify, defend and hold the other parties free from any liability therefor.
Except as otherwise expressly provided in this agreement, il any party has contributed hereto any Lease or Interest which is

burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts
stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend
and hold the other partics hereto harmless from any and all claims attributable to such excess burden. However, so long as
the Drilling Unit for the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to
be paid or delivered, all burdens on production from the Contract Area due under the terms of the Oil and Gas Lease(s)
which such party has contributed to this agreement, and shall indenmify, defend and hold the other parties free Irom any
liabitity therefor.

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

Nothing contained in this Article IILB. shall be deemed an assignment or cross-assignment of interests covered hereby.
and in the event (wo or more paities contribute to this agreement joinlly owned Leases, the parties’ undivided interests in
said Leascholds shall be deemed separate leascheld 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 given as security
for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production
payment, net profits interest, assignment of production or other burden payable out of production attributable to its working
interest hereunder, such burden shall bc deemed a "Subsequently Created Interest.” Furthepeif-any-party.-has—contributed
heseto—a—Lease—or—Inierest—burdened —vith—n—overdding—royaly—production—payment—net—profits—intercsts.—or—other—burden
payale—out-of-production—created—prior—te—the—date—oFthis—agreement—and—such—burden—is—not—shown—on—Exhibit —A"—sueh
Faﬁffrafgzhmﬁﬂ%%@ﬂnﬁwlﬂﬁmﬁ%ﬁfi?ﬁyﬁz»Im:mrlvmEcml@mzmmmln‘rrlr:magm!@?ﬁ:nrlzafrm
rﬁm?al:maamﬁe.m#mﬁg?msﬁfx.mrwim i B-above:

The party whose interest is burdened with the Subsequently Created Interest {the “Burdened Party") shalt assume and
alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other
parties from and against any lizbility therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the

same manner as they are enforceable against the working interest of the Burdened Party. If the Burdencd Party is required
under this agreement to assign or relinquish to amy other party, or parties, all or a portion of its working interest and/or the
production atiributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmtiess said other party, or
parties, from any and ali claims and demands for payment asserted by owners of the Subsequenily Created Interest.
ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the Drilfsite of any proposed well prior to commeneement of drilling cperations and,
if a majority in interest of the Drilling Parties so request or Operator so clects, title examination shall be made on the entire
Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royakty, overriding royalty and production payments under the applicable Leases.  Each party contribuling
Leases andfor Oif and Gas Interests {0 be included in the Drilisite or Drilling Unit, if appropriate, shall furnish 1o Operator
all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of
charge.  All such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in
royalty

procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-i
opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the Driliing
Parties in the proportion that the interest of each Drilling Party bears to the tolal interest of alt Drilling Parties as such

inferests appear in Exhibit "A." Operator shall make no charge for services rendered by its stafl’ attorneys or other personnel
in the performance of the above functions.

Each parly shall be responsible for securing curative matter and pooling amendments or agreements required in
comnection with Leases or Oil 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 hearings
before governmental ageneies for the securing of spacing or pooling orders or any other orders necessary or appropriate to
the conduct of operations hercunder, This shall not prevent any party from appearing on its own behalf at such hearings.
Costs incurred by Operator, including fees paid to outside attorneys, which arc associated with hearings before governmental
agencies, and which costs arc necessary and proper for the activities contemplated under this agreement, shall be direot
charges to the joint account and shalt not be covered by the administrative overhead charges as provided in Exhibit "C."

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

No well shall be drilled on the Contract Area until afier (1) the title to the Drillsite or Drilling Unit, i appropriate, has
been examined as above provided, and (2) the title hag been approved by the examining attorney or title has been accepted by
afl of the Drifling Partics in such well,
B. Loss or Failure of Title:

1. Failure of Title: Should any Qil and Gas Interest or Qil and Gas Lease be lost through failure of title, which resuits in a
reduction of intercst from that shown on Exhibit "A,* the party credited with contributing the affected Lease or Interest

including, if applicable, a successor in interest to such party} shall have ninety {(90) days from final determination of fitle
2 pp party

failure to acquirc a new lease or other instrument curing the cntirety of the title failure, which acquisition will not be subject
to Article VIILB,, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oif and Gas
Leases and Interests; and,

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

{b) There shall 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 contained on Exhibit "A" shall be revised on an acreage
basis, as of the time it 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 wilt thereafter be reduced in the Contract Arca by the amount of the Lease or Interest fatied;

(c) If the proportionate inferest of the other parties hereto in any producing well previously drilled on the Contract
Area is increased by reason ol the title failure, the party who bore the costs incurred in connection with such well attributable
to the Lease or Interest which has failed shall receive the proceeds attributable to the increase in such interest (less costs and
burdens atiributable thereto) until it has been reimbursed for unrecovered costs paid by it in conncetion with such well
attributable to such failed Lease or Interest,

() Should any person net a party 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
1o the party or parties who bore the costs which are so refunded;

{e) Any liability to account {o a person not a party to this agreement {or prior production of Oil and Gas which arises
by reason of title failure shall be borne severally by each party (including a predecessor to a current party} who received
production for which such accounting is required based on the amount of such production received, and each such party shali
severatly indemaify, defend and hobd harmless alf other parties hereto for any such liability to account;

{0} No 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 hercto elects to defend its title
it shall bear all expenses in connection therewith; and

(g} If any party is given credit on Exhibit "A" to a Lease or Intercst which is limited solely to ownership of an
interest in the weltbore of any well or wells and the production thercfrom, such parly's absence of interest in the remainder
of the Contract Arca shall be considered a Failure of Title as to such remaining Contract Area unless that absence of inlerest
is reflected on Exhibit "A."

2. Loss by Non-Payment or Erroneous Payment of Amount Due: I, through mistake or oversight, any rental, shut-in weli

payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas
Lease or interest is not paid or is erroncously paid, and as a result & Lease or Interest terminates, there shall be no monetary
linbility against the party who failed to make such paymeat. Unless the party who failed to make the required payment
secures 4 new bease or Iaterest covering the same interest within ninety (90) days from the discovery of the failure to make
proper payment, which acquisition will not be subject to Article VIILB., the interests 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 fniled to make proper payment will no longer be credited with an 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, at the time of the loss, from ihe proceeds of the sale of Oil and Gas attributable to the lost Leasc or [nterest
calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or [nterest,
it shall be reimbursed for umrecovered actual costs previously paid by it (but not for s share of the cost of any dry hole
previousty drilled or wells previcusly 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 Inferest, less operating expenses and lease
burdens chargeable hercunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or
Interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds of Oi] and Gas, less operating expenses and lease burdens chargeable hereunder to the person whe failed
to make payment, up to the amount of unrecovered costs altributable to that portion of Oil and Gas thereafter produced and
marketed (excluding production from any wells thercafier drilled) which, in the absence of such Lease or Interest termination,
would be attributable to the lost Leasc or Interest on an acreage basis and which as a result of such Lease or iInterest
termination is credited o other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties
in proporticn to their respective interests reflected on Exhibit "A"; and,

() Any monies, up to the amount of unrecovered costs, 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 Arez or becoming a party to this agreement.

3. Other Losses: All losses of Leases or Interests committed to this agreement, other than those set forth in Articles
IV.B.I. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests showa on
Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because
express or implied covenants have not been performed (other than performance which requires only the payment of money).
and the loss of any Lease by cxpiration at the end of its primary term if it is not renewed or extended. There shall be no
readiustment of interests in the remaining portion of the Contract Area on account of any joint loss.

4. Curing Title: In the event of a Failure of Title under Article 1V.B.1. or a loss of title under Asticle 1V.B.2. above, any
Lease or Interest acquircd by any party hercio (other than the party whose interest has failed or was lost) during (he ninety
(90) day period provided by Article IV.B.1. and Article 1V.B.2. above covering all or a portion of the interest that has faticd
or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions ol Article VIILB.
shall not apply o such acquisition.
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:
JOHN O. FARMER, INC. shall be the Operator of the Contract Area, and shall conduct
and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits ol
this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance
with the election procedurcs contained in this agreement, Operator shall not be deemed, or hold itself out as, the agent of the
Non-QOperators with authority to bind them to any obligation or liability assumed or incurred by Operator as te any third
party. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike

manner, with due diligence and dispatcl, in accordance with good oilfield practice, and in compliance with applicable law and

regulation, but in no event shall it have any liability as Operator to the other pasties for losses sustained or liabilities tncurred
except such as may result from gross negligence or willful misconduct.
B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation or Removal of Operator: Operator may resige at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of
serving as Opcrator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor.  Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest
based on ownership as shown on Exhibit "A™ remaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until a written notice has been defivered to the Operator by a Non-Operator detailing the alleged default and
Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, i the default concemns an
operation then being conducted, within forty-gight (48) hours of its receipt of the notice.  For purposes hereof, "good cause" shatl
mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of

operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement.

Subject to Article VILD.1., such resignation or removal shall not become effective until 7:00 o'clock AM. on the first
day of the calendar month following the expiration of ninety (90) days afier the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an carlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

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

successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Oom:.nm_n_n\yam at the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of / two-{2}-or.more.-parties owning a majority interest based on ownership as shown on Exhibit "A";
provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A" remgining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall _u_.oawﬁ_% MMM_n_chw;mwHﬁwﬁmw%mwmwwm@w%wﬂ%mnwﬂ:anonwmmm»wrm.;mm_wwa__,mmwﬁmnm_m
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator.  Amy cost of obtaining or copying the former Operator's records and data shall be charged to the joinl
account.

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have

resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptey court, afl
Non-Operators and Operator shall comprise an interim operating commiltee to serve until Operator has clected to rejoct or
asswme {his agreement pursuamt to the Bankrupicy Code, and an election to reject this agreement by Operator as o debtor in
possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection w_mam successor.  During tie period of time the operating commitiee controls operations, all actions shall
require the approval / effwo {2 or-more-partics owning a majority interest based on ownership as shown on Exhibit "A." In
the—event—there—are—enly—two.{2)..parties—to-this—agreement—during—the—period—oftime—the—eperating—commitiee—controls
operations—a—thied—party—acceptable—to—Operator—MNon-Operater—and—the—federl—bankruptey—cour—shall—bs—selestod—as—a
memberofthe-—operating—committee,—and—all—actions—shall —roquisc—the—approval—of—two—{2)—members—of —the—operating
committee-witheutregard-fortheh-interest-in-the-Conteast-Area-based-on-Exhibit-2Al

C. Employces and Contractors:

The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the
hours of labor and the compensation for services performed shall be determined by Operator, and zll such employces or
conlractors shall be the employees or contractors of Operator.

D. Riglits and Duties of Operator:

l. Competitive Rates and Use of Affiliates: All wells drilited on the Contract Area shafl be drilled on a compe
contract basis at the usual rates prevailing in the area. I it so desires, Operator may employ its own tools and cquipment in
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of such charges
shall be agreed upon by the partics in writing before drilling operations are commenced, and suck work shall be performed by

Ve

Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contracloss
who arc doing work of a similar nature, All work perlormed or materials supplied by affiliates or related parties of Operator
shail be performed or supplied at compelilive raies, pursuant to written agreement. and in accordance with customs and
standards prevailing in the industry.

2, Discharge of Joinl Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay

and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis provided in Exhibit "C.”
Operator shall keep an accurpte record of the joint account hereunder, showing expenses incurred and charges and credits
made and received.

3. Protection from Liens: Operater shall pay, or cause 1o be paid, as and when they become due and payable, all accounts

of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in
respect of the Contract Area or any operations for the jeint account thereof, and shall keep the Contract Area free Irom

i -
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liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendercd or
materials supplied.
4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced

or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the
Contract Area, and such funds shalf remain the funds of the Non-Operators on whose account they arc advanced or paid until
used for their inferded purpose or otherwise delivered to the Non-Operators or applied toward the payment of debls as
provided in Article VILB. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator
and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
parties otherwise specifically agree.

5. Access to Contract Area and Records: Operator shall, except as otherwise provided hercin, permit each Non-Operalor

or its duly authorized representative, at the Non-Operator's scle risk and cost, [ull and free access at all reasonable times to

all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto.  Such access
rights shall not be exercised in a manaer interfering with Operator's conduet of an operation hereunder and shall not obligate
Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will fumish to each Non-Operator upon request copies of any
and all reports and information obtained by Operator in connection with production and related items, including, without
limitation, meter and chart reporfs, production purchaser statements. ran tickels and monthly gauge reports, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
information.  Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
shatl be conducted in accordance with the audit protocol specified in Exhibit "C."

6. Filing and Fumishing Governmental Reports: Operator will file, and upon—swritten—request-promptly Farnish copies to

and A st ol current worling interest owiers, teir addresses, phone numbers, and respective percentages of the parties
cach requesting.-Non-Operator not m default of its’ payment obligations, all operational notices, reports 7 or u_uc?_ou:o:m
required to be filed by local, State, Federal or Indian agencies or authoritics having jurisdiction over operations hercunder.

Each Non-Operator shall provide to Operator on & timely basis all information neccessary to Operator to make such filings.
7. Drilling and Testing Operations: The following provisions shall apply fo each well drilled hereunder, including but not

limited to the Initial Well;
(a) Operator will promptly advise Non-Operators of the date on which the wel

is spudded, or the datec on which
drilling operations are commenced.

{b) Operator will send to Non-Operators such reports, test resulis 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.

(c} Operator shall adequately test all Zones encountered which may reasonably be expecied to be capable of producing
Gil and Gas in paying quantities as a result of examination of the clectric log or any other logs or cores or tests conducted
hereunder.

8. Cost Estimates: Upon request of any Consenting Parly, Operator shall fursish estimates of current and cumwulative costs
incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates 5o fong as the estimates are made in good faith.

9. Insurance: At all times while operations are conducied hereunder, Operator shall comply with the workers
compensation law of the staie where the operations are being conducted; provided, however, that Operator may be a self-
insurer for {iability under said compensation laws in which event the only charge that shali be made to the joint account shall
be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the partics
as outlined in Exhibit "D" attached hereto and made a part hereof, Operator shall require all contractors engaged 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 to maintain such other insurance as Operator may require.

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

equipment.
ARTICLE YI.
DRILLING AND DEVELOPMENT
A-Enitial Well:
e A A-OF-DEOEE A NG i YD sttt e e peEater-shall- commence-the-drilling-e fthe Initial
Wellat-the-fellowing-location:

and-shall-thereafiercontinue-the-drilling-of- the-well-with-due-dilizence10

Thedrifling—ofthetnitial Well-and-the-participation-therein-by-all-parties-is-abligatery-subjest-te-Asticle- V1Ll —as-to-participation
in-GCompletion-operations-and-Axticle VLE as-to-tormination-oLoperations-and-Awticle Xl -as-te-eccurrence-offorce-majeure:
B. Subsequent Operations:

[. Proposed Operations: I any party hereto should desire to drill any well on the Contract Area other than the Initial Well, or
il any party should desite 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
{his agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shail give written
notice of the proposed operation to the partics 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 1o be
performed, the location, n_dnﬁ_vmmmﬁm.mm_mr objective Zone and the estimated cost of the operation. The parties to whom such a
notice is delivered shall have / thist days after receipt of the notice within which to notify the party proposing to do the werk
whether they clect to participate in the cost of the proposed operation. If a drilling rig is_on location, notice of a proposal to
K telegram, telex, telecopier, or other forny of facsimile A L
Rework, Sidetrack, wanc_uv_wﬁm._ww,.%omwmw%m-ﬁmwmmﬂ mﬂwm<ﬁn given by ! telephene-and fhe résponse period shall be limited to forty-
eight-{48)-hours—exclusive—/ of Saturday, mc:m@ and Iegal holidays. Failure of a party to whom such notice is delivered to reply
within the period above fixed shall constitute an election by that parly not to participate in the cost of the proposed operation.
Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to ali parties
withirt the time and in the maneier provided in Article VI.3.6.
If all partics to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be

the time period hereafter set

contractually committed fo participate .:_mzmmﬁ_w vuqoi%ﬁ_ such operations are commenced ﬁ_ﬁ_.: 1
sixty (O Lo . ifteen {13
forth, and Operator shall, no iater than 7 ninety—{90)d mw after cxpiration of the notice period om

h I thiry-{30)-days (or as
. .. byerty-four (2 X G .
prompily as practicable after the expiration ol thé / forty-cight{48)-hour pericd when a drifling rig is on location, as the case
may be), actually commence the proposed operation and thereafier complete it with due diligence at the risk and expense of
the parties participating therein; provided, woznéwmwwﬁ wmwﬁammossoa date may be extended upon written notice of same
by Operator to the other parties, for a period of up to “m%ﬁwiﬁowia%zo:a days if, in the sole opinion of Operator, such
additional time is reasonably necessary to obtain permits [rom governmental authorities, surface rights (including rights-of
way) or appropriate drilling equipment, or to complete tille examination or curative matter required for title approval or
acceptance.  If the actual operation has not been commenced within the time provided {(including any extension thercof as
specifically permitted herein or in the force majeure provisions of Article XI} and il any party hereto still desires to conduct
said operation, written notice proposing same must be resubmitted to the other parties in accerdance herewith as if no prior
proposal had been made, Those parties that did not participate in the driliing of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such partics desire to participate in the proposed Deepening or Sidelracking operation,
reimburse the Drifling Parties in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance
with Article VI.B.5. in the cvent of a Sidetracking operation.
2. Operations by Less Than All Parties:

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

VI.C.1. (Option No. 2) elects not to participate in the proposed operation, then, in order to be entitied to the benefits of this

sixty filteen _:mu

later than / nide . %u_ﬁ after the expiration of the notice period of / #iels—EBM-days (or as promptly as practicable alter the
WEnvy-rour

Article, ;E.Eﬁ“%oﬂ parties giving the notice and such other partics as shall elect to participate in the operation shall, no

o 243 : e .
expiration of the / forty-¢ hour period when a drilling rig is on location, as the case may be) actually commence the
proposed operation and complete it with due diligence. Operator shall perform afl work for the account of the Consenting
Partics; provided, however, if no drilling rig or other cquipment is on location, and if Operator is a MNon-Consenting Party.
the Consenting Parlies shall either: (i) request Operator to perform the work required by such proposed cperation for the
account of the Congenting Parties, or (i) designate one of the Consenting Parties as Operator to perform such work,  The
rights and duties granted to and imposed upon the Operator under this agreemeni are granted to and imposed upon the pasty
designated as Qperator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when
conducting operations on the Contract Arca pursuant to this Article VIL.B.2., shall comply with all terms and cenditions of this
agreement,

If less than all parties approve any proposed operation, the proposing parly, immediately after the expiration of the
applicable notice period, shali advise all Parties of the total interest of the parties approving such operation and its
reconunendation ag to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party.

