KOLAR Document ID: 1664807

KANSAS CORPORATION COMMISSION o
OIL & GAS CONSERVATION DIVISION Form must be Typed

Form must be Signed

REQUEST FOR CHANGE OF OPERATOR Al 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:
(0] Oil Lease: No. of Oil Wells __2 * Effective Date of Transfer; 09/01/2022
D Gas Lease: No. of Gas Wells ** KS Dept of Revenue Lease No.: 132298

Gas Gathering System:
D 9=y Lease Name: EATINGER
D Saltwater Disposal Well - Permit No.:

- - - SW Sec. 29 Twp._20 R._1 E[0]w
Spot Location: feet from D N/ D S Line P D @
feet from D E/ D W Line Legal Description of Lease:

|| Enhanced Recovery Project Permit No.: SW/4 of Sec 29-20S-11W Barton County KS

Entire Project: D Yes D No County: Barton

Number of Injection Wells Production Zone(s) Arbuckle
Field Name: Kowalsky — .

Injection Zone(s):
** Side Two Must Be Completed.
Surface Pit Permit No.: feetfrom | |N /| | S Line of Section
(API No. if Drill Pit, WO or Haul)
feet from D E/ D W Line of Section

Type of Pit: [ | Emergency | |Burn || Settling || Haul-Off [ | Workover || Drilling
Past Operator’s License No. 6710 Contact Person: Mavilyn L McNeish
Past Operator’'s Name & Address: McNeish, George R. dba McNeish Oil Operations Phone: (620)221-4870
800 MAIN PLACE, SUITE 303 BOX 734 WINFIELD,KS 67156-0734 Date: 09/15/2022
Title: Authorized KOLAR Agent Signature: George McNeish

33556 Darren Broyles

Contact Person:

New Operator’s License No.

New Operator's Name & Address: Drake Exploration, LLC Phone: (620)441-7223

15894 294TH CIR #19  ARKANSAS CITY,KS 67005-6126

Oil / Gas Purchaser: CHS McPherson Refinery Inc.

New Operator’s Email: darrelwalters@berentzdrilling.com Date: 09/14/2022

Authorized KOLAR Agent

Darrel Walters

Title: 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 is acknowledged as
the new operator and may continue to inject fluids as authorized by 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
09/21/2022

DISTRICT EPR PRODUCTION uiC




KOLAR Document ID: 1664807

Side Two

Must Be Filed For All Wells

KDOR Lease No.: 132298
* Lease Name: EATINGER * Location: 29-20S-11W
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/IWSW) (PROD/TA'D/Abandoned)

1 15-009-24549-00-00  2310FsL"%%  ap0reL CTO QL PR
FSL/FNL FEL/FWL

2 15-009-24588-00-00 2310 FSLFSL Nl Q9SOFEL o OlIL 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

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: 1664807

KANsAs CORPORATION COMMISSION Form KSONAS
OIL & GAS CONSERVATION DivISION Form Must Be Typed
CERTIFICATION OF COMPLIANCE WITH THE All biarke oo e 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 # 33556 Well Location:

Drake Exploration, LLC _SW gec. 29 Twp. 20 s R. 11 [ East[X] West

Name: - -

Address 1. 15894 294TH CIR #19 County: Baron

Address 2: Lease Name: EATINGER Wel 4 Se¢ T1 Side Two
City: ARKANSAS CITY  grate: KS Zip: 67005 , 6126 If filing a Form T-1 for multiple wells on a lease, enter the legal description of
Contact Person: Darren Broyles the lease below:

Phone: ( 620 ) 441-7223 Fax: ( ) SW/4 of Sec 29-20S-11W Barton County KS

Email Address: darrelwalters@berentzdrilling.com

Surface Owner Information:
Mollie Papen-Eatinger

Name: When filing a Form T-1 involving multiple surface owners, attach an additional
. 1016 Espanola St NE 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: Albuquerque state: \M Zip: 87110

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 (see Chapter 55 of the Kansas Statutes Annotated), | 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: 09/14/2022 Signature of Operator or Agent: Darrel Walters Title: Authorized KOLAR Agent
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AGREEMENT, Made and entered into this January day of. ‘ ' 1993
by and between.. _John F. Fatineer and his wife, Mollie Papen i i 7

-~-Robert B, Fatinger, a single person

Party of the first part.-hereil.-mfter‘called lessor (whether one or more) and

Part.y of thé second part, hereinafter called lessee,

WITNESSETH, Thai the said lessor, for and in consideration of.Eleven hundred “DOLLARS,
cash in hand poid, veceipt of which is hereby acknowledged, and of the covenants and agreements hereinafter contrined on the
part of lessee to be paid, kept and performed, has granted, demised, leased and let and by these presents does grant, demise,
leaze and et unto said lessee, for the sole and only purpose of mining and operating for oil and gas. and laying pipe lines, and
building taaks, power stations and structures thereon to produce, save and take care of said produets, all that certzin tract of
land gituated in the County of Barton State of Kansas, deseribed ns follows, to wit:

Sonthwest one-guyarter {$W 1/4L}

5 ] g RO Py e

McNeish Qil Operations

of Section. .29 Townskip, 20 _South Range 11 West _ and containing..l8Q .. . _acres more or less, ©

It is agreed that shis lease shail remain in full force for a term of_.=T0mEe~=.
thereafter as oil or gas, or either of them, iz produced .from said lend by the lessee.

In consideration of the premises the said lesses covenants and agrees:
. .., 18t To deliver to the credit of lessor, free of cost, in the pipe line to which lessee may connest his wells, the equal one-
eighth {34} part of zil ¢il produced and saved from the leased prem:Pses. .

2nd. To pay lessor for gas from each well where gan only is found the equal one-eighth (4} of the gross proceeds at the
prevailing market rate, (but, as to gea sold by lessee, in no event more than eoqne-eighth (%) of the pmcee%rn rec];iw:[ by lessee

" from such sales), for ail gan waed off the premises, said payments to be made . monthiy
and lessor to have gas free of cost from any such welr fzr all stoves and all inside lights in the principal dwelling house on eaid

yeprs from this date, and as long

land during the same tite by making his awn connections with the well at his own risk and ecpense, or e
3rd. To pay lessor for gas produced from any oif well and used off the premizes or in the manufacture of gaseline or any

other product a royally of one-eighth (%) of the market value, st the mouth of the well, (but, as to gas sold by lessee, in no

event more than one-eighth (%4) of the proceeda received by lespee from such sales), payable monthly at the prevailing market price,

- EErrorrretietre rettoryrrdtardeumroretreiore ¥ pe-s
bhis gl terminate as to both parties, unless the laszee on or before that date shall pay or tender to the <0t to thy
essor’s credit in ThE - Bank at I

br its suceessors, which shall continie depository regardless of changes i -GWoership of said land, the sum of.
DOL hil operate as & rental and cover the privilege of deferd

'ing the commencement of a well for miths from sal n like manner and upon [ike payments or tenders
¢ commencement of 2 well may be deferred for like iperiods of the umber of months successively, Al suchl
ayments or tenders of rental: B¢ made by check or draft of lessee or any assigne f, mailed or delivered on or bed
ore the rental payj €, either,direct to lessor or assigns or to said depository bank. And it r3tood and agreed thag
he consid rst recited herein, the down payment, covers not only the privileges granted to the date gaid first rent
le ns aforesaid, but aise the lessee's option of extending thot period as aforesaid, and any and all otherrt con

Should the first weil drilled on the above described land be z dry hole, then, and in that event, if a second well is not com-
menced on said land within twelve months from the expiration of the last remtal pericd for which rental has been paid, this
lease shall terminote a3 to both parties, unjess the leasee on or before the expiration of said twelve months shail resume the
payment of rentals in the same amount and in the same manner as hereinbefore provided. And it is agreed that upon the re-
sumption of the paymeni of rentals, as above provided, that the last preceding parsgrapl hereof, governing the payment of
ventals and the effect thereof, shall continue in force just as though there had been no imterruption in the rental payments.

If said lessor owns o less interest in the above described land than the entire and undivided fee simple estate therein,
then the royalties and rentals herein provided shall be paid the lessor only in the proportion which his interest bears to the
wircle and undivided fee. .

Lessed ghall have the right to use, Iree of cost, ges, oil, 2nd water prodnced on axid land for its operstion therson, except
watyr from “weils of lessor. :

-then_ regtested by lesser, lessee shall bury his pipe lines belew plow depth. . N
\ IND well shall be drilled nearer than 200 feet to the house or barn now on ssid premises, without the written consent of
the iessor. - ‘ ' -

T« Letseé sholl pay for damages coused by its aperations to growing crops on said land.
.. Lessee shall have the right at any time to remove all mashinery and fixtures placed on said premises, including the tight
to draw and tedove casing. .

* If the lgssee 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 dispateh, and if ail or lfas. ot sither of them, be found
in paying quantities, this lease .-.h.n.l? continue and be in foree with the like.effect as if such well had been completed within the
term of years herein first mentioned. .

, -z Ifthe estate of either party hereto is assigned, and the privilege of nssigning ir whole or In part is expressly silowed,
', the' covendnts hereof shall extend to their heirs, executers, sdministrators, successors or _assigns, but no change in the owmer-
- ship of the land or assignment of rentals or royalties shail be binding on the lessee- until after the lessee has been furnished
- with a written ttansfer or assignment or & true copy thereof; amd it is hereby agreed In the event this lease shall be assigmed
2a tv a-part or ac to parts of gx: above described lands and the assignee or assigheen of such part or parts shall fail or make
defsult in the payment of the proportionate part of the rents due from him or them on an acrenge besia, sueh default shall not
. aperutd to defeat or affect this lease in so far ns it covers a part or parts of said larnds upon which the said lessee or any ag-
‘er siptive theyeof shzll.make due payments of said rentals, If the leased premises are now or herenfier awned in severally or in
", separate tracky, the.premises, nevertheless, may be develoved and operated 23 an entirety, and the royalties shall be paid to
- = 2ach separate. owne?r in the proportion that the acTeage owned by him bears to the ¢ntire lessed area. There shall be #ie obli-
wation on the part of the lessée to offset wells on -separate tracts into which the land covered by this lease may hereafter
divided by sale, devise, or otherwise, or to furnish separate measuring or receiring tanks for the oil produced [eom susch 3epa-
rate tracts,
Lassor hereby warrants and agrees to defend the title to the lands herein described, and agrees that the lessee shell have
the right at any thne to redeem for lessor by poyment, any mortgages, toxes or other liens on the above described lands, in the
. event of default of payment by lessor, and be subrogated to the rights of the helder thereof. 5
“.  _All expreozs or implied covenants of this lease shall be subject to all Fede nd State Laws, Executive Orders, Rules
-." ¢r Regulations, and this Jense shali'not be terminsted, in whole or in part, jor 1 ¢ held lizble in darma; -for failure to
. comply therewill, if compliance ix prevented by, or if such failure is the r w, ~Hule or Regulatica.

! (SEAL)
. abeve crriﬁ_l:pn_ i3 o Ty Egri (SEAL?

. e . A -
- . LY tWitness to the mark: %ﬁﬁ%ﬂ—_(smm
. LT . . lie /Ra Earin i
- ] P ] pep Eapin = }_(SEAL)
. '’

L. (SEAL)
ert”B. Eatin {SEAL)

Whereaf w".t.‘nes_a our hands as of the day and year first

roubJeTl To Addendum attached

. o <93
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‘addendun to this 0il end Cas Lease: e

‘Mo seismograph drilling will bLe done any closex than 500’
‘to the irrigation well im the center of the above-mentioned

septian.

Tke se;smograph shots 'will not be detonated iz any strata
lower than 100' from surface.

We“wil;-pay-$300 to lessar to be considered seismic shooting
surface dameges,

“We assume sny and all of the liability that might be incurred

by the digruption of lessor's irrigation well.

If commereisgl oil production is found, we will use a low
profile pumping umit so as to mot disrupt lessor's irrigatiom.

For any well drilled we will pay location.damagés of $600 per

well. This is in addition to seismic damages. A

e -

Addendun to 0il and Gas Lease
McNeish 0idl Operations
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Page 2.

Second Addendum to Qriginal 0il and Gas Lease:

1.

/955@,\ 533.259

|
!
|
1

Simply stated, these are additional provisions to the orlglnal
Lease that we will abide by.

We agree to spot owr driliing locatlion op irrigated land as
50 not to interfere with the movement of said irrigation
system (vheels).

We will met be on any wheat ground upnless it is frozen.

We will commence no drillimg or do any drilling for oil om

said property during the pericd of April 1st through October
1st. .

Our tank battery wounld be put so as not to interfere with
the irrigation system. It would be put near the county road
on the northwest side of =aid leased property.

1f s0 needed, the three persons known as lessors would signm
and execute & six month extension to this Original Lease.
This would be done f£or the sum of 51.00, and would cover
the time frame of January 1994 until June 1994.

McReish 0il Operations

Ll

byymond #. Pottexr
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¥ B acknowledged before me this __L—-’ day of C}ldﬁum}], 19 zi
and
Aa7-95 ﬁfﬂt&mq fAQWwa
- Notary Tf«b!xc
STATE OF . W ACKNOWLEDGMENT FOR INDIVIDUAL (KsOkCoN
cgtaty 85 Ao UAL (KsOkCoNe) 0
£ ~\T’he foregains nj‘tm%n: was acgno ledged befare me thia __ ZE day of u\lmf\xer- 19
. S 4 ( (Jptune G
My LAMLKM;J ,\{blre& -/ '7"‘?‘5" W @M
T, T o NotaryPubh

ACKNOWLEDGMENT FOR INDIVIDUAL (KsOkColNeg)

day of Mf(d/btf\ N 19 is
{ g '

and

( %zrm CJ 2und

Notary ubhc‘ﬂ

* . STATE OF

P F IVIDU.
COUNTY OF . ACKNOWLEDGMENT FOR INDIVIDUAL (KsOkCoNel
The foregoing instrument was acknowledged before me this ________ day of 18
hy and
My commissian expires -
‘}6 ! 3& 1 Notary Public -
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STATE OF ACENOWLEDGMENT FOR CORPORATION (KsOkCole)
COUNTY OF
‘The foregoing instrument was acknowledged before me this day of 19,
by
of - a

corporation, on behalf of the corporation.
My commission expires

Notary Public




Assignment of Oil and Gas Lease
The undersigned, Marilyn McNeish, Trustee of Geroge R. McNeish Marital Trust, does hereby convey
a 25% working interest to Rock Ridge Drilling, LLC in the following property:

Oil and Gas lease, dated January 6, 1993, from John F. Eatinger and his wife, Mollie Papen
Eatinger, and his brother, Robert B. Eatinger, a single person to McNeish Oil Operations to the
SW/4 of Section 29, Township 20 South, Range 11 West, located in Barton County Kansas, and
recorded in Book 530, Page 273 of the records of the Register of Deeds, Barton County,
Kansas.