. twenty-four (24) hours (inclusive . ) X
within / forty-gight ours—{exelusive-of Saturday, Sunday, and legal holidays) after delivery of such notice, shall advise the
proposing party of its desire to (i) limit participation to such party's interest as shown on Exhibit "A" or (i} camry only its
proportionate part {determined by dividing such party's interest in the Contract Area by the interests of all Consenting Parties in
the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part {determined as provided in (ii)) of
Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Noa-Consenting Parties'
interests {hat any Consenting Party did not elect to take. Amy interest of Non-Consenting Parties that is not carried by a
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its
proposal, Failure 1o advise the proposing parly within the time required shall be deemed an efection under (). In the event a

s L. . telegram, tele¥, telecopier, or other {form of facsimile . .
drilling rig is on Jocation, :an.aww be’ given mE‘ ,\ﬁowrosm, and the time permitted for such a response shall not exceed 2

:é:Q..qm:_. 24} hours {inclusive

total of / fo f Saturday, Sunday and legal holidays). The proposing party, at its clection, may
withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10}
days, or within twenty-four (24} hours if a drilling rig is on location, following expiration of the applicable response period.
If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parsties

of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the
period provided in Article VI.B.1., subject to the same extension right as provided therein,
(b} Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be

borne by the Consenting Parties in the proporfions they have elected to bear same under the terms of the preceding
paragraph.  Consenting Partics shali keep the leaschold estates involved in such operations frec and clear of all iiens and
encumbrances of every kind created by or arising from {he operations of the Consenting Parties. [f such an operation results
in a dry hole, then subject to Articles Vi.B.6. and VLE.3,, the Consenting Parties shall piug and abandon the well and restore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties thai
participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate
shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not
increased by the subsequent operations of the Consenting Parties. 1 any weli drilled, Reworked, Sidetracked, Deepened,
Recompleted or Plugged Back under the provisions of this Article results in & well capable of producing Oil and/or 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 turned over to Operator (if the Operator did snot conduct the operation) and shall be operated by it at the
expense and for the account of the Consenting Parties. Upon commencement of operations for the drifling, Reworking,
Sidetracking, Recompleting, Deepening or Plugging Back of any such welt! by Consenting Parties in accordance with the
provisions of this Article, each Non-Consenting Party shall be deemed te have gelinquished to Consenting Parties, and the

. . the same proportions in which they bore the cost of such operations N
Consenting Parties shall own and be’ entitled to receive, /  in—properton—o—their—ospestive—interests, all of such Non-

Consenting Party's interest in the well and share of preduciion therefrom or, in the case of a Reworking, Sidetracl

.
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Deepening, Recompleting or Plugging Back, or a Completion pursuant fo Articie VL.C.1.  Option No. 2, all of such Non-
Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect
to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
royalty, ovemiding rtoyalty and other interests not excepted by Article IHLC. payable out of or measured by the production
from such well accruing with respect to such interest until it reverts), shall equal the total of the following:

(iy_150 % of each such Non-Consenting Party's share of the cost of any newly acquired surface eguipment
beyond the wellhead connections (including but not limited to stock tfanks, separators, treaters, pumping equipment and
piping}, plus 100% of each such Non-Consenting Party's share of the cost of operation of the well commencing with first
production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other
provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that
interest which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning
of the operations; and

()__300 % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,

Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIILC,
and of (b) that portion of the cost of newly acquired equipment in the well (to and including the welthead connections),
which would have been n_._m:mauzn to such Non- Oo_;ozzam ?E\ if it had cm:_ewmaa therein.

%%i%éiimi@ﬁﬁ%iﬁ%%?g_i%%mgig
Consenting—Party—shat—h in—the—initisl—proposed-Completion—af—the—well—by-paying-its-share—of—the
east—etf—driling—the—well—te—is—aeciual—depih—ealeulated —n—the—mann i i i
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(cy Reworkin Back. An election not to participate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed
such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount.  Similarly, an election not to
participate in the Compieting or Recompleting of a well shall be deemed an election not to participate in any Reworking
operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Partics of the Non-Consenting Parly'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 150 % of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargesble to
such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Article VIB. shall be applicable as between said Consenting

Parties in said well.

(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s
share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem,
production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to
Non-Consenting Party’s share of production not excepted by Article HI.C.

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

Within ninety (90} days after the completion of any operation under this Article, the party conducting the operations
for the Consenting Parties shall furnish each 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 welt for production; or, at ils option, the operating party, in licu of an itemized statement
of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas
produced dusing any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or
periodic well iests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by z Non-Consenting Party had it participated therein shall be credited
against the total unreturmed costs of the work done and of the equipment purchased in determining when the interest of such
Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to such Non-
Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounis provided

first day of the month

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-Consenting Parly shall
own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as
such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetracking, Reworking,
Deepening, 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 weil in accordance with the terms of this
agreement and Exhibit "C" attached hereto.

3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth and ail tests have
been completed and the results thereof fumnished to the pariies, or when operations on the weli have been otherwise
terminated pursuant to Arsticle VLF., stand-by costs incumred pending response fo a parly's notice proposing a Reworking,

.
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Sidetracking, Decpening, Recompleting, Plugging Back or Completing operation in such a well (including the pericd required
under Article VILB.6. to resolve compeling proposals}) shall be charged and borne as part of the drifling or Deepening
operation just completed.  Stand-by costs subsequent to all parties responding, or expiration of the response time permitted,
whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the ferms
of the second grammatical paragraph of Article VLB.2. (a), shall be charged to and borne as parl of the proposed cperation,
but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shail be allocated
between the Consenting Parties in the proportion cach Consenting Party's interest as shown on Exhibit "A" bears to the totat

interest as shown on Exhibit "A" of all Consenting Parties.
ile the drilling rig to be utilized is on location, any part
twenty-Tout (23) ¥ puly

In the event that notice for a Sidetracking cperation is given w
may request and receive wp to five (3) additional days after expiration of the ™/ ferty-eighi—hour response period specified in
Asticle VL.B,]. within which to respond by paying lor all stand-by costs and other costs incurred during such extended
response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending
the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be
allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party's
interest as shown on Exhibit "A" bears 1o the tofal interest as shown on Exhibit "A" of aH the electing partics.

4. Deepening; If less than ail parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant to Article VI.B.1., the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article
VI.B.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone
of which the parties were given notice under Article VIB.1. ("Initial Objective”). Such well shall not be Deepened beyond the
ticipale

Initial Objective without first complying with this Article to alford the Non-Consenting Parties the opportunity to
in the Deepening operation.

In the event any Consenting Parly desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such parly shall give notice thereof, complying with the requirements of Article VLB.1., to all parties (including Non-
Consenting Parties}). Thereupon, Articles VLB.1. and 2. shall apply and all parties receiving such potice shall have the right to
participate or not participate in the Deepening of such well pursuant to said Articles V1.B.{. and 2. If a Deepening operation
is approved purstant 1o such provisions, and if any Non-Comsenting Party eclects to parlicipate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the foltowing costs and expenses.

(a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Non-Consenting Party shall pay {or reimburse Consenting Parties for, as the ecase may be) that share of costs
and expenses incuried in conncction with the drilling of said well from the surface to the Initial Objective which Non-
Congenting Party would have paid had such Non-Consenting Party agreed lo participate therein, plus the Noan-Consenling
Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for festing and Completion or attempted Completion of the well
incurred by Consenting Parties prior to the point of actwal operations to Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties.

(b) If the proposal is made for & Non-Consent Well that has been previously Completed as a well capable of producing
in paying quantities, but is no fonger capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reimburse  Consenting Parties for, as the case may be) its proportionale share of all costs of drilling, Completing, and
equipping said well from the surface to the Initial Objective, caleulated in the manner provided in paragraph (a} above, less
those costs recouped by the Conseating Parties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-entering said wel. The Non-Consenting Parties' proportionate part {based
on the percentage of such well Non-Consenting Party would have owned had it previousky participated in such Non-Consent
Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in
connection with such well shail be determined in accordance with Exhibit "C." If the Consenting Partics have recouped the
cost of drifling, Completing, and equipping the well at the time such Deepening operation is cenducted, then a Non-
Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the
well for Deepening

The foregoing shall not imply a right of any Consenting Party o propose any Deepening for a Noa-Consent Well prior
1o the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VILE.

5. Sidetracking: Any parly having the right fo participate in a proposed Sidetracking operation that does not own an
interest in the affected wellbore at the time of the notice shall, upon elecling to participate, tender to the wellbore owners its
proportionate share (equai to its interest in the Sidetracking operation} of the value of that portion of the existing wellbore
to be utilized as follows:

(a) 1f the proposal is for Sidetracking an existing dry hele, reimbussement shall be on the basis aof the actual costs
iated.

incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is
(b} If the proposat is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of

such party's proportionate share of drilling and equipping, costs incurred in the initial drilling of the well down to the depth
and less those costs recovered by consenting partics from the sale of production from fhe vell

at which the Sidetracking operation is conducted, / Calculated in the manner described in Article VI.B.4(b) above. Such party's
proportionate share of the cost of the well's salvable materinls and cquipment down to the depth at which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibit "C."

6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any parly desires to
propose the conduct of an operation that conflicts with a proposal that has been made by a party under this Article VI, such
parly shall have fifieen (i5) days from delivery of the initial proposaf, in the case of a proposal to drill a well or to perform
an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal

holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is 1o be
conducted, 1o deliver to all parties entitled to participate in the proposed operation such party's alternative proposaf, such
alternate proposal to contain the same information required to be included in the initial proposal. Each parly receiving such
) . . cither the thirty (30) day or twenty-four (24) hoar responst |
proposals _shall elect dy delivery of notice to Oﬁ.nn_sﬂ within / fie—(5)—days-afterexplraticn—ofthe—proposalperiad—or—awithin
eriod, whichever is applicable as proyided in Article VI.IB1. i ] e L. . N )
wenty-fou S { B : turdir—sunday—and—legal-helidays)ifa-driling—rieis—onJocation—for—the—well—thal—is-the
subjoct—ofthe proposals—te—participate—in one of the competing proposals, Any party not electing within the time required

shafll be deemed not to have voted, ‘The proposal receiving the vote of parties owning the largest aggregate pereentage
—u o m =] = r=1=hha~)

interest of the parties voting shall have priority over ail other competing proposals: in the case of a tie vote, the
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initizi proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to participate in the operation
within five (5) days after expiration of the election period (or within twenty-four (24} hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling rig is on location). Fach party shall then have two (2) days (or twenty-four (24) hours if 2 rig
is on location) from receipt of such notice to elect by delivery of notice to Operator to participate in such operation or to
relinquish interest in the affected well pursuant to the provisions of Article VEB.2.; failure by a party to deliver notice within
such period shall be deemed an election not to pardicipate in the prevailing proposal. | )
. . . . O without the mutual consent of all parties

7. Conformity to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., / it 1s agreed that no weils shall be
proposed to be dritled to or Completed in or produced from & Zone from which a well located elsewhere on the Contract
Area is producing, untess such well conforms to the then-existing well spacing pattern for such Zone.

8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation under this agreement with rtespect to any well then capable of producing in paying quantities except

with the consent of all parties that have not relinquished interests in the wel} at the time of such operation.
C. Complction of Wells; Reworking and Plugging Back:

1. Compietion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well
drilled, Deepened or Sidetracked pursuant to the provisions of Article VILB.2. of this agreement. Consent to the drilling,
Deepening or Sidetracking shall include:

@ Option No. 1: Al necessary expenditeres for the drilling, Deepening or Sidetracking, testing, Completing and
equipping of the well, including necessary tankage and/or surface facilities.

O Option No. 2: All necessary expeaditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results
thereof furnished to the parties, Operator shall give immediate notice 1o the Non-Operators having the right to
participate in a Completion attempt whether or not Operator reccommends attempting to Complete the well,
together with Operator’s AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forty-eight (48) hours (exclusive of Satwrday, Sunday and legal holidays) in which to elect by delivery of
notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal with an
accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting
with Operator's proposal, to the other parties entitled to participate in such Completion in accordance with the
procedures specified in Article VI.B.6. Election fo participate in a Completion attempt shail include consent to all
necessary expenditures for the Completing and equipping of such well, including necessary tankage andfor surface
facilities but excluding any stimulation operation not contained on the Complstion AFE. Failure of any party
receiving such notice to reply within the period above fixed shall constitute an election by that party nat to
participate in the cost of the Completion attempt; provided, that Article VLB.6. shall control in the case of
conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt a Completion, the
provision of Article VLB.2. hereof {the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back" as contained in Article VIB.2. shall be deemed to include "Completing”) shall apply 1o the operations
thereafter conducted by less than all parties; provided, however, that Article VLB.2. shali apply scparately to each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting
Party as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party
in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to  earlier
Completions or Recompletion have recouped their cosis pursuant to Article VIB.2. provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in
which the Completion attempt is made. Election by a previous Non-Consenting party to participate in a subsequent
Completion or Recompletion attempt shalt require such party to pay its proportionate share of the cost of salvabie
materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a
Completion attempt.

2. Rework. Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Reworked,
Recompleted, or Plugged 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 expenditures in conducting such operations and
Completing and equipping of said well, including necessary tankage and/or surface facilities.

D. Other Operations:

Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of __Twenty,
thousand and §4/100 Dollars ($__20,000.00 ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plupging Back of a well that has been previously
authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion
are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the
emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall fumisk any Non-Operator so
requesting an information copy thereof for any single project costing in excess of __Ten thousand and 00/100 Dollars
($_10.000.00 ). Any party who has not relinquished its interest in a well shall have the right to propose that
Operator perform repair work or undertake the instailation of arlificial [ft equipment or ancillary production facilities such as
salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but
not including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall
be governed by separate agreement between the parties) reasonably estimated {o require am expenditure in excess of the
amount first set forth above in this Article VID. (except in connection with an operation required to be proposed under
Articles VLB.1. or VI.C.1. Option No. 2, which shall be govemed exclusively be those Articles). Operator shall deliver such
proposal to all parties entitled 10 participate therein. If within thirty (30) days thereof Operator secures the written consent
of any party or parties owning at least fifty-five (55) % of the interests of the parties entitled o 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
to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursuant to the terms

of the proposal.
E. Abandonment of Wells:

1. Except for any well drilled or Deepened pursuant to Article VIB.2,, any well which has
been drilled or Deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be

-9.
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plugged and abandoned without the consent of all parties.  Should Operator, after difigent effort, be unabie to contact any
. ?d:?-_c-.:. (24) hours {iclusive . . . .
pacty, or should any party fail to reply within / forty-eight{48)-hours-{exclusive-of Saturday, Sunday and legal holidays) afier

delivery of notice of the proposal to plug and abanden such well, such party shall be deemed to have consented to the
proposed abandonment.  All such wells shall be plugged and abandoned in accordance with applicable regulations and at the
cost, risk and expense of the parties who participated in the cost of drilling og Deepening sucly well.  Any party who objects to
. . i . fwenty-lour, (24) hours {inclusive i .
plugging and abandoning such well by notice delivered to Operator” w ! forby-eight—{48}-hours{exclusive-of Saturday.
Sunday and le M_m: holidays) after delivery of notice of the proposed plugging shali take over the well as of the ead of such
o W

r.n_:-m . . . .. .
forty/ ammr hour notice period and conduct further o_un_.pmo:m in search of Oil andfor Gas subject to the __:oﬁm_o:m of
 governed by this Agreement or its own fccount in the event said

mzmw._.o event said further operstions are proposed at a deptl
aperations are proposed af &t depth other than those governed héreby L . .