This assignment is made with the statement that it holds good title to the property and conveys the
same as of the date of this assignment. Assignment and conveyance is made as is, where is, without
any further representations as to equipment, fixtures or status of wells thereon.

Conveyance is subject to all Royalties and Overriding Royalties of record and a current NRI of 20%
for this interest.

Consideration is $10, and OVC, receipt of which is hereby acknowledged.

Executed the 3i%" day of fua. oF , 2022, and effective September 1, 2022,
y P

-
» % 55‘%;,,.;’%.‘2&,44:
Marilyn McNeish, Trustee of

George R. McNeish Mantal Trust

STATE OF KANSAS
COUNTY OF ©o.0 Fe g

cof
On the 31 s day of August, 2022, before me did come Marilyn McNeish, Trustee of George
R. McNeish Marital Trust, personally known to me, and did voluntarily execute her hand for the
purposes set forth above. I have thus hereunto set forth my hand and official seal.

My appointment expires Cefobetr 30, Q025

MAUREE&&ES
- mm wf3efas




Assignment of Qil and Gas Lease
The undersigned. G. Thomas McNeish, does hereby convey a 6.25% working interest to Rock Ridge
Drilling, L1.C in the following property:

Oil and Gas lease, dated January 6, 1993, from John F. Eatinger and his wife, Mollie Papen
Eatinger, and his brother, Robert B. Eatinger, a single person to McNeish Oil Operations to the
SW/4 of Section 29, Township 20 South, Range 11 West, located in Barton County Kansas, and
recorded in Book 530, Page 273 of the records of the Register of Deeds, Barton County,
Kansas.

This assignment is made with the statement that he holds good title to the property and conveys the
same as of the date of this assignment. Assignment and conveyance is made as is, where is, without
any further representations as to equipment, fixtures or status of wells thereon.

Conveyance is subject to all Royalties and Overriding Royalties of record and a current NRI of 5% for
this interest. .

Consideration is $}0, and OVC, receipt of which is hereby acknowledged.

Executed the 31 % day of Atfs-ﬂ of 2022, gad effectivesSegtemb 2022,

G. Thomas McNeish
STATE OF KANSAS

COUNTY OF Cjawf'r_'g

r
Onthe & $ day of August, 2022, before me did come G. Thomas McNeish, personally
known to me, and did voluntarily execute his hand for the purposes set forth above. I have thus
hereunto set forth my hand and official seal.

My appointment expires Oetober 50, 045 /?77 ated e s /771\?&4/

MAUREEN MILES
& Notﬂrypubk‘mo‘ﬂ(ams
- MyAppLExpies <0~ 20 - 4
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MODEL FORM QP:ER;A},T_ING AGREEMENT

| B T TR Y
o pb by andhonavs A by bt

Y R L e e g T Ve e A

|

OPERATING AGREEMENT

#93-1
DATED
April 1 , 1993 |

McNeish 0il Operations

OPERATOR

Eatinger Prospect Area of Interest

CONTRACT AREA

Section 29-20S-11W

Barton STATE QF

COUNTY OR PARISH OF

COPYRIGHT 1982 ~ ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.AP.L. NO, 610 - 1982 REVISED

Kansas




A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

1.

2.

10.

1l

12,

13.

14,

13,

16.

17.

Title Page - Fill in blanks a5 applicable.
Preamble, Page 1 - Enter name of Qperator,
Article H - Exhibits:

{a) Indicate Exhibits to be attached.
{b) If it is desired that no reference be made o non<discrimination, the reference to Exhibit *'F’" should be deleted.

. Article [ILB. - Interests of Parties in Costs and Production - Enter royalty {raction as agreed to by parties.

. Artcle IV.A, - Title Examination - Select option 2s agreed to by the parties,

Article 1V.B. - Loss of Title - If **Joinr Loss™ of Title is desired, the following changes should be made:

(a) Delete Articles IV.B.1 and IV.B.2.

(b} Article IV.B.3 - Delete phrase '‘other than those set forth in Articles 1V.B.1 and 1V.B.2 abave.”’

{c) Article VILE. - Change relerence at end of the first grammatical paragraph from "*Article IV.B2" o “*Article IV.B.3.7

{d) Article X. - Add as the concluding sentence - “*All claims or snits nvolving title to any interest subject to this agreement shall be

treated as a claim or a suit against all parties hereta.”’

. Artcle V - Operator - Enter name of Operator.

. Article VILA - Initial Well:

(a) Date of commencement of drilling,
(b} Location of well,
{c) Obligation depth.

. Article V1.B.2,(b} - Subsequent Operations - Enter penalty percentage as agreed to by parties.

Article VI.C. - Taking Production in Kind - If 2 Gas Balancing Agreement is rict in existence nor attached hereto as Exhibit ““E'", then use
Alternate Page 8.

Article VILD.1. - Limitation of Expenditures - Select option as agreed to by parties.

Article VILD.3. - Limitation of Expenditures - Enter limitation of expenditure of Operater lor single project and amount above which
Ovperator may furnish information AFE.

Article IX. - Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhibit *'G™ is at-
tached.

Article X. - Claims and Lawsuits - Enter claim limit as agreed to by parties.

Article X[II. - Term of Agreement:
(a) Select Option as agreed to by parties.
&) If Option No. 2 is selected, enter agreed number of days in two (2) blanks.

Article XIV.B - Governing Law - Enter state as agreed to by parties.

Signature Page - Enter effective date,




A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

Article

1.
1.
ITL.

V1.

V1L

VIII.

X,

X1
XIIL.
X111
XV,

XV.
XVIL

TABLE OF CONTENTS

Title Page
DR N T NS . e e 1
B B T S . e 1
INTEREST S OF PARTIES i e e 2
A Ol AND GAS INTERES TS . . o 2
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION . . ... .o i 2
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS . ... ... ................ 2
D. SUBSEQUENTLY CREATED INTERES TS . o e i 2z
0 0 0 2
A TITLE EXAMINATION . . oo i e e e e s 2-3
B LOSS OF TITLE. ... .t e 3
L Failure of Title. o .o o 3
2. Loss by Non-Payment or Erroneous Payment of Amount Bue.. .. ... ... ... ... ... . 3
3. Other Losses. .. .. 3
O R A T O R . . 4
A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR . .. .. ..t e e 4
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between MceNeish 0i1 Operations

hereinafter designated and
referred to as "*Operator”’, and the signatory party or parties other than Qperator, sometimes hereinafter referred to individually herein
as “*‘Non-Operator™’, and collectively as *‘Non-Operators®,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of cil and gas leases and/or oil and gas interests in the land identified in
Exhibit "*A"’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of il and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A, The term "'oil and gas’” shail mean oil, gas, casinghead gas, gas condensate, and all other liguid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to Hmit the inclusiveness of this term is specifically stated.