Arlicle VI.B.; / fatlure of such’ party to provide proof reasonably “satisfactory to Operator of its financial capability to condsct
such operations or 1o take over the well within such pericd or thereafter o conduct operalions on such well or plug and
abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well, The party
taking over the well shall indemnify Operator {(if Operator is an abandoning party) and the other abandoning partics against
liability for any further operations conducted on such well except for the costs of plugging and abandoning {he well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Iave Produced: Except for any well in which a Nen-Consent operation has been

conducted hereunder for which the Consenting Parties have not been fully reimbursed as Derein provided, any well which has
been completed as a producer shadl not be plugged and abandoned without the consent of ail parties. If a
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk

parties consent to

and expense of all the parties hereto, Failure of & party to reply within sixty (60} days of delivery of notice of proposed
abandonment shall be deemed an election to consent to the proposal. If, within sixty (60} days after delivery of notice of the
proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to conlinue its
operation  from the Zone then open to production shall be obligated to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (iff Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such party or parties te provide
proof reasonably satisfactory to Operator of their financial capability 1o conduct such operations or 1o take over the well
within the required period or thereafter to conduct operations on such well shail entitic operator to retain or take possession
of such well and plug and abandon the weli.

Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of
the well's salvable maferial and equipment, determined in accordance with the provisions of Exhibit "C," less the estimated cost
of salvaging and the estimated cost of plugging and abandoning—and—restoring—the—surface—provided,—however—that—in-the-event
the—estimated—pluggingand-abandoning..and..surface-restoration.costs—-and--the-estimated-cost—ef—salvaging-are--higher-than—the
value—of—the—wells—salvable—matesial—and-—cquipment—each—of-the—abandoning—parties—shall—tender—to—the—partics—continuing
operations—their—praportionate—shares—of-the—-estimated-excess-cost:  Each abandening parly shall assign to the non-abandoning
partics, without warranty, express or implicd, as to title or as to quantity, or fitness for use of the equipment and material, all

of its intercst in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only
insofar as such Leasehold covers {he right to obtain production from that wellbore in the Zone then open to production. 1f the
interest of the abandoning party is or includes and Oil and Gas Interest, such party shail exccute and deliver to the non-
abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of
one (1) year and so long thereafter as Oif andfor Gas is produced from the Zone covered thereby. such fease to be on the form
attached as Exhibit "B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their
respeetive percentage of participation in {he Contract Arca to the aggregate of the pereentages of participation in the Contract
Area of all assignees. There shall be no readjustiment 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 them open other than the royaltics retained in any lease made under the terms ol {his Article,  Upen
request, Operator shall continue to operate the assigned well for the account of the nos-abandoning partics at the rates and
charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate
ownership of the assigned well.  Upon propesed abandomment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in
further operations therein subject to the provisions hereof.

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

between Consenting Parlies in the event of the proposed abandonment of any well excepted from said Articles; provided,
however, no well shail be permancntly plugged and abandoned umless and until all partics having the right to conduct further
operations {herein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the weli
in accordance with the provisions of this Article VLE.; and provided further, that Non-Consenting Parties who own an inferest
in a portion of the well shall pay their proportionate shares of abandonment and surface restoration cost for such well as
provided in Articie VI.B.2.(b).
F. Termination of Operations:

Upon the commencement of an operation for the dr

g, Reworking, Sidetracking, PMugging Back, Decpening, lesting.
Completion or plugging of a well, including but not limited to the Initial Well, such operation shail not be terminated without
consent of parties bearing __80 % of the costs of such operatien: provided, however, that in the event gramite or other
practically impenetrable substance or condition in the hole is encountered which renders further operations impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Article VI.B.1, and the
provigions of Article V1L.B. or VLE, shall thereafler apply to such operation, as appropriate.
G. Taking Production in Kind:
M Option No. 1: Gas Balancing Agreement Attached
muaw% iy provided in mmu___:n .w.n: of this Omn....::ﬁ Agrecment, cach . . . ) N
ch-/ party shall take in kind or separately diSpose of its proportionate share of all Oil and Gas produced from the
Contract Area, exclusive of production which may be used in development and producing operations and in preparing and

treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking
in kind or separate disposition by any party of its proportionate share of the production shall be borne by such party. Any
parly taking its share of production in kind shall be required to pay lor only its proportionate share of such part of
Operator's surface facilities which it uses,

Each party shall execute such division orders and conltracts as may be necessary for the sale of its interest in

production from the Contract Area, and, except as provided in Article VHL.B., shall be enfitled to receive payment
10 -
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directly from the purchaser thereof for its share of all production.

If any party Jails 1o maeke the arrangements necessary to take in kind or separately dispose of its proportionate
share of the Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by
the party owning it, but not the obligation, to purchase such Oil or sell it to others at any time and from time to
time, for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by
Operator upon at least ten (10} days written notice to the owner of said production and shall be subject always to
the right of the owner of the production upon ai least ten (10} days written notice to Operator to exercise al any
time its right to take in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser.
Any purchase or sale by Operator of any other party's share of Oil shall be only for such reasonable periods of time
as are comsistent with the minimum needs of the industry under the particular circumstances, bul in no event lor a
period in excess of one {1} year.

Any such salc by Operator shall be in a manner commerciaily reasonable under the circumstances but Operator
shall have no duty to share any existing market or to obtain a price equal to thal received under any existing
market.  The sale or delivery by Operator of a non-taking party's share of Oil under the terms of any existing
contract of Operator shall not give the non-taking party any inferest in or make the non-taking party a party to said
contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days
written notice of such intended purchase and the price to be paid or the pricing basis to be used.

All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the evenit of a change in such arrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported. which
records shall be made available to Non-Operators upon reasonable request.

In the cvent one or more parties' separate disposition of its share of the Gas causes split-stream deliverics to scparate
pipelines and/or detiveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-
ate share of total Gas sales to be allocated to it, the balaacing or accounting between the partics shall be in accordance with
any Gas balancing agrcement between the parties hereto, whether such an agreement is attached as Exhibit "E" or is a
separate agreement, Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

=820 za_rﬂeggﬁfEE%f_mﬁ:d
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clection——{or—a—period--not—to—exseed—ninely—(O0)—days—iFOperator—has—conumilicd—such—production—te—a—purchase
contrast-having-a-ternt-extending beyond-such-ten-{103-dav-period—Anypurchase-orsale-by-Operatorofany-other
pars—share—of Oil andlor—Gas—shall_be—only—for—such-—reasonable-periods-.of-time-~ag--are--consistent—with—the
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year
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notice-to-all-parties-ofthe-fisstsale-of Gas-from-any-well-underthis-Agreement:
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Cperator—sha rrangements—and—of—velimes—actually—sold—or—transpered—which
records-shall-be-smade-avalable-to-Non-Operators-upen-reasonable-request:
ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Partics:

The liability of the partics shall be several, not joint or collective, Exch parly shail be responsible only for its obligations,
and shall be Hable only for its proportionate share of the costs of developing and operating the Contract Area.  Accordingly, the
liens granted among the parties in Article VILB. are given to sccure only the debts of each severally, and no party shall have
any liability to third parties hercunder to satisfy the default of any other party in the payment of any expense or obligation
hereunder. It is not the inlention of the parties to create, nor shall this agreement be construed as creating, a mining or other
partnership, joint venture, agency relationship or association, or to render the parties liable as pariners, co-venturers, or
principals, In their relations with cach other under this agreement, the parties shall not be considered fiduciaries or to have
established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance with their own
respective seff-interest, subject, however, to the obligation of the parties to act in good faith in their dealings with each other
with respect o activities hereunder,
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B. Liens and Security Interests:

Each party grants to the other parties hereto a lien wpon any interest it now owns or hereafler acquires in Oil and Gas
Leases and Oil and Gas Interests in the Contract Area, and a security interest andfor purchase money security nferest in any
interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in connection
therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense,
interest and fees, the proper disbursement of all monies paid hereunder, the assignment or refinguishment of interest in Oil
and Gas Leases as required hereunder, and the proper performance of operations hereunder.  Such lien and security interest
granted by each party hereto shall include such party's Jeaschold interests, working interests, operating rights, and royalty and
overriding royalty interests in the Contract Arez now owned or hercafter acquired and in lands pooled or unitized therewith or
otherwise becoming subject to this agreement, the Ol and Gas when extracted therefrom and equipment situated thereon or
used or obtained for use in connection therewith (including, without imitation, all wells, tools, and tubular goods). and accounts
(including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),
contract rights, inventory and general intangibles refating thereto or arising thercfrom, and all proceeds and products of the
foregoing,.

To perfect the lien and securily agreement provided herein, each party hereto shall execute and acknowledge the recording
supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time
following execution hereof, and Operator is authorized fo file this agreement or the recording supplement executed herewith as
a lien or mortgage in the applicable real estate rccords and as a financing statement with the proper officer under the Uniferm
Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate
to perfect the security interest granted hereunder.  Amy party may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records andfor a
financing staternent with the proper officer under the Uniform Commerciat Code.

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

To the extent that parties have a security interest under the Uniform Commergial 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 under the Code.
The bringing of a suit and the obfaining of judgment by a party for the secured indebtedness shall not be deemed an
election of remedies or otherwise affcct the lien rights or security imterest as security for the payment thereol. In
addition, upon default by amy party in the payment of its share of expenses, interests or fees, or wpon the improper use
of funds by the Operator, the other partics shall have the right. without prejudice to other rights or remedies, to coliect
from the purchaser the procceds [rom the sale of such defaviting party's share of Ol and Gas until the amount owed by
such party, plus interest as provided in "Exhibit C,” has been received, and shall have the right to offsct the amount
owed against the proceeds from the sale of such defauiting party's share of Oil and Gas. All purchasers of production
may rely on @ notification of default from the non-defaulting party or parties stating ihe amount due as a result of the
default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in
this paragraph.

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

If any party does not perform all of its obligations hereunder, and the failure to perform subjects such parly to foreclosure
or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting
parly waives any available right of redemption from and after the date of judgment, any required valuation or appraisement
of the morigaged or sccured property prior to sabe, any available right to stay execution or to require a marshaling ol assets
and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law. each party
hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted
hereunder, such power to be cxercised in the mamner provided by applicable law or otherwise in a commercially reasonable
manner and upon reasonable notice.

Each party ageees that the other partics shall be entitled to utilize the provistons of Oil and Gas lien law or other lien
law of any state in which the Contract Arca is situated to enforce the obligations of cach party hercunder.  Without limiting
the generality of the foregoing, to the extent permitted by applicable iaw, Non-Operators agree thal Operator may invoke or
utilize the mechanics’ or materialmen's lien law of the state in which the Contract Arca is situated in order to sceure the
payment 1o Operator of any sum due hereunder for services performed or materials  supplied by Operator.
C. Advances:

Operator, at its clection, shall have the right from time to time to demand and reccive from one or more of lse other
parties payment in advance of their respective shares of the estimated amount of the expense to be incurrcd in operations
kereunder during the next succeeding momth, which right may be exercised only by submission to each such parly of an
itemized statement of such estimated cxpense, together with an invoice for its share thereof, Each such statement and invoice
for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding month.
Each party shall pay to Operator its proportionate share of such estimate within fificen (i3) days after such estimate and
invoice is reccived. I any party fails to pay its share of said estimate within said time. thc amount duc shall bear interest as
provided in Exhibit "C" until paid. Proper adjustmeni shall he made monthly between advances and actual expense to the end
thal each parly shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Defaults and Remedies:

Il any party fails to discharge any financial obligation under this agreement, including without limitation the failure to
make any advance under the preceding Article VILC. or any other provision of this agreement, within the period required lor
such payment hereunder, then in addition to the remedies provided in Article VILB. or elsewhere in this agreement, the
remedies specified below shall be applicable. For purposes of this Article VILD., all notices and elections shall be delivered
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only by Operator, except that Operator shall deliver any such notice and clection requested by a non-defaulting Non-Operator,
and when Operator is the party in defawlt, the applicable notices and elections can be defivered by any Non-Operator,
Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified
below or otherwise available to a non-defaulting party,

t. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default,
specify the action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one
or more of the remedies provided in this Article. If the default is not cured within thirty (30} days of the delivery of such
Notice of Default, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the
defaukt is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this agreement. [ Operator is the party in defauit, the
Non-Operators shall have in addition the right, by vote of Nen-Operators owning a majority in interest in the Contract Arca

after exchuding the voting interest of Operator, to appoint a new Operator effective immediately, The rights of & defaulting
party that may be suspended hercunder at the election of the non-defaulting parties shall include, without limitation, the right
to reccive information as to any operation conducted heseunder during the period of such default, the right 1o elect to
perlicipate in an operation proposed under Article VLB, of this agreement, the right to participate in an operation being
conducted under this agreement cven if the party has previcusly elected te participate in such operation, and the right to
receive procecds of production from any well subject to this agreement.

2. Suit_for Damages: Non-defaulting partics or Operator for the benefit of non-defaulting parlies may sue {al joint
account expense) to collect the amounts in default, plus interest accruing on {he amounts recovered from the date of default
until the date of collection at the rate specified in Exhibit "C" atfached herete. Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accraing to such party as a result of the default.

3. Deemed Non-Consent: The non-defaulting party may deliver a wriften Notice of Non-Consent Election o the

defaulting party at any time afler the expiration of the thirty-day cure period following delivery of the Notice of Default, in
which event if the billing is for the drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting
party wilf be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Party with
respect thereto under Article VLB, or VILC., as the case may be, to the extent of the costs wmnpaid by such party,
notwithstanding any clection to participate theretofore made. IT election is made to proceed under this provision, then the
non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VILD.2,

Untif the delivery of such Notice of Non-Consent Election to the defaulting parly, such party shall have the right to cure
ifs default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such
payment shall not prejudice the rights of the non-defaulting partics to pursue remedies for damages incurred by the non-
defaulling parties as a result of the default.  Any interest relinquished pursuant to this Asticle VILD.3. shall be offered to the
non-defaunlting partics in proportion to their interests, and the non-defaulting parties electing to participate in the ownership
of such interest shail be required to contribute their shares of the defanlted amount upen their election to participate therein,

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Defaull, Operator, or
Non-Operators  if Operator is the defaulting party, may thereafter require advance payment from the defaulting
party of such defaulting party's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous defauit. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a weH or Completion of & well as to which an election to participate in drilling or Completion has been made. If the
defaniting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided
in the Article VILD. or any other defavit remedy provided cisewhere in this agreement. Any excess of funds advanced remaining
when the operation is completed and all costs have been paid shall be promptly returned to the advancing pasty.

5, Costs_and Attorneys' Tees: In the event amy parly is required to bring legal proceedings to enforce any financial

obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of
collection, and a reasonable attorney's fee, which the lien provided for herein shall alse sccure.
E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the ferms of any lease shall be paid
by the pasty or parties who subjected such lease to 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 ngreement, such parties may designate one of such parties (o
make said payments for and on behalf of all such partics. Any party may request, and shall be entitled (o receive, proper
evidence of all such payments. In the cvent of failure to make proper payment of any rental, shut-in well payment or
minimem royalty through mistake or oversight where such payment is required to continue the lease in force, any foss which
results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2.

Operator shall notity Non-Operators of the anticipated completion of a shut-in well, or_ the shutting or return to

by .w.n_nw__o:n and promptly confirm such notice in writing or the abandonment {including temporary
abandonmeny) of sucioil ot gas well

production of & producing well, / at least five (5} days (excluding Saturday, Sunday, and legal holidays) prior to taking such
ability for failure to do so. fIn the event of

aclion, or at the earliest opportunity permitted by circumstances, but assumes no
failure by Qperator to so notify Non-Operators, the loss of any lease contributed herete by Nen-Operators for fuilure to make
timely payments of any shut-in well payment shall be bome jointly by the partics hereto under the provisions of Article
[V.B.3.