B. The terms “‘oil and gas lease’, “‘lease’” and ‘‘leasehold’’ shall mean the oil and pas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean unlessed fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this zgreement.

D. The term **Contract Area’" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit A,

E. The term “‘drilling unit’® shall meun the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. I a drilling unit is not fixed by any such rule or order, a drilling uair shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term “'drillsite’” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The rerms **Drilling 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.

H. The terms "*Non-Drilling Party'” and *‘Non-Consenting Party’’ shall mean 2 party who elects not to participate
in 2 proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and atrached hereto, zre incorporated in and made a part hereof:

[0 A. Exhibit “A”, shali include the foliowing information:

(1) Identification of lands subject to this agreement,

{2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or fractional interests of parties to this agreement,

(4) Oi! and gas leases and/or oil and gas interests subject to this agreement,

(3) Addresses of parties for notice purposes.
. Exhibit “*B*’, Form of Lease.
. Exhibit "*C'"", Accounting Procedure.
. Exhibit **D"°, Insurance.

. Exhibit “*E"", Gas Balancing Agreement.
. Exhibit *‘F", Non-Discrirnination and Certification of Non-Segregated Facilities.
. Exhibit *'G"", Tax Partnership.
If any provision of any exhibit, except Exhibits “E™ and ‘G, is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE IIL.
INTERESTS OF PARTIES

A. Qi and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be trested for 2li purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease artached hereto as Exhibit **B*", and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Inrterests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
puid, and all equipment and materials acquired in operations on the Contract Area shali be owned, by the parties as their interests are set
forth in Exhibit **A’", In the same manner, the parties shall also own all preduction of oil and gus from the Contract Area subject to the
paymeént of royalties to the extent of which shall be borne as hereinafter set forth.

Regardless of which party has conuibuted the lease(s) andlor cil and gas interest{s) hereto on which royalty is due and
payable, each party entitled to receive a shure of production of cil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 10 be paid or delivered, 1o the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No purty shall ever be respensible, however, on a price basis higher than the price received
by such party, 1o any other party’s lessor or royalty owner, and if any 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 additiona! royahy burden atributable o
such higher price.

Nothing contained in this Article HLB. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Qverriding Royalties and Other Payments:

Unless changed by cther provisions, if the interest of any party in any lease covered hereby is subject to any royuly,
overriding rovalty, production payment or ather burden on production in excess of the amount stipuluzed in Article 11LB., such party so
burdened shall assume und alone bear all such excess obligarions and shall indemnily und held the other parties hereto harmiess from any
and 2l claims and demands for payment asserted by owners of such excess burden,

D. Subsequently Created Interests:

If uny party should hereafrer create an overriding royalty, production payment or other burden payuble out of production
aturnbutsble w its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit A", or
wis not disclosed in writing to all other purties prior to the execution of this agreement by all parties, or is not a jointly acknowledyed und
accepted obligation of all parties {any such interest being hereinafler referred 1o as ““subsequently created interest™” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created inserest is derived being hereinafter reterred
10 as '‘burdened party'), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties. all or a portion
of its working interest and/or the production attributable thereto, said other party, or pariies, shall receive said assignment andior
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said othur party,
or parties, harmless {from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

[ ]

. If the burdened parcy fails to pay, when due, its share of expenses chargeable hercunder, all provisions of Acticle VILEB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Title Examination:

inglud-
TToyalty, overriding

ed, in the drilling unitaround such well. The opinion will include the ownership of the working interest, min;
royalty and production paymerits-uader the dpplu.dble leases. At the time a well is proposed, each pur
gas interests 10 the drillsite, or 0 be inchd such drilling umit, shall furnish 10 Oper;

reporis), title opinions, title papers and curutive matery

nrributing leases and/for oil und
Al abstracts (including lederal lease status
its possession free
made available o Operator by the parties, but necessary for the

arge. All such information not in the possession of or
ifiation of the title, shall be obrained by Operator. Operator shall
cause title to be examined by attorneys on its staff or tside attorneys.

hereta. The cost incurred by Operator in_thi

ies of all title opinions shall be furnished to cach purty
s—(itle program shall be borne as foliows?

mcurréd by Op(_rator in procuring abstracts and ritle examination (including pretmi ury supplemental,

{0 Option No. 1
- “hibit “C”,
\
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TRV T IO IV

continued

] Ogtion No. 2 Cosis incurred by Operator in procuring abstracts and fees paid outside attorneys for tide epdfmination
(inciudinghgrelirinary, supplemental, shutin gas royalty opinions and division order title opinions) shall be borne by the DAilling Parties
in the proportign that the interest of each Drilling Party bears to the total interest of all Drilling Parties 4s such intepdsts uppear in Ex-
hibit **A™". Operigr shall make no charge {or services rendered by its staff attorneys or other personne! in the perfdrmance of the sbove
funcrions.

Each purty shall be redponsible for securing curative matter and pooling amendments or agrefments required in connection
with leases or oil and gas interesthgontributed by such party. Operaror shall be responsible [or the pfeparation and recording of pooling
designations or declarations as well ashe conduct of hearings belore governmental ugencies {or e securing of spacing or pucling orders.
This shall not prevent any party from dppearing on its own behalf at any such hearing,

No well shall be drilled on the Contract Aty until after (1} the title to the defllsite or drilling unit has been examined as ubove
provided, and (2) the title has been approved by theegamining attorney or titledtas been accepted by il of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gus interest or legs#, or inter®sy therein, be lost through luilure of title, which loss results in a
reduction of interest from that shown on Exhibit “*A”’, i party contribuiiqg the affected lease or interese shall have ainety (90) duys
from final determination of title failure to acquire 2 npd lease or other instrum®ry curing the entirety of the title failure, which acquist-
tion will not be subject to Acticle VIELB., and failipg w0 do so, this agreement, neverdjeless, shull continue in force as to all remainiag il
and gds leases and interests: and,

{a) The party whose oil and gas leasg/Dr interest is affected by the title failure shall Bear alone the entire loss and it shall not be
entitled 1o recover from Operator or thyBther partivs any development or aperating costs which¥ may have theretofore paid or incurred,
but there shall be no additional lighflity on its part to the other parties hereto by reason of such™jtle failure:

(b} There shall be ne retrpdCtive adjustment of expenses incurred or revenues received trom the oprgation of the interest which hus
been lost, but the interests of the partes shall be revised on an acreage basis, as of the time it s determined Mrally that utle Lailure has o
curred, so that the intgaffst of the party whose leuse or interest is atfected by the ritle faillure will thereafter bexeduced in the Conrract
Ares by the amoupof the interest lost;

(¢} 1f the afoportionate interest of the oiher parties hereto in uny producing well theretofore drilled on the Sgnrract Arca is
increased byfeason of the title fuilure, the party whose title bas failed shall receive the praceeds attributable to the increddein such in-
terest {lg#6 costs and burdens attributable thereto) undl it has been reimbursed for unrecovered costs paid by it in connectivn Wh such
well,

aFa i Fa B~ u LV o T-T ol ot s W s = AT womant aub o d 4 ST WITL RN Y LYTIR 1. VRN VT VY- VT V-RPLY (VP CPI - U VIT T ST T 391 PIVE TS SEPH SO

lithd, puy in uny manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or
who bbdge the costs which are so refunded;

(e) Ay liubility to account to  third party for prior production of oil and gas which arises by reason of title fuffiire shall be
borne by the pegy or parties whose Litle tailed in the same proportions in which they shared in such prior produg
i) No charge Shyll be made 1o the joint aceount for legal expenses, fees or salaries, in connection with th
claimed by uny party hePwlg, it being the intention ot the parties hereto that each shall defend title 1o its inte
cennection therewith.

vlense of the interest
st and bear afl expenses in

2. Loss by Non-Paymemt or Eftgneous Payment of Amount Due [f, through mista
payment. minimum royalty or royalty pay

or oversight, uny rental, shut-in well

nt, 15 not paid or is erroneously paid, and as 4
there shall be no monetary Hability against the pugry who failed to make such payment
payrment secures 4 new lease covering the sume intetegt within ninety (90) days (ro
which sequisition will not be subject to Article VIILE. ke interests of the puptfes shall be revised on an ucreage basis, elfective as ol the
date of termination of the lease invelved, and the party whe Fsiled to makeProper payment will no longer be credited with 2n inserest in
the Contruct Area on account of ownership of the lease or interd

Fesult 9 beuse of interest thereln wrminatess,
nless the party who [ailed to make the required
the discovery of the tailure 1o make proper payment,

which hus terminated. In the event the party who lailed to make the
required payment shall not have been fully reimbursed, at the t ¢ loss, from the proceeds of the sale of oil and gas arrributable w
the lust interest, calculated on an wereage basis, for the develspment and grating costs theretofore puid on account of such interest, 1t
shall be reimbursed for unrecovered actual costs theretgfofe paid by it (but noiNgr its share of the cost of any dry hole previousty drilisd
feer reimbursement:

expenses, theretofore accrued to the™s

or wells previously zbandened) {rom so much of ¢
{a) Proceeds of oil and gus, less operati
up to the amount of unrecovered costs;

following as is necessary 10

edit of the loxt interest, on an acreage basix,

(b} Proceeds, less operating expemSes, thereafter accrued attribursble to the lost interest an acreage basis, of that portion of
oil and gas thereafter produced and“marketed (excluding production from any wells thereufrer drilled™ghich, in the absence of such feuse

rermination. would be attrib e to the lost interest on an acreage basis, up to the amount of unrecovesed costs, the proceeds of said
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

McNeish 0il Qperations shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contrzct Ares as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other partics for losses sustained or Labilities incurred, except such as may result from gross
negligence or willful misconduct.

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

L. Resignation or Rernoval of QOperator: Operator may resign at any time by giving written notice thereof to Non-Operatars.
If Operaror terminates its legal existence, no lenger owns an interest hereunder in the Contract Acrea, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of « successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, vankrups or is placed in receivership, by the
affirmative vote of twe (2) or mare Non-Operators owning a majority interest based on ownership as shown on Exhibit A" remaining
atter excluding the voting interest of Operator. Such resignation or rermoval shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month fellowing the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless 2 successor Operator has been selected and assumes the duties of Operator at an earlier
dute. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operatar. A change of a cor-

porate name of structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporatien shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operater, 2 successor Operator shall be selected by
the parties. The successor Operator shull be selected from the parties owning an interest in the Contract Area at the time such successar
Operator is selecied. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interes
based on ownership as shown on Exhibit **A™"; provided, however, if an Operator which has been removed fails 1o voie of votes only to
sucteed itself, the successor Operator shall be selected by the affirmative vote of two (2 or mere parties owning a majority interest based

an ownership as shown on Exhibit “*A"" remaining alter excluding the votng interest of the Operator that was removed.
C. Employees:

The number of employees used by Operator in conducting operations herecnder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shzll be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilied on a competitive contract basis at the usual rates prevailing in the area, If it so
desires, Operator may employ its own tosls and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates i the area and the rate of such charges shail be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the arez in contracts of in-
dependent contracters who are doing work of a similar nature.

ARTICLE VI,
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the_315L  dayof___March , 1923, Operator xREEREREREE the drilling of a well for
oil and gas at the following location:
NE NW SW
29-205-11W
The well has been completed as a commercial oil well. e
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in the hele, which renders further drilling impractical, is en-
well at a lesser depth.

unless granite or other practically impenetrable substance or ¢o
countered at a lesser depth, or unless all parties agr tomplete or abands

Operator shall make e tests of all formations encountered during drilling which give IR of containing oil and

#us in quantiy icient to test, unless this agreement shall be limited in its application 10 a specific formartion or formh
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stor-shull-be-roquiredto—tesi-only-theformation orformutions-te-which-this-ugreement-may—spoly-
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ARTICLE VI
continued
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B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other then the well provided
for in Artcle VLA, or to rework, deepen or plug back 4 dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rewark, deepen or plug back such & well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion znd the estimated cost of the operation. The parties receiving such a notice shall have thircy (30) days after receipt of the notice
within which to notify the party wishing 10 do the work whether they clect w participate in the cost of the proposed operation. If 2 drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays, Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such & propesed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible alter the expiration of the forty-eight {48) hour period when a drilling rig is on loca-
tion, as the case may be}, actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; pravided, however, said commencement date may be extended upon written notice of seme by Operator to the other parties,
for a period of up te thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from gavernmental antharities, surface rights (including rights-of-way) or appropriute drilling equipment, or to compiete titie ex-
Amination or curative matrer required for title approvel or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actusl operation has not been commenced within the time provided (including any extension thereof us specifically permitted herein) and
il any party hereto still desires to conduct said operation, written notice proposing same rust be resubmitted to the other parties in accor-
dance with the provisions hereol as if no prior proposal had been made.

2. Operations by Less than Al Parties: If any party receiving such notice as provided in Artcle VILB.1. or VIL.D.1. (Option
No. 2 elects not 1o participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the natice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty {30) days [or as promptly as possible aher the expiration of the [orty-eight (48) hour period when a drilling rig is
on lacation, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work lor the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
4 Non-Consenting Party, the Consenting Parties shall sither: (a) request Operator to perform the work required by such praposed opera-
tion for the account of the Consenting Parties, or (b) designate cne (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Centract Area pursuant to this Article VIB.2,, shall comply with all terms and con-
ditions of this agreement.

1t less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Partles of the tatal intarest of the parties approving such operation and its recommendation as
to whether the Consenting Pacties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to () limit par-
Licipution to such party’s interest as shown on Exhibic “*A’* or (b) carry its proportionate part of Non-Consenting Parties” interests, and
failure 1o advise the propasing party shall be deemed an election under {a). in the event a drilling rig is on location, the time permitted for
such @ response shall not exceed a total of forty-sight (48} hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,

at its elecuon, may withdraw such proposal if there is insulficient parricipaton and shall prompely notify all parties of such decigion.