¥, Taxes:

Beginning with the first calendar yecar after the effective date hereof, Operator shall reader for ad valorem taxation all
property subject to this agreement which by law should be rendered for such taxes, and it shail pay all such taxes asscssed
thereon before they become delinquent, Prior to the remdition date, each Non-Operator shafl furnish Operator information as
to burdens (to include, but not be limited to, royalties, overriding royaltics and production payments) on Leases and Oil and
Gas Interests contributed by such Non-Operator. [f the asscssed valuation of any Lease is reduced by reason of its being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes
resufting therefrom shall inure 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 laxes are based in whole or in part
upon separate valuations of each party's working interest, then notwithstanding anything to the contrary herein, charges te
the joint accouat shali be made and paid by the parties hercto in accordance with the tax value generated by each parly's
working imnterest.  Operator shall bill the other parties for their proportionate shares of” all tax paymenis in the manner
ibit "C."

provided in E
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If Operator considers any fax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final
determination. During the pendency of administrative or judicial proccedings, Operator may elect to pay, under protest, all such 1axes
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 total cost shall then be assessed against the parties, and be
paid by them, as provided in Exhibit *C."

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
s share of Oil and Gas produced under the terms of this agreement.

ARTICLE VL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

to the production er handling of such party

A. Surrender of Leases:

The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 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 thereof, such party shall give wrillen
notice of the proposed surrender to alf parties, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which to notify the party proposing the surrender whether they ¢lect to consent thereto, Tailure of a
parly to whom such notice is delivered to reply within said 30-day period shall constitute a consent fo the surrender of the Leases
described in the notice. I all parlies do not agree or consent thereto, the party desiring to surrender shall assign, without express or
implied warranty of title, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in production thereaficr secured, to the parties not consenting to such surrender. 1f the interest of the
assigning party is or includes an Oil and Gas Interest, the assigning party shall execute and deliver to the party or parties not
consenting to such surrender an oil and gas lease covering such Oil and Gas Interest ﬁo_q a ﬁmﬁ_..m_wnﬂ.n mﬁm Em mﬁ_q_ M.Em_ 50 iong
thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on / the-Torm / mﬁ?&%wﬁmr

. - . . conformance with Exhibit “B”

Upon such assignment or tease, the assigning party shall be relieved from all obligations thereafter accruing, Nz: not theretofore
accrued, with respect to the interest assigned or leased and the operation of any well atfributable thereto, and the assigning party
shall have no further interest in the assigned or leased premises and its equipmeni and production other than the royalties 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 iatter's interest in any well's salvable matertals and equipment attributable to the assigned or leased
acrenge, 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 abandoning and restoring the surface. M-sueh—valuc—isless
than—such-costs-then—the—party—assiono—or—lessor—shall-pay—to-the-party-assignec—orlesses—the—amount—of such—deficit, If the
assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the
intcrest of each bears to the total interest of all such parties. [f the interest of the parties to whom the assignment is to be made
varies according to depth, then the interest assigned shall similarly rellect such variances.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party's intcrest as it was immediately before the assignment, fease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thercafter be subject to the terms and provisions of this
agreement but shall be deemed subject to an Operating Agreement in the form of this agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties
shall be notified promptly upor such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon cxpiration of the existing Lease, The parties notified shall have the right for a period of thirty (30} days following
delivery of such notice in which 1o elect 10 participate in the ownership of the renewal or replacement Lease. insofar as such Lease
affects lands within the Contract Area, by paying to the party who acguired it their proportionate shares of the acquisition cost
allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interest held at that time by the
partics in the Contract Arex. Each party who participates in the purchase of a renewal or replacement Lease shall be given an
assignment of its proportionate interest therein by the acquiring party,

If some, but less than all, of the parties elect o participate in the purchase of a renewal or replacement Lease, it shali be owned
by the partics who clect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in
the Contract Area to the aggregate of the percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto
shall not cause # readjustment of the interests of the parties stated in Exhibit "A,” but any renewal or replacement Lease in which
tess than all parties elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating
Agreement in the form of this agreement,

If the inferests of the parties in the Contract Area vary according to depth, thea their right to participate proportionately in
renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Article shall apply fo renewal or replacement Leases whether they are for the entire interest covered hy
the expiring Lease or cover only a portion of ifs area or an interest therein. Any renewal or repiacement Lease taken before the
expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months afler the cxpiration of the
existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six {6) months afier the
expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisions of this
agreement.

The provisions in this Article shalt also be applicable to extensions of Oil and Gas Leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any partly contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shail
be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the parly to whom
the contribution is made shall promptly tender an assignment of the acreage, withoul warranty of title, to the Drilling Partics in the
proportions said Drilling Partics shared the cost of drilling the weli. Such acreage shall become a separate Contract Area and, to the
extent possible, be governed by provisions identical to this agreement. LEach party shall promptly notify all other parties of any
acreage or cash contributions it may obtain in support of any well or any other operation on the Contract Area. The above
provisions shalf also be applicable to optional rights to earn acreage outside the Contract Arca which are in support of welt dritled

inside Contract Area.
- 14 -
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If any paity contracts for any consideration relating fo disposition of such party's share of substances produced hereunder,
such consideration shall not be deemed a contribution as contemplated in this Article VHIC.
D. Assignment; Maintenance of Uniform Interest:
——Forthepurpose—ef-maintain i c—Contract—Area—in—the—Qil-and—Gas—LeasesOil-and--Gas
Interests—wells—equipment—and—production—sovered—by this—aarcement—no—pars—shall—sell —encumber—translor—or—mako—other
disposition—ofits—interost—in—the—OH—and—GasLeases—and-Oil-and-Gas--Interests-embraced-within-the-Contract—Arca—sr—in—wvells;
equipmentand-productionunlesssuch-dispositioncovers-cither:
—J-the-entire-interest-of-the-party-in-all-Qil-and-Gas-Leases.- Qil-and-Gas-Interestswvels-squipment-and-production-or
e Z e ii-equal-tndivided—pereent—of-the—partys—presemt—inlorest—in—al—0Dilnd—Gas—l-eases—Oil—and--Gas - Interesis,
squipment-and-preduction-in-the-Contract-Area.

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 to the right of the other parties, and any transferce of an ownership interest in any Oil and
Gas Lease or Interest shatl be deemed a party to this agreement as to the inferest conveved trom and afier the effective date of
the transfer of ownership; provided, however, that the other partics shalf not be required to mm.mbmnzwa E_m; such MN___.J
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they :nuﬂn_ _m%nnw%%%w \n mww%mmml&nm
instrument of transfer or-othee-satisfactory.evidence-thereof—in—writing—from the transferor or transferee. No assignment or cther
disposition of interest by a party shail relieve such party of obligations previously incurred by such party hereunder with respect
o the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VI1.3. shall continue 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 or more co-owners, Operator, at ils discretion,
may require such co-owners to appoint a single trustee or agent with fuli authority to receive notices, approve expendituses,
receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to
bind, the co-owners of such party's inlerest within the scope of the operations embraced in this agreement; however, all such co-
owners shall have the right to enter into and execule all contracts or agreements for the disposition of their respective shares of
the Oil and Gas preduced from the Contract Area and they shall have the right to receive, separately, payment of the sale
proceeds thereof.

E. Waiver of Rights to Partition:

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

EPreferentinl Right-to-Purchase:

B—{OptionalChecl-ifapplicabled
——Should-any-party—desire-to-sell-all-or-any-part-of.its-interests-under-tis-agreement—or-its-rights—and—interesis—in—the—Contret
Area—i—shall-prompth—give—wrilten—notice—to—the—ather-parties—with-full-information-concerning—is—proposcd—disposiion—which
shallinclude-the-name-and-address-of-the-prospective—transforec—{who—must—beready—willing—and—ablote—purchased—the—purchase
pricey-a-legal.deseription-sufficient-to-identify.the-property—and—sli-atherterms-oi-the—o ffor—The—ather—partics-shallthen-have-an
optional—prior—rght—for—a—peried—often—10)—days—afterthe—notice—is—delivered—to--purchase—for-the-stated -consideration—on-the
same—terms—and—conditions—the—interest—which—the—other-parbye-propeses-4o-selliand~if-thi ional—right—is—exoreised—ihe
purchasing—parties—shallshare—the—purchased—interest-in-the-proportions-that-the-interest-ofcach-bearstothetotal-interest—ofall
purchasing-partics—However—there-shall-be-ne-preferential-right-topurchase-in-those-cases—where—any—party—wishes—to—morgage
ts—inlorests—or—to—transfor—title—to—its—intereststo—its—morgagee—in-licu-of-or-pursuantto-foreclosure—ela-mergago—ol—its—interests:
or-to-dispose-of-its-interests-by-merger-reorganization:-consolidation-or-by-sale-of-all-or-substantiallyall o its Qil-and-Gas—assels
te-any—-pare—o % io—i ik F-parent-company-o—to—a-subsidiany o fa-parent-company—or-{o-any
company-in-which-such-party-owns-a-majerity-eHhestaek:

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION
I, for federal income tax purposes, this agreement and the operations hercunder are regarded as a partnership, and if the
parties have not otherwise agreed to form a tax partaership 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 [, Subtitle
"A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thercunder., Operator is authorized and directed to execcute on behalf of cach parcty hereby affected
lence of this clection as may be required by the Secretary of the Treasury of the United States or the Federat internal

such ¢
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by
Treasury Regulation §1.761.  Should there be any requirement that each party hereby affected give further evidence of this
clection, each such party shall execute such decuments and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election. No such parly shall give any notices or take any other action
I the election made hereby, If any present or future income tax laws of the state or states in which the Contract

inconsistent v

Arca is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K.” Chapler
I, Subtitle "A," of the Code, under which an clection similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, cach
such party states that the income derived by such party from operations hereunder can be adequately determined without the

computation of partnership taxable income.
ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed _Ten Thousand Dollars and 00/100-------—-—--- Dollars ($__10,000,00 } and if'the payment is in complele setticment
of such claim or suit. If the amount required for settlement exceeds the above amount, the partics hereto shall assume and take over

the further handling of the claim or suit, unless such authority is delegated to Operator. Al costs and expenses of handling settling,
or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in the operation from which the
claim or suit arises. 1f a claim is made against any party or it any party is sued on account of any matter arising from operations
hereunder over which such individual has no control because of the rights given Operator by this agreement, such party shall
imemediately notity all other parties, and the claim or suit shall be treated as any other claim or suit invelving operations hereunder.
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ARTICLE XL
FORCE MAJEURL

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other
than the obligation to indemnify or make money payments or furnish seccurity, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the
party giving the notice, so far as they are aflected by the force majeure, shall be suspended during, but nro longer than, the
continwance of the force majeure. The term "force majeure,” as here empoyed. shall mean an act of God, strike, lockout, or
other industrial disturbance, act of the public enemy, war, blockade, public riot, lightening, fire, storm, flood or other act of
nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within ¢he control of the party
claiming suspensiosn.

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

ARTICLE XH.
NOTICES

All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in wrifing and delivered in person or by United States mail, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on
E
notice. The originating notice given under any provision hereof shall be deemed defivered only when received by the parly to

ibit "A." All telephone or oral notices permitted by this agreement shail be confirmed immediately thereafter by writien

whom such notice is directed, and the time for such party to deliver any notice in response therete shall run from the date
the originating notice is received. "Receipt’ for purposes of this agreement with respect to writlen notice delivercd hereundes
shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shall be given orally or by telephone, lelex, telecopy or other facsimife within such period, Each pany
shall have the right fo change its address at any time, and from time to time, by giving written notice thereof 1o all other
parties. If a party is not available to receive notice orally or by telephone when a party attempts to deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall

. . . 7_@_:umg_ﬁm_ﬁ:_n»weﬁ::c:nnm_:_:._E.»cnann:_am..,c_,uaécoa:ﬁ_cn:.
be deemed defivered in the same manner provided above for any responsive notice. / when the notice is received by an answering service

ARTECLE XIIL or an answering machine.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the Oil and Gas leases and/or Oil and Gas Interests subject
hereto for the period of time sefected below; provided, however, sio party hereto shall ever be construed as having any right, title

or inferest in or to any Lease or (il and Gas Interest contributed by any other pariy beyond the term of this agreement.
EH—_Optien—Mo—LSeJeng—as—any—of the Ol and—Gas—Leases—subject—to—this—agreement—remain—or—arc—sontinued—in

forsensio-any-parbolthe-Contract-Arca—whether-by-praduct dlension, renewal-orotherwise.

[ Option No. 2: In the event the wel described in Article VLA, or any subsequent well drilled under any provision
of this agreement, resuits in the Completion of a well as a well capable of production of Oil and/or Gas in paying

quantities, this agreement shall continee in force so long as any such well is capable of production, and for an
additional period of _ Ninety (90)  days thereafler; provided, however, if, prior to the expiration of such
additional period, one or more of the partics hereto are engaged in drilling, Reworking, Deepening, Sidetracking.
Plugging Back, testing or aitempting to Complete or Re-complete z well or wells hereunder, this agreement shall
continge in force until such operations have been completed and if production results thercfrom, this agreement
shall continue in force as provided herein. In the cvent the well described in Articic VI.A,, or any subsequeni well
drilled hereunder, results in a dry hole, and no other well is capable of producing Oil andfor Gas from the
ng, Deepening, Sidetracking, Compieting, Re-

Contract  Area, this agreement shall terminate unless dri
completing, Plugging Back or Reworking operations are commenced within Ninety (90} days from the
date of abandonment of said well. "Abandonment" for such purposes shall mean cither (i) a decision by all parties
not to conduct any further operattons on the well or (i) the clapse of 180 days from the conduct of any

operations on the weil, whichever first occurs.

The termination of this agreement shail not relieve any party hereto from any cxpense, liability or other obligation or any
remedy therefor which has accrued or attached prior to the date of such fermination.

Upon termination of this agreement and the satisfaction of all obligations hereunder, in 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 herete agrees to exccute such a notice of termination as to Operator’s interest. upen
request of Gperator, if' Operator has satisfied all its (inanciat 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 focated, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state,
and local laws, ordinances, rules, regulations and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including but not limited to matters of perfermance, non-
perfoermance, breich, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and
determined by the law of the state in which the Contract Arca is located. I the Contract Area is in twe or more states,
the law of the state of ____Kansas shall govern.

C. Regulatory Agencies:

Nothing hercin contained shall grant, or be coastrued to grant, Operator the right or authority to waive or release any

rights, privileges, or obligations which Non-Operators may have under federal or state iaws or under rules, regulations or
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
preduction of wels, on tracts offsetting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and ail losses, damages.
injuries, claims and causes of action arising out of, incident fo or resulting dircetly or indirectly ffom Operator's interpretation
or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor agencies (o the extent such interpretation or application was made in good faith and does not
constilute gross negligence.  Each Non-Operator further agrees to reimburse Operator for sueh Non-Operator's share of
production or any refund, fine, levy or other governmental sanction that Operator may be required lo pay as a resuit of such
an incorrect interpretation or application, together with interest and penalties thercon owing by Operator as a resuft of such
incorrect interpretation or application.

ARTICLE XV.
MISCELLANEOQUS
A. Exccution:

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Arca. Operator may, however, by wrilten notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior (o the actual spud date of the Isitial Well but in no
event later than five days prior to the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of
drilling operations, In the event of such a iermination by Operator, all further obligations of the parties hereunder shall cease
as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be retwrned to such Non-QOperator without interest, In the cvent Operator proceeds
with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the samec and
Operator shall receive all revenues which would have been received by such person under this agreement if such person had
exccuted the same.

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisees, legal represemtatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests inciuded within the Condract Area,

C. Counterparts:

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

D. Severability:

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

ARTICLE XV
OTHER PROVISEONS
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IN WITNESS WHEREOF, this agreement shall be effective as of the 18

2005 ;

John O. Farmer, Inc.

Articles

day of _ October

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

ATTEST OR WITNESS:

Secrermey /Treasyree

OPERATOR

JOHN O. FARMER, INC.

John O. Farmer, 111

Type or print name

Title President

Date \\ -0 .N,l.Qrmn\

Tax ID or S.8. No. 48-0621127

NON-OPERATORS

Edward C. Hill,
Yice President / Secretary-Treasurer

-18 -

By

By

By

PICKRELL DRILLING COMPANY, INC.

C. W. Sebits

Type or print name

Title President

Date

Tax ID or S.S. No. 48-1010214

RJG COMPANY

Ronald N. Sinclair

Type or print name

Title Partner

Date ~ 48-1062792

Tax ID or S.5. No. 48-0621127

STELBAR OIL CORPORATION, INC.