The enure cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected Lo bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising {rom the operations of the Consenting Parties.
If such an operation results in 2 dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole vost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resulis in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE VI
continued

and the well shall then be turned aver to Operator and shall be aperated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of cperations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Articie, sach Non-Consenting Party shall be deemed to have relinquished 10 Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Purty's interest in the well and share of production therefrom until the proceeds of the sule of such share, calculated at the well, or
market value thereof if such share is not sold, tafter deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article LILD. payable out of or measured by the production from such well accruing with respect to such inzerest
until it reverts) shall equal the toral of the following:

fa) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separaters, 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 tirst production and continuing undl each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Artcle, 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

(b} 1&2 % of that portion of the cosis and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and . L5¢ % of that portion of the cost of newly acquired equip-
ment in the well {to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not o participate in the drilling or the deepening of 2 well shall be deemed an election not to participate n any re-
warking or plugging back operation proposed in such a well, or portion thereo!, to which the initial Non-Consent election applied that is
conducted at any time prior to fuil recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shali 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 one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeuble to such Non-Consenting Parcy bud it participated thervin, It
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB, shall be ap-
plicable as between said Consenting Parties in ssid well.

During the pericd of time Consenting Parties are entitied to receive Non-Consenting Party's share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other

taxus, and all royzlty, overriding royelty und other burdens applicable to Non-Consenting Party's share of production not excepied by Ar-
ucle [11.D.

In the case of any reworking, plugging back or deeper driliing 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
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shail account lor all such equip-
ment to the awners thereof, with cach party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) 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 o the well, and an

iternized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in liew of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
vperations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with 1 stazement of the quantity of oil and gas producsd 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 during any month, Consenting Parties shall use industry accepted methods such as, but not limited 1o, metering or periodic
well tests. Any amount realized (rom the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the otal unreturned costs
of the wark done and of the equipment purchased in determining when the interest of such Nen-Consenting Party shall revert w it as
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished inzerest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automarically revert to it, and, from and after such reversion, such MNon-
Consenting Party shall own the same interest in such weil, che 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, reworking, deepening or plugging
back of said well. Therealter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said welt in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the pravisions of this Article VLB.2., it is agreed thar without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a weil located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the inirial well described in Article VLA,
except {a) as to Article VI1.D.1, (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled 1o the depth specified in Articie VLA, if it shail thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quanltities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results therecf furnished to the parties, stand-by costs incurred pending response 0 a party's notice proposing
reworking, deepening, phugging back or completing operation in such a well shall be charged and borne as part of the crilling or deepen-
ing 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 terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed aperation, bat if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit **A™ of all Consenting Pur-
tes.

4. Siderracking: Except as hereinafter provided, those provisions of this agreement applicable to a ‘‘deepening’” operation shall
also be applicable to any proposal to directionally conteol and inzentionally deviate a well from vertical so as 1o change the bottom hole
location (herein called '‘sidetracking’"), unless done to straighten the hole or to drill around junk in the hole or berause of other
mechanical difficulties. Any party huving the right to participate in a proposed sidetracking operation that does not own an interest in the
alfected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share {equal
1 its interest in the sidetracking aperation) of the value of that portion of the existing well bore 1o be utilized as follows:

(a} If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the injtial drilling of the well down 10 the depth at which the sidetracking cperation is initiated.

{b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvuble materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit “*C", less the estimated cost of salvaging znd the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holiduys; provided, however, any party may request and
receive up to eight (8) additional days afrer expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each glecting par-
ty’s interest as shown on Exhibit **A”" bears to the total interest as shown on Exhibit “*A"" of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.
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and in prnparmg and treatmg il and gas for




W o~ G B

34

4

49

31
52

33
34

53
56
57
58
39

ol
62
63
G5

67

69
70

A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VI
continued
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Each patteghall execute such division orders and contracts as may be necessary for the sale of its interest jo-froduction {rom
the Centract Area, aiMy.gxcept as provided in Article VILB., shall be entitled 1o receive payment directly {romefe purchaser thereof for
its share of all production.

1n the event any party shall fail 10 mak¥+thg arrangements necessary to take in kind srSeparately dispose of its proportionate share of
the oil produced from the Contract Area, Operatoi™hall have the right, subject 1o-the revocation at will by the party owning it, but not
the ubligation, to purchase such oil or sell it to others at afytime and frprrlime (o time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such gix<fase or sale by Operator shall be subject always 10 the right of the

¢ take in kifd

owner of the production to exercise at any time its righ or separately dispose of, its share of il oil not previously

delivered 1o a purchaser. Any purchase or sale by Opfrator of any other party's Shuce of oil shall be oaly for such reasonable periods of
time as are consistent with the minimum needfof the industry under the particular circiMstgnces, but in no event for a period in excess

of one (1) year.

be allocared To it, the balancing or accounting berween the respective accounts of the parties shall be in accordance with any gas™bul; nuing

%Y rAk]

D. Access to Contract Ares and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe cperations,
and shall have access at reasonable times 1o information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of il forms or reports filed with
governmental agencies, daily drilling reports, weil logs, tank rables, daity gauge and run tickets and reports of stock on hand at the first of
each month, and shall make availabie samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information o Non-Operator, other than that specified above, shzll be charged to the Non-Operator thut re-
guests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Asticle VLB.2., any well which has been
drilled or deepened under the rerms of this agreement and is proposed to be completed as a dry hole shall not be plugged and sbandoned
without the consent of ail parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours {exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abanden
such well, such party shall be deemed 10 have consented to the propased zbandenment. All such wells shall be plugged and abundoned in
acrordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects o plugging and abandoning such well shall have the right to take cver the well and conduct further
operations in search of oil andlor gus subject o the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducied
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
praducer shall not be plugged and abandoned without the consent of all parties. If all parties consent 10 such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties herete, If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree 1o the abandonment of such well,
those wishing to continue its operation [rom the interval(s} of the formarion(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions ot
Exhibit **C"", Jess the esumatad cost of salvaging and the estimated cost of plugging and abandoning. Each zbandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as 1o title or as 10 quantity, or fitness for use of the eguipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate us to, but only as 1o, the in-
terval or intervals of the formation or [ormations then open to production. If the interest of the ubandoning parry is or includes an oil and
gas interest, such party shall execute and deliver o the non-abandoning party or parties an oil and gas lease, limized 1o the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereaiter as cil and/for gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease ta be on the form attached as Exhibit
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ARTICLE V1
continued

"*B"". The assignments or leases so limited shall encompass the **drilling unit'” upon which the well is located, The payments by, and the
assignments of jeases to, the assignees shall be in 4 ratio based upon the relationship of their respective percentage of participation in the
Contract Area 1o the aggregate of the percentages of participation in the Coatract Are of all assignees, There shall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereaflter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production {rom
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quesz, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
10 well. Upon proposed abandonment cof the producing interval(s) assigned or leased, the assignor or lessor shall then have the option o
11 repurchase its prior interest in the well (using the sume valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof.

W o~ G own bW N

14 3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
1% Consenting Parties in the event of the propased abundonment of any well excepted from said Articles; provided, however, no well shall be
16 permanently plugged and abandened unless and unil all parties having the right to conduct {urther operations therein have been notified
17 of the proposed abandenment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
18 VL9E.

20 ARTICLE VIL
2 EXPENDITURES AND LIABILITY OF PARTIES

23 A. Liability of Parties:

The lisbility of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
26 shull be lrable only for its proportionate shure of the costs of developing and operating the Contract Area. Accordingly, the liens granted
27 among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties 1o create, nur
28 shall this agreement be construed as creating, a mining or other partnership or association, or o render the parties liable as purtners.

30 B. Liens and Payment Defaults:

first and preferred
32 Each Non-Operator grants to Operator a’lien upon its oil and gas rights in the Contruct Area, and a security interest in its share
33 ofoil undfor gus when extracted and its interest in all equipment, o secure payment of its share of expense, together with inzerest thereon
34 authe raw provided in Exhibit **C'". To the extent thar Operator has a security inwerest under the Uniform Commercial Code of the
3% stute. Operator shall be entitled 1w exercise the rights and remedies of 2 secured party under the Code. The bringing ol a suit znd the gb-
30 wining of judgment by Operator for the secured indebtedness shall not be deemed #n election of remedies or otherwise affect the livn
37 rights or security ingeresc as seeurity for the payment thereof. In addition, upon default by any Nua-Operator in the payment of its share
o ob expense, Operator shall have the right, without prejudice to other rights or remedies, tw collect from the purchaser the proceeds from
39 the sale oi such Non'Operater's shure of oil zndior gas until the amount owed by such Non-Operatar, plus interest, has been paid. Fach
A puechuser shall be entitled to rely upon Operatar's writien statement concerning the amount of any defuult. Operator grants a like lien
4l dnd seeurity interest to the Non-Operators to secure payment of Operator’s proportivnate share of expense.
42
43 Y uny party fails or is unable o pay its share of expense with:nthlrgdxgd)s after rendition of 2 statement therefor by
44 Operator, the non defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion tha
A5 theirwrest of each such party bears to the interest of 2ll such parties. Each party so paying its share of the unpaid amount shall, to ebtzin
A6 rembursement thereof, be subroguted to the security rights described in the foregoing paragraph,

47

48 C. Payments and Accounting:

49

50 Except us herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
31 and uperation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52

tiunate shares upon the expense basis provided in Exhibit “*C"". Operater shall keep an accurate record of the joint account hereunder,
53 showing expenses incurred and charges and credits made and received. All assessments to nen-cperators are
54 %hg r c %55 and each non-op crator shall pay_its 1; port:.on of ail bills ne later
395 8pu.m§ at its ¢ ecuon s%al?ﬂ{wc The n;,%t flgm e 1 Gme 1o dﬁemandnan]éj Teteive 1tom ¢ olher partigs payment in advance

G ol their respective shares of the estimated amount of the expense to be incurred in vperations hereunder during the next succeeding

57 monih, which right may be exercised only by submission 1o each such party of an iremized statement of such estimated expense, wgether
38 wilh aninvoice for its share thereof, Buch such statement and invoice for the payment in advance of estimated expense shall be submited
b

v or belore the 20th day of the nexr preceding month. Buch party shall pay to Operator its proportionate share of such estimate within
tifteen (15) duys atrer such estimate and invoice is received. If any party fails to pay its shure of said estimare within suid time, the amount
0f due shall bear interest as provided in Exhibit **C’" until paid. Proper adjusiment shall be made monthiy between sdvances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

63

64 D. Limitation of Expenditures:

65
O

G0

1. Drill or Decpen: Without the consent of all parties, no well shall be drilled or deepencd, except any well drilled or decpencd

67 pursuant 1o the provisions of Article VI,B.2. of this agreement. Consent to the drilling or deepening shall include:
G
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ARTICLE VII
continued

X Option No, 1: All necessary expendisures for the drilling or deepening, testing, completing and cquipping of the well, including
necessary tankage andfor surface faciliues,

authorized depth, end & eats have been completed, and the results thereof furnished to the parties, Operator shall give i t478 notice
to the Non-Operators who have thé Tightug participate in the completion costs. The parties receiving such noti@e shall have forty-eighe
(48) hours (exclusive of Saturday, Sunday and lepdTtrlidays) in which 1 elect o participate in#heSelting of casing and the completion at-
tempt, Such election, when made, shall include consent to all nEtessary_expendrares [or the completing and equipping of such well, in-
cluding necessary tankage andfor surface facilities. Failure of any-ifty receivitig notice to reply within the period above fixed shall
constitute an election by that party not o pagficipst®n the cost of the completion attempr. TFtmeqr_rmore, but less than i of the pariies,
elect 1o set pipg and to arterngp offipietion, the provisions of Article VI.B.2. hereof (the phrase *rewdeag, deepening or plugging

back™ as conujnedmrArticle VI.B.2. shall be deemed to include **completing’ "} shall apply to the operations thereafter Comducted by less

L ey
tham=gil parties-

2, Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant o the provisions of Article VL.B.2. of this agreement. Consent to the reworking ar plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
andfor surface facilities.

3. Other Operations: Withour the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of ___ten. thonsand Dollars (310,000 }
except in connection with a well, the drifling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursvant 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 s opinion are required
to deal with the emergency to saleguard life and property but Operator, as promptly as possible, shall repert the emergency 1o the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator 5o requesting
an information copy thereof for any single project costing in excess of____ten thousand
Dollars (3_10,000 1 but less than the amount first set forth above in this paragraph.

Renuals, sitmag_well payments and minimum royalties which may be reguired under the terms of any leagetrdll be paid by the
party or parties who subrsed such lease to this agreement at its or their expense. In the event two or et purties own and have con-
tributed interests in the same least™whis agrecment, such parties may designate one of such papdts to muke said payments for and on
behalf of all such pareties. Any party may reQtrs and shall be entitled w receive, prgper-®vidence of ull such puyments. In the event ol
tuilure ta make proper payment of any rental, shut-in Wil payment or minigwe royalty through mistake or oversight where such pay-
mient is required to continue the lease in force, any loss which r&Suiaftom such non-puyment shull be borne in secordunce with the pro-
visions af Arucle IV.B.2.

Qperator shall notify Non-Operyioedl the anticipated completion of a shut-in gus well, he shutting in or returmn o production
ot « producing gas well, ar leasefiVe (3) days (excluding Saturday, Sunday and legul holiduys). or at the Sodist oppertunity permiced by
CITCumMstances, prio zking such action, but assumes no liability for fuilure 1o do so. In the event of failure BYSggrator to so notily
Non-Opegaear the loss of any lease contributed hereto by Non-Operator {or failure 1o make tmely payments of any shutan ¥ QY TIeTH

I bR } snthe by tha cneriae horoes ppdoe sho peauiciane of A celele 1V T
P T ot =

F. Taxes:

Beginning with the first calendar yeur alter the effective date hereof, Operztor shall render {or ad valorem taxarion all properzy
subject 1o this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon belore they
become delinquent. Prior wo the rendition dute, each Non-Operatar shall furnish Operatar information as to burdens (1o include. but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. [I the assessed valuation of any leaschold estate is reduced by reason of its being subject w outstanding excess royaluies, over-
riding royalties or prodoction payments, the reduction in ad valorem taxes resulting therefrom shall inure 10 the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. Il the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then nowwithstanding
znything to the contrary herein, charges to the joint account shall be made and puid by the parties hereto in accordunce with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tux puyments in
the manner provided in Exhibit *'C"".

If Operator considers any tax assessment improper, Operator may, at irs discretion, protest within the time and mamnner
prescribed by law, and prosecute the protest to « final determination, unless all parties upree to sbandon the protest prior to final deter-
minution. During the pendency of administrative or judicial proceedings, Operator may clect to pay, under protest, all such taxes and uny
interest und penalty, When any such protested assessment shall have been finatly determined, Operator shall puy the wx for the joint ac
count, together with any inrerest and penalty accrued, and the total cost shall then be assessed ugainst the parties, and be puid by them, us
provided in Exhibit *‘C"".