John C. Shawver

Type or print name

Title President

Date

Tax 1D or §.S. No. 48-0413560
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IN WITNESS WHEREOQF, this agreement shall be effective as of the __18™  day of _ October

2005

John O, Farmer, Inc. , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) lisied below, is identical to the AAPL Form 610-1989 Model Form
Operating Agreement, as published in computerized form by Forms On-A-Disk, Inc. No changes, alteralions, or
modifications, other than those made by strikethrough and/or insertion and that are clearly recognizable as changes in
Articles , have been made to the form.

ATTEST OR WITNESS: OPERATOR

JOHN O. FARMER, INC.

By

John O. Farmer, 111
Type or print name

Title _ President

Date

Tax ID or 8.5, No. 48-0621127

NON-OPERATORS

PICKRELL DRILLING COMPANY, INC,

A \\\ ?\\n\&f\
AT 7 \m

i C. W. Sebits
§§§n or print name

Title _ President

By

Date 11/14/05

Tax ID or 8.8. No, 48-10106214

RIG COMPANY

By

Ronald N. Sinclair
Type or print name

Title Partner

Date _ 48-1062792

Tax I3 or 5.5. No. 48-0621127

STELBAR OIL CORPORATION, INC.

By

Edward C. Hill, L
YVice President / Secretary-Treasurer John C. Shawver
Type or print name

Title _ President

Date

Tax 1D or 8.8. No. 48-0413560
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IN WITNESS WHEREQF, this agreement shall be effective as of the 18" day of _ October )

2005 .

John O. Farmer, Inc. , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610-1989 Model Form
Operating Agreement, as published in computerized form by Forms On-A-Disk, Inc. Ne changes, alterations, or
modifications, other than those made by strikethrough and/or insertion and that are clearly recognizable as changes in
Articles , have been made to the form.

ATTEST OR WITNESS: OPERATOR

JOHN C. FARMER, INC,

By

John O. Farmer, 111
Type or print name

Title _President

Date

Tax [D or 8.S. No. 48-0621127

NON-OPERATORS

PICKRELL DRILLING COMPANY, INC.

By

C. W. Sebits
Type or print name

Title _ President

Date

Tax ID or S.8. No. 48-1010214

Ronald N. Sinclair

Type or print name

Titie  Partner

Date __48-1062792

Tax ID or 5.8. No. 48-0621127

STELBAR OIL CORPORATION, INC.

By

Edward C. Hill,
Yice President / Secretary-Treasurer Johkn C. Shawver
Type or print name

Title _ President

Date

Tax ID or 8.5. No. 48-0413560
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IN WITNESS WHEREQF, this agreement shall be effective as of the 18"

2005

John O. Farmer, Inc.

day of _ October ;

» who has prepared and circulated this form for execution, represents and warrants

that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610-1989 Mode! Form
Operating Agreement, as published in computerized form by Forms On-A-Disk, Inc. No changes, alterations, or
modifications, other than those made by strikethrough and/or insertion and that are clearly recognizable as changes in

Articles

, have been made to the form.

ATTEST OR WITNESS:

OPERATOR

JOHN O, FARMER, INC.

By

John O. Farmer, III

Type or print name

Title

President

Date

Tax ID or S.S. No.

NON-OPERATORS

48-0621127

PICKRELL DRILLING COMPANY, INC.

By

C. W. Sebits

Type or print name

Title

President

Date

Tax ID or S.S. No.

48-1010214

RJG COMPANY

By

Ronald N. Sinclair

m&,\\ro €4 Q\ﬂ\

Type or print name

Title

Partner

Date

48-1062792

Tax ID or S.S. No.

ST

48-0621127

:IBAR OIL o&w?_o? INC. y

o

Vbl e/

Edward C. Hill,
Vice President / Secretary-Treasurer

John C. Shawver

Type or print name

Title _ President
Date November 15, 2005
Tax ID or S.S. No. 48-0413560
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts.

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

Acknowledgment in representative capacity:

State of _ KANSAS )
) ss.
County of RUSSELL )

This instrument was acknowledged before me on

Novewoer —
OetobeT , 2005 by John O. Farmer, 111 as

President of John O. Farmer, Inc.

(Seal, if any) M@mf% (278 mnﬂ

m.m_.mmﬂ*—.. CRAIG Title (and ﬂ“::s ZO¢ 1(\ ﬁh\ﬁ W
My Appt. E.L;EEF | \Mw \20

My commission expires:

Acknowledgment in representative capacity:
State of  KANSAS )

) ss.
County of SEDGWICK )

This instrument was acknowledged before me on

October , 2005 by C. W. Sebits as

President of Pickrell Drilling Company, Inc. .

(Seal, if any)

Title (and Rank)

My commission expires:

Acknowledgment in representative capacity:
State of _ KKANSAS )

) ss.
County of SEDGWICK )

This instrument was acknowledged before me on

October , 2005 by Ronald N. Sinclair as

Partner of RJG Company :

(Seal, if any)

Title (and Rank)

My commission expires:

20w
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ACKNOWLEDGMENTS

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

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

Acknowledgment in representative capacity:

State of __KANSAS = )
) ss.
County of _RUSSELL )

This instrument was acknowledged before me on

O.ch&. ; , 2005 by John O. Farmer, 111

as
President of __ John O. Farmer, Inc. .
(Seal, if any)
Title (and Rank)
My commission expires:

Acknowledgment in representative capacity:
State of KANSAS )

) ss.
County of SEDGWICK )

This instrument was acknowledged before me on
November 14,
October , 2005 by C. W. Sebits as
President of ___Pickrell Drilling Company, Inc. B 5 G ;
(Seal, if any) F\..H §§
BRENDA A. HANSON Brenda—#. Hanson
NOTARY PUBLIC Title (and Rank) Notary Public
My A m.S_.mqm OF KANSAS
t. Exp.

LoEP 4 - My commission expires: 6/24/06
Acknowledgment in representative capacity:
State of ___KANSAS )

) ss.
County of SEDGWICK )

This instrument was acknowledged before me on

October , 2005 by Ronald N. Sinclair as
Partner of RJG Company .

(Seal, if any)

Title (and Rank)

My commission expires:

-19-
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ACKNOWLEDGMENTS

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

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

Acknowledgment in representative capacity:
State of  KANSAS )
) ss.

County of _RUSSELL )

This instrument was acknowledged before me on

October , 2005 by John O. Farmer, 111 as
President of John O. Farmer, Inc.
(Seal, if any)
Title (and Rank)
My commission expires:
Acknowledgment in representative capacity:
State of _ IKKANSAS )
) ss.
County of SEDGWICK )
This instrument was acknowledged before me on
October , 2005 by C. W. Sebits as
President of Pickrell Drilling Company, Inc. .
(Seal, if any)
Title (and Rank)
My commission expires:
Acknowledgment in representative capacity:
State of __ KANSAS )
) ss.
County of SEDGWICK )
This instrument was acknowledged before me on
Ne-o.
Oetober 30 , 2005 by Ronald N. Sinclair as
Partner of RJG Company .

(Seal, if any) YNE %I @N&&k

Title (and E::a $ g
My commission expires: & N WNW Qm _mmm )

MARY F. COMBS

Notary vcc__oﬂ§
My Appt. EXp.

-19.-
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Acknowledgment in representative capacity:

State of ___ KANSAS }
} ss,

County of SEDGWICK )

This instrument was acknowledged before me on

November 15

g

Sctuber ,.2005 by John C. Shawver as
President of ___ Stelbar Oil Corperation, Inc. .
{Seal, if any) &.\\u\u\nﬂw@h == wmlfﬁh\m.n\n.u\
el Stelo of Kansas Title (and Rank) _Ginger L. Kelley, Notary Public
m_am dz Q\.,OMOQA@ My commission expires: July 1, 2008
Individual acknowledgment:
Stateof )
} ss.
County of )
This instrument was acknowledged before me on

by

(Seal, if any)
Title (and Rank)
My commission cxpires:
Acknowledgment in representative capacity:
State of )
) ss,
County of )
This instrument was acknowledged before me on
by as

(Seanl, if any)

-19-

Title (and Rank)

My commission expires:



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated
October 18, 2005 by and between John O. Farmer, Inc., as Operator;
and Pickrell Drilling Company, Inc., RIG Company and
Stelbar Oil Corporation, Inc.. as Non-Operators.

Description of lands subject to this Agreement:

Townsh

ip 28 South, Range 40 West

Section

Townsh

31: NW/4

ip 28 South, Range 4] West

Section
Stanton

25: E/2 SE/4
County, Kansas

Restrictions, if any, as to depths, formations or substances:

None.

Parties to this Agreement and their respective interests:

a.

John O. Farmer, Inc.

Pickrell Drilling Company, Inc.
RIG Company

Stelbar Oil Corporation, Inc.

Total

John O. Farmer, Inc.

370 West Wichita Avenue
P.O. Box #352

Russell, KS 67665

Telephone: 785 /483-3144
Fax: 785 /483-6020

RJG Company
200 East 1 Street, Suite #307
Wichita, KS 67202

Telephone: 316 /265-3000
Fax: 316/7265-3455

25.00000%
25.00000%
25.00000%
25.00000%

100.00000%

Pickrell Drilling Company, Inc.
100 S. Main, Suite #505
Wichita, KS 67202

Telephone: 316/262-8427
Fax: 316/ 262-0893

Stelbar Oil Corporatien, Inc.
155 North Market, Suite #500
Wichita, KS 67202

Telephone: 316/264-8378
Fax: 316/ 264-0592

Description of Qil and Gas Leases subject to this Agreement:

Lease # Lessor

ST0150 Paul E. Plummer, Jr. Rev. Tr.,
et al.

STOAT70 Golden Spread, Inc.

STOATIL B and L Enterprises

Description Interest & Term
T28S-R40W 100.00%

Sec.31: Lots 1,2 &  01/12/05 - 01/12/07
E/2 NW/4 ald/a NW/4

T285-R41W 50.00%

Sec. 25: E/2 SE/4 06/08/04 - 06/08/07
excl. 24 Ac, Tract

T28S-R41W 50.00% -
Sec. 25: E/f2 SE/4 North 56 Acres
100.00%

South 24 Acres
05/22/04 - 05/22/07
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63U ' OIL AND GAS LEASE *

AGREEMENT, Made and entered inte the...... day of. . 19 vy

by and betwers

e hercinafrer called Leassor {whether one or more},

whose mailing address

and ..o

hereinafter called Lessee:

Lessor, in condsideration of Dotlars (8 ) in hand paid, receipt of which
is here acknowledged and of the royalties herein provided and of the agreements of the lessee herein contained, hereby grants, leases and lets exelugively unto lessee {for the
purpese of investigating, exploring, prospecting drilling, mining and operaling for and producing ofl, liquid hydroearbens, u.:. gases, snd their respective conatituent
products, injecting gas, water, other flinds, and air inte subsurface strata. laying pipe lines, storing oil, building tanks, power stations, telephone lines, and other structures
and things thereon to produce. save, take care of, treat, manufncture, process, store and transport said oil, linuid hydrocarbons, gases nnd their respective constituent
products and other products manufnetured therefrom, and housing and otherwise ¢aring for its empioyees, the foilowing described land, together with any reversionary

rights and after-scquived mniercat, therein situated in.County of ..o e . . . e , State of .. e e

deseribed as follows, to-wit:

In Section Townahip Range and containing acres, more or less, and all

aceretifons thereto.
Subject to the provisions herein contained, this lease shall remain in force for a term of yenrs from this date (called “primary term™).
and as long thereafter as oil, liguid hydrocarbons, gas or other respective constituent products, or any of them, is produced from said land or iand with which said

land is pooled,

In comsideration of the premises the sald lessee covenants and agrees

1st. ‘To deliver io the credit of lessor, free of cost, in the pipe line to which lessee may conncct wells on said land, the equal one-eighth (34) part
of all oil produced and saved from the leased premiscs.

2nd. To pay lessor for gas of whatsorver nature or kind produced and gsold, or used off thie premises, or used in the manufacture of any products
therefrom, one-eighth (34), at the market price at the well for the gas sold, used off the premises, or in the manufacture of products therefram, said payments
to be made monthly. Where gas from a well producing gus only is not sold ar used, lestee may pay or tender a3 royalty One Dollar ($1.003 per year per net
minesal acre retained herennder, and if such payment or tender is made it will be considered that gas is being produced within the meaning of the preceding
paragraph.

This lease may be maintained during the primary term hereof without further payment or drilling operations. If the lessee shall commence to drill a
well within the term of this lease or any extension thereof, the lessee shall have the right to drill such well to completion with reasonable diligence and die-
patch, and if oif or gas, or either of them, be found in paving quantities, this lease shall comtinue znd be in farce with like effect as if such well had been
completed within the term of years first mentioned.

If said lessor owns =z less interest in the above described land than the entire and undivided fee simple estate therein, then the royalties herein provided
for shail be paid the said lessor only in the proportion which lessor’s interast bears to the whole and wndivided fee.

Lessee shall have the right to use, free of cost, gas, ¢il and water produced on said land for lessee's operation thereom, cxcept water from the wells
of lessor.

When requasted by lessor, lessee shall bury lessee’s pipe lines below plow depth,

Neo well shall be drilled nearer than 200 feet to the house or~barn now on said premises without written consent of lessor.

Lessee shall pay for damages caused by lessee’™s operations to growing crops on said land,

Lessee shall have the right at any time to remove all machinery and fixtures placed on said premises, including the right to draw and remove casing.

1f the estate of cither party hereto is assigned, and the privilege of assigning in whole or in part is expressly allowed, the covenants hereof shall
extend to their heirs, excoutors, administrators, successors or assigns, but no change in the ownership of the Jand or assignment of rentals or royalties shail be
binding on the Iessez until after the lessez has been furnished with a written transfer or assignment or a true copy thereof. In case lessee assigns this lease,
in whole or in part, lessce shall he relieved of all ebligations with respect to the nssigned portion or portions arising subsequent to the date of assignment.

Lessee may at anv time execute and deliver to lessor or place of record a release or releases covering any portion or portions of the above described
premises and thereby surrender this lease as to such portion or portions and be relicved of all ebligations ns to the acreage surrendered.

All express or implied covenants of this lease sha!l he subject to all Federal and State Laws, Executive Orders, Rules or Regulations, and this lease
shall not be terminated, in whole or in part, nor lessee held liable in damages, for failure to comply therewith, if compliance is prevented by, or if such
failure is the result of, any such Law, Order, Rule ot Regulation.

Lessor hereby warrants and agrecs to defend the title to the lands herein described, and agrees that the lessee shall have the right at any time to re-
deem for lessor, by payment any mortgages, tates or other liens on the above described lands, in the cvent of default of payment by lessor, and be subrogated
to the rights of the holder thereof, and the undersigned lessors, for themselves and their heirs, successors and assigns, hereby surrender and release all right of
dower and homestead in the premises described herein, in so far ag said right of dower and homestead may in any way affect the purposes for which this lease
is made, as recited herein.

_ Lessee, at its option, is hereby given the right and pewer to pool or combine the acreage covered by this lease or any portion thereof with other land, lease or leases jn the
immediate vieinity thereof, when in lesses’s jndgment it is necessary or advisable to do g0 in order to properly develop and operate satd Jease premises so as to premote the conservation
of oil, gas or other minerals in and under and that may be produced from snid premises, such pooling to be of tracis contiguous to one another and to be into a unit or units not ex-
ceeding 40 acres each in the event of an nil well, o Into 2 unit or units not exceeding 640 acres each in the event of 3 gag well.  Lessee shall execute in writing and record in the
conveyance racords of the county in which the land herein leased is situated np instroment identifving and describing the pooled acreage. ‘Che entite acreage 5o roaled inte a tract
or umit shall be treated, for all purposes except the payment of royalties on preduction from the rooled unit, a3 §f it were included in this lease. If production L3 found on the peoled
acreage, it shall be treated os If production 14 had from this lease, whether the well or wells be located on the premises govered by this lease or not.  In liea of the toyalties elsewhere
herein specified, Jessor shall recelve on production from n unit sa pooled onlv such portion of the royalty stipulated hereln ns the amount of his agreage placed in the unit or his
toyalty interest thercin on an acreage basis bears to the torsl acreape so pooled in the particuizr unit Invelved.

IN WITNESS WHEREOQF, the undersigned execute this instrument as of the day and year first above written,
Witneases:
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EXHIBIT “C”

Attached to and made a part of ___that certain Operating Agreement dated October 18, 2005
By and between John O. Farmer, Inc. as Operator, and Pickrell Drilling Company, Inc,,

RJG Company and Stelbar Oil Corporation, Inc. as Non-Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Properiy” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached,

“Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

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

"Operator” shall mean the party designated to conduct the Joint Operations.

"Non-Operators” shall mean the Parties to this agreement other than the Operator.

"Parties” shall mean Operator and Non-Operators.

"First Level Supervisors" shall mean those cmployces whose primary fuaction ia  foint Operations is the direct
supervision of other employees andfor contract labor directly employed on the Joint Property in a field operating
capacity.

"Technical Employees” shall mean those employees having special and  specific  engineering, geological or  other
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property.

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

"Material* shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

"Controllable Material” shall mean Material which at the time is se classified in the Material Classification Manual as

mast recently recommended by the Council or Petroleum Accountants Societies.
Statement and Billings

Operator  shall bifl Nen-Operators on or before the last day of each month for their proportionate share of the Joint
Account for the preceding month. Such bifls will Dbe accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classiftcations of investment and
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
fully described in detail,

Advances and Payments by Non-Operators

A, Unless otherwise provided for in the agreement, the Operater may require the Non-Operators to  advance their
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the

ng or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust

each monthly billing to reflect advances received from the Non-Operators.

B. Eaclh Non-Operator shall pay its proportion of all bills within fifteen {15} days after rcceipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Bank of America, N.A,

on the first day of  the month in which delinquency nceurs pius 1% or the
maximam contract rate permitted by the applicable usury laws in the stale in which the Joint Property is located,
whichever is the lesser, plus attorney's fees, court costs, and other cosls in connection with the collection of unpaid

amounts.
Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operater to protest or question the correciness thereof’
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
preseribed peried. The provisions of this paragraph shall not prevent adjustments resulting from o physical inventory of

Controllable Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petrolenum Accountants Societies.
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Audits

A. A Non-Operator, upon notice in writing to Operator and gall other Nen-Operators, shall have the right to audit
Operators  accounts and records relating to the Joint Account for any calendar year within  the twenty-four
(24) month pericd following the end of such calendar year, provided. however, the making of an audit shall not
extend the time for the taking of written eoxception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section [ Where there are twe or more Non-Operators, the Non-Operators shall make
every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this
paragraph  unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upoa the resignation or removal of the Operator, and shall be made

at the expense of those Non-Operators approving such audit.
B.  The Operator shall reply in writing to an audit report within [80 days after receipt of such report.
Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting  Procedure and if the agreement 1to which this Accounting Procedure is attached contains ne
comdrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposai, and the

agreement or approval of a majority in interest of the Non-Operators shall be controtting on all Non-Operators.

II. DIRECT CHARGES

Qperator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as @ resuit of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an  ecological or
archaeological mature and pollution control procedures as required by applicable Iaws and regulations.

Rentals and Reyalties
Lease rentals and royzlties paid by Operator for the Joint Operations,

Labor

A, (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of
Joint Operations,

(2)y  Salaries of First level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property I such charges are
excluded frem the overhead rates.

(4) Salaries and wages of Technical Employees either {emporarily or permanently assigned to and  directly
employed in the operation or the Foint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability Lenefits and  other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section IL
Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by “percentage assessment”
on the ameount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section Il If
percentage assessment is used, the rate shall be based on the Operator's cost experience.

C.  Expenditures or contributions made purspant to  assessments  imposed by govenmental authority  which are
applicable 1o Operator’s costs chargeable to the Jeint Account under Paragraphs 3A and 3B of this Section 11,

D, Personal  Expenses of those employces whose salaries and wages are chargeable 1o the Joint Account under

Paragraphs 3A and 3B of this Section 11
Employce Benefits

Operetor'’s current costs or established plans for employees' group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent

most recently recommended by the Council of Petroleum Accountants Societies.
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Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V.  Only such
Material shall be purchased for or transferred to the Joint Properly as may be required for immediate use and is
reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be

avoided.
Transportation
Transportatior of emptoyees and Material necessary for the Joint Operations but subject ¢ the following limitations:

A. 1T Material is moved to the Joint Property from the Operator's warchouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like

material is normally available or railway receiving point nearest the Jaint Property unless agreed to by the Parties.

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest relinble supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Partics. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above, the option te equalize or charge actual trucking cost is
available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adivsted to the
amount most recently recommended by the Council of Petroleurn Accountants Socicties.

Services

The cost of contract services, eguipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Sectien II and Paragraph i, ii, and iii, of Section Ill. The cost of professional consuftant services and contract
services of technical personnel directly engaged on the Joint Property it such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the

Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.
Equipment and Facilitics Furnished By Operator

A Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operatien. Such rates shall include costs of maintenance, repairs. other operating
expense, insurance, taxes, depreciation, and interest on  gross investment less accumuiated depreciation not o
exceed _twelve percent { 12.00 %) per annum. Such rates shall not exceed average commercial

rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges i Paragraph 8A above, Operator may elect to use average commercial rales prevailing in the
immediate area of the Joint Property less 20%.  Tor automotive equipment, Operator may elect o use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or
losses incwrred by fure, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross
negligence or willful misconduct. Operator shall furnish Non-Operator wrilten notice of damages or losses incurred as
soon as practicable afler a report thereof las been received by Operator.

Legal Expense

Expense of handling, investigating and seitling litigation or claims, discharging of liens, payment of judgments and

amouats paid for settlement of claims incwrred in or resulting from operations under the agreement or necessary 1o
protect or recover the Joint Troperly, except that no charge for services of Operator's legal staff or fees or expense of
outside attorneys shall be made uniess previously agreed to by the Parties. All other fegal expense is considered to le
covered by the overhead provisions of Section I unless otherwise agreed to by the Parties, except as provided in Section

1, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joiat Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties i the ad
valorem taxes are based in whole or in part upon scparate valuations of each parly's working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Account shall Le made and paid by the Partics

hereto in accordance with the tax value generated by each party's working interest.
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Insurance

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

Abandonment and Reclamation

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

authority.
Communications

Cost of =acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radic and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
I'roperty are Operator owned, charges to the Joint Account shai be made as provided in Paragraph 8 of this Section If.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section Il and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduet of the Jeint

Operations,

IIf. OVERHEAD
Overhead - Drilling and Producing Operations

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

{ X ) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph IB

Unless otherwise agreed to by the Parties, such charge shall be in liew of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those direetly chargeable under
Paragraph 3A, Section II.  The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmentzl agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section 111 unless such cost and expense are

agreed to by the Parties as a direct charge to the Joint Account.

ii.  The salaries, wages and Personal Expenses of Technicai Employces and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or

( X yshall not be covered by the overhead rates,

The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services ol technical personnel either temporarily or permanently assigned to and directly employed in

the operation of the Joint Property:

{ X ) shall be coverad by the overhead rates, or
{ ) shall not be covered by the overhead rates.

A Overhead - Fixed Rate Basis
{1)  Operator sha¥i charge the Jeint Account at the following rates per well per month:

Drilling Well Rate $ 3.500.00
(Prorated for less than a full month)

Producing Well Rate $___350.00

(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
{ry Drilling Well Rate

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

{2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work days or more shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operafions, with rig or other units used in workover.
commence through date of rig or other unit release, except that ne charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(b} Producing Well Rates

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

(2} Each active completion in a multi-completed well in which production is not commingled down
lole shall be considered as a ene-well charge providing each completion is considered a separate

well by the governing regulatory authority.

(3) An inactive gas well shut in because of overproduction er failure of purchaser to take the
production shall be considered as a one-well charge providing the gas well is dircetly connected 1o
a permanent sales outlet.

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

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable. lease

allowable, transferred altowable, etc.) shall not qualify for an everhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement io whick this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rafe currently in use by the percentage increase or decrease in the average weekly eamings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly ecarnings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor Statistics, or the equivalemt Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or

minus the computed adjustment.

Overhead - Percentage Basis

(1} Operator shall charge the Joint Account at the following rates:
(a) Development

Percent ( %} of the cost of development of the Joint Property exclusive of costs

provided under Paragraph 10 of Section 11 and a#} salvage credits.

(bY Operating

Percent ( %) of the cost of operating the Jeint Properly exclusive of costs provided

under Paragraphs 2 and 10 of Section U, all salvage credits, the wvaiue of injected substances purchased
for secondary recovery and alf taxes and assessments which are levied, assessed and paid upon the
mineral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph B of this Section Il
development shall include all costs in connection with drilling, redrilling, deepening. or any remedial
operations on any or afl wells involving the use of drilling rig and crew capable of drilling to the producing

interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and
expenditures  incurred in  abandoning wher the well is not completed as a producer, and original cost of
construction or installation of fixed assets, the cxpansion of fixed assets and any other project clearly
discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section Il Ali other

costs shall be considered as operating.

Overliead - Major Construction
To compensate Qperator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed uasset required for the development and operation of the

Jeint Property, Operator shall either negotiste a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $_150,000,00

A. 5.00 __ % of first $100,000 or total cost if less, plus
B. 3.00 % of cosis in excess of $1006,000 but less than $1,000,000, plus
C. 2.80 % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpese of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial 1ift equipment shall he

excluded,

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosien, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property 1o the equivalent condition that existed prior 1o the event causing the
expenditures, Operator shall either negotinte o rate prior to charging the Joint Account or shall charge the Joint Account
far overhead based on the follewing rates:

A 5.00 % oftotal costs through $100,000; plus
B. 3.00 ___ 9% of total costs in excess of $100,000 but less than $1,000,600; pius
C. 200 % of tofaf costs in excess of $1,000,000.

Expenditures  subject to the overheads above will net be reduced by insurance recoveries, and no other averhead

provisions of this Section 11 shall apply,
4. Amendment of Rates

The overhead rates provided for in this Section I may be amended from time to time only by mutual agreement

between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

Iv. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS
Cperator s responsible for Joint Account Material and shall make proper and timely charges and credits for all  Material
movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operator's  option, such Material may be supplied by the Non-Operator. Operator shall make timely dispositien of idle and/or
surplus - Material, such disposal being made either through sale to Operator or Noa-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus  condition
A or B Material. The disposal of surplus Controllable Materiai not purchased by the Operator shall be agreed 1o by the Parties.

1. Purciascs

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for amy other reasons, credit shall be passed to the Joint Account

when adjustment has been received by the Operator.
2, Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operater,
unless othenvise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

A.  New Material {(Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shail be priced at Eastern mill
published carload base prices effective as of date of movement plus transportaticn cost using the 80,000
pound carload weight basis to the railway reeciving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,060 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be ealeulated from Lorain, Ohio

and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shail be computed at the mil base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1)(a). For {iransportation cost {rom poials other than Eastern mills, the 30,000
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pound Oil Field Haulers Association interstate truck rate shall be used.

{c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, fob. Houston,
Texas, plus transportation cost, using Oil Field Haulers Asscciation interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices
f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property

Line Pipe

(@) Line pipe movements {except size 24 inch OD and larger with walls % inch asd over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A (@) as provided above.
Freight charges shalt be calculated from Lorain, Ohio.

(b) Line Pipe movements (except size 24 inch OD) and farger with walls % inch and over) fess than 30,000
pounds shaft be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent, plus {ransportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A.(1)a} as provided above Treight charges shall be calculated from Lorain,
Ohio.

{¢} Line pipe 24 inch OD and over and % inch wali and larger shall be priced fob the poinl of

monufacture  at  current new  published prices plus  transportation cost to the railway receiving point

nearest the Joint Property.
(d) Line pipe, including fabricated fine pipe, drive pipe and  conduit not listed on published price fists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at

prices agreed to by the Parties,

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

Unused new Material, except tubular goods, meved from the Joint Property shall be priced at the current
new price, in effect on date of movement, as listed by a reliable supply store nearest the Joinl Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).
Goed Used Material (Condition B)
Materiat in sound and serviceable condition and suitable for reuse without reconditioning:
(1} Material moved to the Joint Property

At seventy-five percent {75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material wasg
originally charged to the Joint Account as new Material or

(b) At sixtyfive percent (65%) of current new price, as determined by Paragraph A, if Material was
originally eharged to the Joint Account as used Material

(3} Material net used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Matertal
{1} ConditionC

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

C value plus cost of reconditioning does not exceed Condition B value.
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2y Condition D

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

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

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

(3)  Condition E

Funk  shall  be priced at prevailing prices. Operator may dispose of Condition E  Materia?  wnder
procedures normally utilized by Operator without prior approval of Non-Operators.

D.  Obsolete Material

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

rendered by such Material.
E.  Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in liew of acteal loading or unltoading  costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage incrense or decrease used to adjust overhead rates in
Section I, Paragraph 1.A.(3). BEach year, the rate calculated shall be rounded to the nearest cent and

shall be the rate in effect until the first day of April next year. Such rate shall be published esch year
by the Council of Petroleum Accountants Societies.

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

Premium Prices
Whenever Materinl is not readily obtainable at published or listed prices because of national emergencics. strikes or other

unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
moving it

Materiat at the Operator's actual cost incurred in providing such Material, in moking it suitable for use, and
to the Joint Property; provided notice in writing 5 furnished to Non-Operaters of the proposed charge prior to bifling
Nen-Operators for such Material.  Each Non-Operator shali have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, fo furnish in kind ali or part of his share of suck Material suitable for use

and acceptable to Operator.
Warranty of Material Furnished By Operator
Operator does not warrant the Materinl furnished, In case of defective Material, credit shall not be passed to the loint

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

V. INVENTORIES

The Qperator shall maintain detaited records of Controllabe Material,

Periodic Inventories, Netice and Representation

At reasonable butervals, inventories shall be taken by Operator of the Jeint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory s taken. Failure of Non-Operators to be represented al an

inventory shall bind Non-Operators to accept the inventory taken by Operator.
Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of  a physical inventory shaif be made within six
months following the taking of the inventory. Investory adjustments shall be made by Operator to the Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to tack of reasonable diligence.

Special Inventories

Spectal inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. 1t shall be the duty of the party setling to notify all other Parties as quickly as possible afier the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such invenfory. [n cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventorics

A.  The expense of conducting periodic inventorics shall not be charged to the Joint Account unless agreed to by (he
Parties.

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

Attached to and made a part of that certain Operating Agreement dated
October 18, 2005 by and between John O. Farmer, Inc., as Operator;
and Pickrell Drilling Company, Inc., RIG Company and
Stelbar Oil Corporation, Inc., as Non-Operators.

INSURANCE

The Operator, during the term of this Agreement, shall carry the following insurance to
cover the risk of accidents and/or damages to persons and/or property which may occur
in the course of operations conducted under this Agreement, a proportionate part of the
premiums on such insurance, determined on some equitable basis consistent with
Operator’s accounting practice, to be charged to the Joint Account:

9] Workmen’s Compensation Insurance - Statutory.
2) Employer’s Liability Insurance - Limits of $500,000.

3) Comprehensive General (Public) Liability Insurance in the amount of
$1,000,000 combined single limit.

4 Automobile Insurance in the amount of $1,000,000 combined single limit.

5) Excess Liability Insurance (Umbrella Liability) in the amount of $1,000,000.

It is understood and agreed that Operator is not a warrantor of the financial responsibility
of the insurer with whom such insurance is carried, and that except for willful negligence
Operator shall not be liable to Non-Operator for any loss suffered on account of the
insufficiency on the insurance carried or of the insurers with whom carried. Operator
will, however exercise its best judgment and good faith in selecting the insurers with
whom insurance is carried.

All losses not covered by standard form policies of insurance for
the above coverage shall be joint losses and shall be borne by the
parties as their interests appear at the time of the occurrence.

Operator shall not be required to provide fire, explosion, wind-
storm or other property hazard insurance on oil in storage or on
leasehold equipment and shall not be required to provide under—
ground damage liability insurance. All losses from these causes
shall be joint losses and be borne by the parties as their interests
appear at the time of the occurrence.



EXHIBIT “E”

Attached to and made a part of that certain Operating Agreement dated
October 18, 2005 by and between John O. Farmer, Inc., as Operator;
and Pickrell Drilling Company, Inc., RIG Company and
Stelbar OQil Corporation, Inc., as Non-Operators.

GAS BALANCING AGREEMENT

I. DEFINITIONS
For the purpeses of this Agreement, the terms set forth below shall be defined as follows:
a) “Operator” is the Operator so designated under the terms of the Operating Agreement.

b) “Party” or “Parties” are the entities which have executed this Agreement and have an ownership
working interest in the Gas rights underlying the area covered by the Operating Agreement.

c) “Gas” includes casinghead Gas (which is all Gas produced with crude oil) and natural Gas from Gas
Wells, but shall not include liquid hydrocarbons recovered by lease equipment.

d) “Balance” is the condition occurring when a Party has utilized or sold the same percentage of the
cumulative Gas production from a particular Well as such Party’s Percentage Ownership (as described
in Paragraph Il below),

e) “Overproduced” is the condition occurring when a Party has utilized or sold a greater volume of Gas
from a particular Well at any give time (individually or through its Gas purchaser) than if such Party
were in balance.

f) “Underproduced” is the condition occurring when a Party has utilized or sold a lesser volume of Gas
from a particular Well at any given time (individually or through its Gas purchaser) than if such Party
were in balance.

g2) “Well” is defined as each Well subject to the Operating Agreement that also produces Gas or is
allocated a share of Gas production. If a single Well is completed in two (2) or more reservoirs, such
Well will be considered a separate Well with respect to, but only to, each reservoir from which the Gas
production is not commingled in the Wellbore. If this Agreement covers a fieldwide unit, “Well” for
the purposes of this Agreement shall refer to Gas production from the unit separately accounted for by
NGPA category.

II. PERCENTAGE OWNERSHIP OF PARTIES

The Parties to the Operating Agreement own the working interest in the Gas rights underlying the area
covered by the Operating Agreement in accordance with the percentages or shares of participation
(“Percentage Ownership™} as set forth in the Operating Agreement.

HI. RIGHT TO PRODUCE AND MARKET GAS; EFFECTIVE DATE OF THIS AGREEMENT

In accordance with the terms of the Operating Agreement, each Party thereto has specific rights relating to
the taking and disposition of Gas produced, including the right to take in kind its share of Gas produced
from the applicable area and to market or otherwise dispose of same. In the event any Party is not at any
time taking or marketing its share of Gas, or has contracted to sell its share thereof to a purchaser which
does not at any time while said Operating Agreement is in effect take the full share of Gas attributable to
the Percentage Ownership of such contracting Party, then the terms of this Agreement shall automatically
become effective. If an Operating Agreement is already in place, the effective date shall be the date of first
Gas sale(s) by any Party from any Well(s) in the applicable area,

IV. OVERPRODUCTION

During any period when any Party hereto is not marketing or otherwise disposing of or utilizing its
Percentage Ownership of Gas produced from any Well within the applicable area, the other parties hereto
shall be entitled to produce, in addition to their own Percentage Ownership of production, that portion of
such other Party’s Percentage Ownership of production which said Party is not marketing or otherwise
disposing of, and shall be entitled to take such Gas production and deliver same to its or their purchaser(s)
in accordance with Paragraph VI below; however, if one or more Underproduced Parties has/have a Gas
market and upon concurrence of the Underproduced Parties, cumulative production by an Overproduced
Party shall not exceed such Overproduced Party’s Percentage Qwnership of the recoverable reserves of the
Weil. All the parties shall share in and own the liquid hydrocarbons recovered from such Gas by lease
equipment in accordance with their respective Percentage Ownership and subject to the Operating
Agreement to which this Agreement is attached, but the Party or Parties taking such Gas shall own all of
the Gas delivered to its or their Gas purchaser(s) or taken for their own use subject to the terms of this
Agreement.
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V. ACCOUNTING FOR OVERPRODUCTION AND GNDERPRODUCTION

Each Party taking Gas shall furnish the Operator a monthly statement of all Gas volumes taken from each
Well or NGPA category as applicable and the disposition of those volumes (contract purchases, spot sales,
own use, other). The Operator under said Operating Agreement will establish and maintain currently a Gas
account to show the Gas balance which exists between/among all the Parties and will furnish each of these
Parties a monthly statement showing the total quantity of Gas produced, vented or lost, the quantity taken
by any Party for its own use, and the monthly and cumulative quantity of Gas each Party is Underproduced
or Overproduced, or shall clearly and accurately specify if any part is in balance.

VI. NOMINATIONS

Each Party shall, on a monthly basis, give Operator sufficient time and data either to nominate such Party’s
respective share of gas to the transporting pipeline(s) or, if Operator is not nominating such Party’s gas, to
inform Operator of the manner in which to dispatch such Party’s gas. Operator will use its best efforts to
cause said deliveries to be made to the designated gas purchasers. It is expressly agreed that the Operator
shall not be responsible for any fees and/or penalties associated with imbalances charged by any pipeline to
any non-operator(s).

VIL RIGHT OF UNDERPRODUCED PARTY TO MAKE UP PRODUCTION

Alfter reasonable notice to the Operator, any Party at any time may begin marketing or otherwise disposing
of its full percentage ownership of the Gas produced from a Well with respect to which is Underproduced.
In addition to such percentage ownership, said Party, until it has balanced the Gas account as to its
percentage ownership, shall be entitled to take additional quantities of Gas provided that the right to take
such greater amount shall be in the proportion that its percentage ownership bears to the total percentage
ownership of all Underproduced parties desiring to take more than their proportionate share of Gas
produced from the Well. Each Overproduced Party shail reduce its respective share of production in the
proportion that such Party’s percentage ownership bears to the total percentage ownership of all
Overproduced parties, but in no event shall any Overproduced Party be required to reduce its share to less
than fifty percent (50%) of such Overproduced Party’s proportionate share of the Well’s current
production.

VIII. WINTER MAKE-UP

It is specifically agreed that no Underproduced Party will be allowed to take makeup Gas during the
months of November, December, January or Febroary (the “Winter Period”); provided, however that an
Underproduced Party will be allowed to take makeup gas during the Winter Period if the Underproduced
Party has taken at least ninety percent (30%) of the makeup gas to which it was entitled during the six (6)
consecutive months immediately prior to the Winter Period.

IX. SETTLEMENT WHEN PRODUCTION IS PERMANENTLY DISCONTINUED

When production from a Well is permanently discontinued, there shall be a cash settlement between/among
the parties hereto for the volume of Gas, if any, remaining in imbalance. In making such cash settlement,
each Overproduced Party shall remit to the operator a sum of money attributable to the amount actually or
constructively received by such Overproduced Party from the sale or utilization of overproduction which
remains accrued to such Party, less applicable taxes and other payment in fact paid on the Overproduced
volume on behalf of the Underproduced parties by such Overproduced Party. The Operator shall distribute
the total of such amounts so collected among Underproduced parties in the proportion of such latter
Parties’ underproduction. It is recognized that there may have been some changes in the price received by
Overproduced parties for overproduction sold or otherwise utilized. It is therefore agreed that any
underproduction credited from time to time against Overproduced Party shall be applied against such
Party’s overproduction in the order in which such overproduction occurred. The “amount actually or
constructively received” shall then be that overproduction remaining following application of the above
rule and valued at the price in effect at the time such overproduction occurred. If a portion of a Party’s Gas
is taken for its own use and a portion thereof is sold, the Gas value for accounting between/among the
parties will be based on the price received simultaneously by such Party for Gas sold from the Well.
During periods in which a Party is taking Gas for its own use and making no sales, Gas so taken will be
valued at the maximum price which such Party could have received for such Gas if actually delivered
under such Party’s contract, or, if none, the weighted average price received simultaneously by all other
parties for Gas sold from all Wells. In either such instance the value so determined for Gas so used will be
deemed to have been constructively received by such using Party. In the event refunds are later required
by any govermmental authority, each Party shall be accountable for such refunds on the basis of its share of
Gas produced and finally balanced hereunder.

X. AUDITS

Notwithstanding any provision to the contrary in this or any other Agreement, any Underproduced Party
shall have the right for a period of two (2) years after the date that Gas accounts are settled, to audit an
Overproduced Party’s records as to volumes and prices received from Gas produced from the applicable
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area and any Overproduced Party shall have the right for a period of two (2} years after the Gas accounts
are settled, to audit any Underproduced Party’s records as to volumes.

XI. PAYMENT OF ROYALTIES; INDEMNITY FOR ROYALTY SETTLEMENTS

Unless otherwise provided in the Operating Agreement (or otherwise required in lease Agreements), each
Party will make a settlement with the respective royalty owners to whom said Party is accountable, just as
if each Party were taking, delivering to a purchaser or otherwise disposing of its share, and its share only,
of such Gas production exclusive of Gas used in lease operations, vented or lost. Each Party agrees to
indemnify and hold each and every other Party harmless from any and all claims for royalty payments
asserted by royalty owners to whom each indemnifying Party is accountable. The term “royalty owner”
shall include owners of standard royalties, excess royalties, overriding royalties, production payments and
similar interests.

XII. PAYMENT OF PRODUCTION TAXES

Unless otherwise provided in the Operating Agreement (or otherwise required in lease Agreements), each
Party producing and taking, delivering to its Gas purchaser or otherwise disposing of Gas, shall pay any
and all production taxes due on such Gas.

X111. DELIVERABILITY TESTS

Nothing herein contained shall be construed as denying any Party the right, from time to time, and with at
least twenty (20) days written notice to Operator, subject to the concurrence of all Gas purchasers, to
produce and take or deliver to its purchaser its full share of the allowable Gas production to meet the
deliverability tests required by its Gas purchaser.

XIV. TRANSFERS OF INTEREST

In the event that an Overproduced or Underproduced Party shall sell, assign, exchange or otherwise
transfer any of its interest in a Well covered by this Agreement, the transferee shall receive such interest
subject to the existing overproduction or underproduction attributable to the interest; and the transferee’s
interest shall be subject to the terms and conditions contained in this Agreement. In addition, in the event
of such a sale, assignment, exchange or other transfer agreement or documentation evidencing the transfer
shall expressly provide that the interest is subject to the existing overproduction or underproduction
attributable to the interest ans shall expressly provide that the interest is subject to the terms and conditions
contained in this Agreement. The non-transferring party(ies) shall be timely notified in writing of any
transfer of interest which is subject of this Agreement.

XV. EFFECT ON OPERATING AGREEMENT

Nothing herein contained shall, among other things, change or affect the obligations of each Party to bear
and pay its proportionate share of all costs, expenses, and liabilities incurred as provided in the Operating

XVI. NEGOTIATED CASH BALANCE

Nothing herein contained shall be construed as precluding cash balancing at any time as negotiated among
Parties,

XVII. SCOPE AND TERM OF AGREEMENT

This Agreement shall constitute a separate Agreement as to each Well within the applicable area of the
Operating Agreement. It shall inure to the benefit of and be binding upon the Parties hereto, their
successors, legal representatives and assigns. It shall become effective in accordance with its terms and
shall remain in force and effect as long as the Operating Agreement fo which it is attached remains in
effect.
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MODEL FORM RECORDING SUPPLEMENT TO
OPERATING AGREEMENT AND FINANCING STATEMENT
THIS AGREEMENT, entered into by and between JOHN Q. FARMER, INC, ,
hereinafter referred to as “Operator,” and the signatory party or parties other than Operator, hereinafter referred to

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

WHEREAS, the parties to this apreement are owners of Qil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit “A™ (said land, Leases and Interests being hereinafler called the “Contract Area™, and in any instance in
which the Teases or Interests of a parly are not of record, the record owner and the party hereto that owns the interest or
rights therein are reflected on Exhibit “A™;

WHEREAS, the parties hereto have executed an Operating Agreement dated QOctober 18, 2005
(herein the “Operating Agreement™), covering the Contract Area for the purpose of exploring and developing such lands,

Leases and Interests for Oil and Gas; and

WHEREAS, the parties herelo have cxecuted this agreement for the purpose of imparting notice to all persons of the
rights and obligations of the parties under the Operating Agreement and for the further purpose of perfecting those rights
capable of perfection.

NOW, THEREFORE, in consideration of the mutual rights and obligations of the parties hereto, it is agreed as follows:

1. This agreement supplements the Operating Agreement, which Agreement in its entirety is incorporated hergin by
relerence, and all terms used herein shall have the meaning ascribed to them in the Qperating Agreement.

2. The parties do hercby agree that:

A. The Oil and Gas Leases andfor Oil and Gas Interests of the parties comprising the Contract Area shall be subject
to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the parties do
hereby commit such Leases and Interests to the performance thereof.

B. The exploration and development of the Coentract Area for il and Gas shall be govemed by the terms and
provisions of the Operating Agreement, as suppiemented by this agreement.

C. All costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne
and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties
hereto, as provided in the Operating Agreement.

D. Regardless of the record title ownership to the Oil and Gas Leases and/or Oil and Gas interests identified on
Exhibit “A,” all production of Qil and Gas from the Contract Area shall be owned by the pasrtics as provided in the
Operating  Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assighmen
of interests covered hereby.

E. Each party shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production from the
Contract Area as provided in the Operating Agreement,

F. An overriding royalty, production payment, net profits interest or other burden payable out of production hereafter
created, assignments of production given as security for the payment of money and those overriding royalties, production
payments and other burdens payable cut of production herctofore created and defined as Subsequently Created Interests
in the Operating Agreement shall be (i) bome solely by the party whose interest is burdened therewith, (i) subject to
suspension if a parly is required to assign or relinquish to another parly an interest which is subject to such burden, and
(ii) subject to the lien and security interest hereinafter provided if the party subject to such burden fails to pay its share
of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the
times and manner provided by the Operating Agreement,

G. The Ol and Gas Leases ancd/or Oil and Gas Interests which are subject hereto may not be assigned or transferred
exeept in accordance with {hose terms, provisions and restrictions in the Operating Apreement regulating such transfers.
This agreement and the Operating Agreement shall be binding upor and shall inure to the benefit of the parties hereto,
and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall he deemed to run with
the leases or interests included within the Jease Contract Area.

H. The parties shall have the right to acquire an interest in renewal, extension and replacement leases, leases
proposed to be surrendered, wells proposed to be abandoned, and interests to be relinquished as a result of non-
participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement.

t. The rights and obligations of the partics and the adjustment of interests among them in the event of a filure or
loss of title, each party’s right to propose operations, obligations with respect to participation in operations on the
Contract Area and the consequences of a failure to participate I operations, the rights and obligations of the parties
regarding the marketing of production, and the rights and remedies of the parties for failure to comply with financial
obligations shall be as provided in the Operating Agreement.

J. Each party’s interest under this agreement and under the Operating Agreement shall be subject to relinguishment
for its failure to participate in subsequent operations and each party’s share of production and costs shall be reallocated
on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement.

K. All other matters with respect to exploration and development of the Ceontract Area and the ownership and
transfer of the Qil and Gas Leases andfor Oil and Gas Interest therein shall be govermed by the terms and provisions of
the Operating Agreement.

3. The parties hereby grant reciprocal liens and security interests as follows:

A. Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and
Gas Leases and Oil and Gas Interests in the Conlract Area, and a security interest andfor purchase money security
interest in any interest it now owns or hereafter acquires in the persona! property and fixturcs on or used or obtained
for use in connection therewith, to secure performance of alf of its obligations under this agreement and the Operating
Agreement including but not limited to payment of expense, interest and fees, the proper disbursement of all monies
paid under this agreement and the Operating Agreement, the assignment or relinguishment of interest in il and Gas
Leases as required under this agreement and the Operating Agreement, and the proper performance of operations under
this agreement and the Operating Agreement. Such lien and sccurity interest granted by each party hercto shall include
such party’s Ieaschold interests, working interests, operating rights, and royalty and overriding royalty interests in the
Contract Arez now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject
to this agreement and the Operating Agreement, the Oil and Gas when extracted therefrom and equipment situated
thereon or used or obtained for use in connection therewith (including, without limitation, all weils, tools, and tubular
goods), and accounts (including, without limitation, accounts arising from the sale of production at the wellhead),

-1-
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contract rights, inventory and general intangibles relating thereto or arising therefrom, and all preceeds and products of
the foregoing.

B, Fach party represents and warrants 1o the other parties hereto that the lien and security interest granied by such
parly to the other patties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien
and security interest against all persons acquiring an interest in Qil and Gas Leases and Interests covered by this
agreement and the Operating Agreement by, through or under such party. All parties acquiring an interest in Oil and
Gas Leases and Qil and Gas Interests covered by this agreement and the Operating Agreement, whether by assignment,
merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject to the lien and security interest
granted by the Operating Agreement and this instrument as to all obligations attributable to such interest under this
agreement and the Operating Agreement whether or not such obligations arise before or afler such interest is acquired.

C. To the extent that the parties have a security interest under the Uniform Commercial Code of the state in which
the Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code,
The bringing of a suit and the obfaining of judgment by a party for the secured indebtedness shall not be deemed an
election of remedies or otherwise affect the lien rights or security interest as security for the payment thercof. In
addition, upon default by any party in the payment of its share of cxpenses, interest or fees, or upon the improper use of
funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds ifom the sale of such defauliing pary’s share of Oif and Gas until the amount owed by
such party, plus interest, has been received, and shall have the right to offset the amount owed against the proceeds from
the sale of such defaulting party’s share of Oil and Gas. All purchasers of production may rely on 2 notification of default
from the non-defaulting party or parties stating the amount due as a result of the default, and all pasties waive any
recourse available against purchasers for releasing production proceeds as provided in this paragraph.

D. If any party fails to pay its share of expenses within one hundred-twenty (120) days after rendition of a statement
therefor by Operator the non-defaulling parties, including Operator, shall, upon request by Operator, pay the unpaid
amount in the proportion that the interest of eack such party bears to the interest of all such parties. The amount paid
by each party so paying its share of the unpaid amount shall be secured by the liens and security rights described in this
paragraph 3 and in the Operating Agreement, and each paying party may independeatly pursue any remedy available
under the Operating Agreement or otherwise.

E. If any party does not perform all of its obligations under this agreement or the Operating Agreement, and the
failure to perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of this
agreement or the Operating Agreemeat, to the extent allowed by governing law, the defaulting party waives any
available right of redemption from and after the date of judgment, any required valuation or appraisement of the
morigaged or secured property prior to sale, any available right to stay execution or 1o require a marshalling of assetg
and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each
party hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights
granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by appticable
law or otherwise in a commercially reasonable manner and upon reasonable notice,

F. The lien and securily interest granted in this paragraph 3 supplements identical rights granted under the
Operating Agreement.

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the
mechanics” or materialmen’s lien law of the state in which the Contract Area is situated in orxder to secure the payment
to Operator of any sum due under this agreement and the Operating Agreement for services performed or materials
sipplied by Operator.

H. The above described security will be financed at the wellkead of the well or wells located on the Contract Area and
this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
focated, and as a financing statement in all recording offices required under the Uniform Commercial Code or other
applicable state stawutes to perfect the above-described security interest, and any party hereto may fle a continuation
statement as necessary under the Uniforse Commercial Code, or other state taws,

4. This agreement shall be effective as of the date of the Opersting Agreement as above recited. Upon termination of
this agreement and the Operating Agreement and the satisfaction of all obligations thereunder, Qperator is authorized 1o file
of record in

| necessary recording offices a notice of termination, and cach party hereto agrees to execute such a notice of
termination as to Operator’s interest, upon the request of Operator, if Operator has complied with all of its financial
obligations.

5. This agreement and the Operating Agreement shall be binding upon and shall ifaure to the benefit of the pasties
lereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or
other disposition shall be made by any party of ary interest in the Leases or Interests subject hereto except as expressly
permifted under the Operating Agreement and, if permitted, shall be made expressly subject to this agreement and the
Operating Agreement and without prejudice to the rights of the other partics. If the transfer is permitted, the assignee of an
ownership interest in any Oil and Gas Lease shall be deemed a party to this agreement and the Operating Agreement as 1o
the interest assigned from and afler the effective date of the transfer of ownership; provided, however, that the other parties
shall not be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until
thirty (30) days after they have received a copy of the instrument of transfer or other satisfactory evidence thereof in writing
from the transferor or tramsferce. No assignment or other disposition of interest by a party shall relieve such party of
obligations previously incurred by such party under this agreement or the Operating Agreement with respect to the interest
transterred, including without limitation the obligation of a party to pay all costs attributable to an operation conducted under
this agreement and the Operating Agreemtent in which such parly has agreed to participate prior to making such assignment,
and the lien and security interest granied by Article VILB. of the Operating Agreement and hereby shall continue to burden
the interest transferred to secure payment of any such obligations,

6. In the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the
Operating Agreement, then, as between the parties, the terms and provisions of the Operating Agreement shall conirol.

7. This agreement shall be binding upon each Non-Operator when this agreement or a counterpait thereof has been
exccuted by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafier executed by all of
the parties to which it is tendered or which are listed on Exhibit “A™ as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. In the event that any provision herein is illegal or unenforceable, the
remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein.

2.
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8. Other provisions.

John O. Farmer, Inc. , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610RS-1989 Model
Form Recording Supplement to Operating Agreement and Financing Statement, as published in computerized form by
Forms On-A-Disk, Inc. No changes, alterations, or modifications, other than those made by strikethrough and/or insertion

and that are clearly recognizable as changes in Articles have been made to the form.
IN WITNESS WHEREOF, this agreement shall be effective as of the __18th _ day of October :
year:! Nccm 5
- ATTEST OR WITNESS: OPERATOR

JOHN O. FARMER, INC.

By: John O. Farmer IT1

Type or Print Name
Title: President

mqmnhmﬁsnw [/ [Ecasyece Date:_ [[/=07- 25

Address: 370 W. Wichita Ave., P.O. Box 352, Russell, KS 67665

ATTEST OR WITNESS: NON-OPERATORS
PICKRELL DRILLING COMPANY, INC.

By:

Type or Print Name
Title:

Date:
Address:

ATTEST OR WITNESS:
RJG COMPANY

By:

Type or Print Name
Title:

Date:
Address:

ATTEST OR WITNESS:
STELBAR OIL CORPORATION, INC.

By:

Type or Print Name
Title:
Date:
Address:

ATTEST OR WITNESS:

By:

Type or Print Name
Title:
Date:
Address:
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8. Other provisions.

John O. Farmer, Inc. , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Fotin 610RS-1989 Model
Form Recording Supplement to Operating Agreement and Financing Statement, as published in computerized form by
Forms On-A-Disk, Inc. No changes, alterations, or modifications, other than those made by strikethrough and/or insertion

and that are clearly recognizable as changes in Articles , have been made fo the form.
IN WITNESS WHEREOQF, this agreement shall be effective as of the __18th _ day of October ,
year: 2005,

ATFTEST OR WITNESS: OPERATOR
' JOHN O. FARMER, INC.

By: Jehn O, Farmer I1I
Type or Print Name

Title: President
Date:
Address: 370 W, Wichifa Ave., P.O. Box 352, Russell, K§ 67665

ATTEST OR WITNESS: NON-OPERATORS

PICKRELIDRILLING ¢OMPANY. INC.

A

= V=3 0Ly

. Vo

By:
%&\\ . Type or Print Name
Title: President

Date: _11/14/05
Address: _ 100 S, Main, Suite 505
Wichita, Kansas 67202-3738

ATTEST OR WITNESS:
RIG COMPANY.

By:

Type or Print Name
Title;

Date;
Address:

ATTEST OR WITNESS:
STELBAR OIL CORPORATION, INC.

By:

Type or Print Name
Title:
Date:
Address:

ATTEST OR WITNESS:

By:

Type or Print Name
Title;
Date:
Address:
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8, Other provisions.

John Q. Farmer, Ine, » who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610RS-1089 Model!
Form Recording Supplement to Operating Agreement and Financing Statement, as published in computerized form by
Forms On-A-Digk, Inc. No changes, alterations, or modifications, other than those made by strikethrough and/or insertion

and that are clearly recognizable as changes in Articles , have been made to the form.
IN WITNESS WHEREOQF, this agreement shall be effective as ofthe __18th_ day of Qetober s

year: 05

ATTEST OR WITNESS: OPERATOR

JOHN Q. FARMER, INC,

By: dphn O, Farmer III
Type or Print Name

Title: President
Date:
Address: 370 W, Wichita Ave., P.O. Box 352, Russell, KS 67665

ATTEST OR WITNESS: NON-OPERATORS
PICKRELL DRILLING COMPANY, INC,

By:

Type or Print Name
Title:
Date:

Address:

ATTEST OR WITNESS: . iiéu
- 3
< N
By __ RONALD N. SINCLATE
Type or Print Name
Tite:  Partner
pate; _December 5, 2005
Address; 200 E. First St. . Suite 307
Wichita, K8 67202
ATTEST OR WITNESS:

STELBAR OIL, CORPQRATION, INC,

By:

Type or Print Name
Title:
Date:
Addregs:

ATTEST OR WITNESS:

By:

Type or Print Name
Title:
Dale:
Address:




AAPL —-FORM 610RS - 1989

[~ B N« Y T -

B I I | e R = W= W = S = [=) [~ = ST RV NV TV SV BT N T T S S SRR S G SO S B W W LW W oW W W W W ORI R RN R R R R R R B e e e e e e e bk et
"NWN:{O\DW-—IC\a#aSPO\GMHmm-hwha-—oxcoo-.ic\ug&ﬁﬁc:\omqmm.s:-wm"cz\ooca.zcnm-hww-—coooqcxu-hwm-—‘cu:

8. Other provisions.

John O. Farmer, Inc. , who has prepared and circulated this form for execution, represents and warrants
that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610RS-1989 Model
Form Recording Supplement to Operating Agreement and Financing Statement, as published in computerized form by
Forms On-A-Disk, Inc. No changes, alterations, or modifications, other than those made by strikethrough and/or insertion

and that are clearly recognizable as changes in Articles

, have been made to the form.

IN WITNESS WHEREOF, this agreement shall be effective as of the __18th _ day of October

year: 2005

ATTEST OR WITNESS:

OPERATOR
JOHN O. FARMER, INC.

By: John O. Farmer III

ATTEST OR WITNESS:

Type or Print Name
Title: President
Date:
Address: 370 W, Wichita Ave., P.O. Box 352, Russell, KS 67665

NON-OPERATORS
PICKRELL DRILLING COMPANY, INC.

By:

ATTEST OR WITNESS:

Type or Print Name
Title:
Date:
Address:

RJG COMPANY

By:

ATTEST OR WITNESS:

Lo o Lo

Type or Print Name
Title:
Date:
Address:

STELBAR OIL CORPORATION, INC.

T o

Edward C. Hill,
Vice President / Secretary-Treasurer

ATTEST OR WITNESS:

k Type or Print Name
Title; John C. Shawver, President

Date: _November 15, 2005
Address: 155 N. Market, Suite #500
Wichita, KS 67202

By:

Type or Print Name
Title:
Date:
Address:
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ACKNOWLEDGMENTS

NOTE:

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

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

Individual Acknowledgment

State of §

County of §

This instrument was acknowledged before me on

by

(Seal, if any)

Title (and Rank)

My commission expires:

Acknowledgment in Representative Capacity

State of Kﬂw .\fw%w §

§ ss.
County %ﬂ usse || §
This instrament was acknowledged before me on Novemloev Q.\ 2005
by John O. Farmev T P @%ma&m:.‘l of
TJohn O, Farmey, T ne.

(Seal, if any) ﬁ%
Title (and Rank) Notz ry ﬂ? b \ (. ’
My commission expires: / ___\ Nw __\ OW

;.,..Mm““. .m:m.m..-

% £ 2,
\ %)
STATE OF KANSAS w S Y, KR
. STANTON COUNTY

This instrument was filed for record on the

v,
2y, s,
%,

e,
e,
",
2,

&

LTI
feﬁn
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ACKNOWLEDGMENTS
NOTE:
The following forms of mnwnciaamﬂaa are the short forms approved by the Uniform Law on Notarial Acts. The

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

Individual Acknowledgment

State of §

County of §

This instrument was acknowledged before me on

(Seal, if any)

Title (and Rank)

My commission expires:

Acknowledgment in Representative Capacity

State of __Kansas §

oty of Sedgwick

This instrument was acknowledged before me on ___November 14, 2005

by_C. W. Sebits as President of

Pickrell Drilling Company, Inc.

BRENDA A. HANSON
NOTARY PUBLIC

STATE OF KANSA A{ Hanson
My Appt. mxu.% S

e Title (and Rank) Notary Public

(Seal, if any)

My commission expires: 6/24/06
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ACKNOWLEDGMENTS
NOTE:
The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

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

0O =) O L B B ke

—_ =
— O WO

Endividual Acknowledgment

b
W b

State of §

—_ e e e
~1 O Ln e
]

2]

w

County of §

b —
o o

This instrument was acknowledged before me on

(S %
- S

by

2% T T S R 6]
[ELR SR VT ]

{Seal, if any)

2 b
~1 o

Title {(and Rank}

o
oo

My commission expires:

W e W
W - O

Acknowledgment In Representative Capacity

[Fs]
i

State of KANSAS

[¥5]
Ln
w3

Tad L
~ O

§ ss.

L
oo

County of_ SEDGWICK

(]
o
o

£
[=]

December 5, 2005

b

This instrument was acknowledged before me on

.
ha

by __Ronald N. Sinclair as_Partner of

S
(¥

£
e

RIG Company

EN
[y

42 b
03 =] O

(Seat, if any) AN /U\vf x § \

Mary F. Cofbs an .

Titie (and Rank) __Notary Public

-
D

h
=

U

Not. MARY £, COMBS
otary Public-Stte of Kangas
My Appt. Tu‘g My commission expires; 9/16/2009

L
b

th
w

-I-J-JHI-IG\O\G\&QG\O\C\Q\O\UIMMUIMU;
LMM—D\DOO-JC\M-&WM-—O\COOQO\MA
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NOTFE:

The following forms of acknowledgment are the short forms approved by the Uniform Faw on Notarial Acts. The

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

o0~ Ohoth B 2

11 Individual Acknowledgment

13 Stateof §

17 Countyof §

19 This instrnment was acknowledged before me on

21 by

25 {Seal, if' any)

27 Title (and Rank)

29 My commission expires:

33 Acknowledgment in Representative Capacity

35 Swmeof_ Kansas §

39 Countyof _9edgwick §

41 This instnement was acknowledged before me on _ NOvVember 15, 2005

43  by_Jobn C. Shawver as_ President of

45 Stelbar 0il Corporation, Inc.

GINGER L. KELLEY
49 (Seal, if any) 2 Motary Public - State of Kansas

oV Kectteo
50 My Appl. Explres 077 O 22008 -2

51 Title (and Rank) Ginger L. Kelley, Notary Public

53 My commission expires: July 1, 2008




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated
October 18, 2005 by and between John O. Farmer, Inc., as Operator;
and Pickrell Drilling Company, Inc., RJIG Company and
Stelbar Oil Corporation, Inc., as Non-Operators.

Description of lands subject to this Agreement:

Township 28 South, Range 40 West

Section 31; NW/4

Township 28 South, Range 41 West

Section 25: E/2 SE/M

Stanton

County, Kansas

Restrictions, if any, as to depths, formations or substances:

None.

Parties to this Agreement and their respective interests:

John O. Farmer, Inc.

Pickrell Drilling Company, Inc.
RIG Company

Stelbar Oil Corporation, Inc.

Total

John O. Farmer, Inc.

370 West Wichita Avenue
P.O. Box #352

Russell, KS 67665

Telephone: 785/ 483-3144
Fax: 785/ 483-6020

RIG Company
200 East 1 Street, Suite #307
Wichita, K§ 67202

Telephone: 316 /265-3000
Fax: 316 /265-3455

25.00000%
25.00000%
25.00000%
25.00000%

E%obﬁm
Pickrell Drilling Company, Inc.
100 S. Main, Suite #505
Wichita, KS 67202

Telephone: 316/262-8427
Fax: 316/262-0893

Stelbar (3il Corporation, Inc.
155 North Market, Suite #500
Wichita, KS 67202

Telephone: 316/264-8378
Fax: 316/264-0592

Description of Oil and Gas Leases subject to this Agreement:

Lease # Lessor

ST0150 Paul E. Plummer, Jr. Rev. Tr.,
et al.

STOA70 Golden Spread, Inc.

STOA71 B and L Enterprises

Description Interest & Term

T28S-R40W 100.00%

Sec. 31: Tots 1,2 &  01/12/05 - 01/12/07
E/2NW/4 a/d/aNW/4

T285-R41W 50.00%

Sec. 25: E/2 SE/4 06/08/04 - 06/08/07
excl. 24 Ac. Tract

T285-R41W 50.00% -
Sec. 25: E/2 SE/4 North 56 Acres
100.00%

South 24 Acres
05/22/04 - 05/22/07
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	FormFiled: T1
	OperatorLicenseNumber: 5135
	OperatorName: Farmer, John O., Inc.
	OperatorStreetAddress1: 370 W WICHITA AVE
	OperatorStreetAddress2: PO BOX 352
	OperatorCity: RUSSELL
	OperatorState: KS
	OperatorZip: 67665
	OperatorZip4: 0352
	OperatorContactPerson: Marge Schulte
	ContactPhoneArea: 785
	ContactPhoneNumber: 483-3145
	ContactFaxArea: 
	ContactFaxNumber: 
	ContactEmail Address 1: marge.schulte@johnofarmer.com
	Subdivision4Smallest: 
	Subdivision3: 
	Subdivision2: 
	Subdivision1Largest: NW
	Section: 31
	Township: 28
	Range: 40
	RangeDirection: West
	LeaseName: PLUMMER "B"
	WellNumber: See T1 Side Two
	LegalDescriptionLease: NW/4 Sec. 31-28S-40W (less 1.86 acres)
	SurfaceOwnerName: City of Johnson
	SurfaceOwnerAddress1: P.O. Box 500
	SurfaceOwnerAddress2: 
	SurfaceOwnerCity: Johnson
	SurfaceOwnerState: KS
	SurfaceOwnerZip: 67855
	SurfaceOwnerZip4: 
	OpNotifiedLandowner: Yes
	SignatureDate: 01/02/2020
	Title: Authorized KOLAR Agent
	KSONA_Signature: Marge Schulte