Eich party shall pay or cause o be paid all production, severance, excise, gathering and other taxes imposed upon or with respect to

the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.
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ARTICLE VII
continued

G. Insorance:

At ali times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the staze where the operations are being corducted: provided, however, that Operator may be a self-insurer for liabiliry under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C*". Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit D", attached 10 and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area 1o comply with the workmen’s 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 public Lability insurance is specified in said Exhibit "D, or subsequently receives the approval of the
partics, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whale
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, and the other parties do not
agree or consent therezo, the party desiring 1o surrender shall assign, without express or implied warranty of tite, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be lacated thereon and any rights in production
thereufter secured, to the parties not consenting 1o such surrender. If the interest of the assigning party is or includes an oil and gas in-
wrest, the assigning party shall execute and deliver ta the party or parties not consenting to such surrender an ail and gas lease covering
such oil and gas interest for a term ef one (1) yeur and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lcase to be on the form auached hereto as Exhibit **8"". Upon such assignment or lease, the assigning party shall be relieved from al}
obligations thereafter accruing, bur nor therewofore accrued, with respect o the interest assigned or leased and the operation of any well
attributuble thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
ducdun other than the royalties retained in any dease made under the terms of this Article. The purty assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells und equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "*C™", less the estmated cost of
sulvaging and the estimarted cost of plugging und abandening. If the assignment of lease is in faver of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears 1o the total interest of all such parrigs.

Any assignment, lease or surrender made under this provision shall not reduce or chunge the assignor's, lessor's or surrendering
party’s interest us it was immediately before the assignment, leuse or surrender in the balance ol the Contract Area; and the acreage
assigned, leased or surrendered, and subscquent operations thereon, shall not thereafrer be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

I any party secures a renewal of uny oil and gas lease subject to this agreement. all other parues shall be notified promptly, and
shall huve the right for = period of thicty (30) days following receipt of such notice in which te elect to purtivipate in the ownership of the
renvwal lease, insofar as such lease affecis lands within the Contract Arez, by paying to the party who acquired it their several proper pro
pertionate shares of the acquisition cost allocated o that part of such lease within the Contract Area, which shall be in propartion 1o the
interests beld at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who clect to participare therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Are
to the aggregate of the percentages of participation in the Contract Ares of all parties participating in the purchase of such renewal lpuse,
Any renewal lease in which less than all parties elect to participate shall not be subject <o this agreement,

Each party who participates in the purchase of a renewal lease shall be given an sssignment of irs proporticnate interest thorcin

by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (G) months after the expiration of the existing lease shall be subject to this provision; but any lease tuken ar con-
tructed [or more than six (0} months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be su bject 1o
the provisions of this agreement,

The pravisions in this Article shall also be applicable to extensions of oil and gas leases.
C. Acreage or Cash Conrtributions:

While this agreement is in force, if uny purty contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Arez, such contribution shall be paid to the party who conducted the drilling or other operaucn and shall be

applicd by i against the cost of such drilling or other operation. If the contribution by in the form of acreuge, the party to whom the con-
tribution is made shall promptly tender an ussignment of the acreage, without warranty of title, to the Drilling Parties in the propourtions
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ARTICLE VIIiI
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become 1 separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights 10 earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such
consideration shall nat be deemed z contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transler or make ather disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

L. the entire interest of the party in all leases and equipment and production; ar
2. an equal undivided interest in ail leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shull be made without prejudice to the right of the other parties.

I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appainz a single trustee or agent with fult authority to receive notices, approve expenditures, receive billings for
and upprove 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 interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right o enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right 10 receive, separately, payment of the sale proceeds thereof,

E. Waiver of Rights to Partition:

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

F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Conrract
Area. it shall prompily give written notice o the other parties, with full information concerning its proposed sale, which shall include the
name and sddress of the prospective purchaser (who must be ready, willing and able 1o purchase), the purchase price, and all other rerms
of the wtter. The other partivs shall then have an optional prior right, for a peried of ten (10) days after receipt of the notice, to purchase
on the sumu terms and conditions the interest which the other party proposes to sell; and. if this optional right is cxercised, the purchas-
ing parties shall share the purchased interest in the proportions that 1he interest of each bears to the total interest of all purchasing par-
ties. However, there shult be no preferential right w purchase in those cuses where any party wishes 10 morigage its interests, or
dispose of its interests by merger, reorganization, consolidation, or sale of ail or substantially all of its ussets o a subsidiary or parent com-
puny or to a subsidiary of a parent cornpany, or o any company in which any one party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 1o create, and shall not be construed to create, a relalionship of partnership or an association
for profit berween or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for fedzral income tax
purpuses, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects 10 be excluded
from the application of all of the provisions of Subchapter 'K '', Chapter 1. Subtitle * A", of the Internul Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code und the regulations promulgared thereunder. Operator is authorized and directed to ex-
veute on behail of each party hereby affected such evidence of this election as muy be required by the Secretary of the Treasury of the
United Swutes or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and rhe data required by Federal Regulutions 1.76]. Should there be uny requirement that cach party hereby affected pive further
evidence of this election, cach such party shall execute such documents and furnish such other evidence as may be required by the
Federul Internal Revenue Service or as muy be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made huereby, If any present or future income tax laws of the suue or states in which the Contract
Arca is lovated or any future income tax luws of the United States contain provisions similur 1 those in Subchapter *'K™", Chapter 1,
Subtitle **A™", of the Internal Revenue Code of 1934, under which an election similar to that provided by Section 761 of the Code is per
mitted, vach purty hereby affecred shall make such ¢lection as may be permitted or required by such laws. In making the foregeing clee-
tion, each such party states that the incomue derived by such party frem operations hercunder can be adequarely determined without the
compurtation of partnership taxable income.
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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 Five thonsand Dollars
35,000 ) and if the payment is in complete settlement of such claim or suit. f the amount required for serdement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the clain or suit, unless such authority is
deleguted ro Operator. All costs and expenses of handling, settling, or otherwise discharging such ctaim or suit shall be at the jolnt ex-
pense of the parties participating in the operation from which the claim or suit arises. If 4 claitm is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has nio conirol because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the ¢laim or suit shall be treated as any ather claim
or suit involving operations hereunder,

ARTICLE XI.
FORCE MAJEURE

It any party is rendered unable, wholly or in part, by lorce Majeure to carry out its obligations under this agreement, ather than
the obligarion to make money payments, thar 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 us they are affected by the force
mujeure, shall be suspended during, but no longer than, the continuance of the force majeure. 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 disparch shall not require the settdement of strikes,
leckouts. or other labor difficuiry by the party invelved, contrary to its wishes; how all such difficuities shall be handled shall be entirely
within the discretion of the party concerned.

The term '*force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, siorm, flood, explosion, governmental action, governmental delay, restraine
or inucnion, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or atherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE Xil.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this sgreement, unless otherwise
specibically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed 1o
the parties to whom the notice is given at the addresses listed on Exhibir **A"". The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such purty to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph compuny, with postage or charges prepaid, or sent by telex or telecopier. Fach party
shall have the right to change its address t any time, and from time ta time, by giving written notice thereo! to all other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full force znd effect as o the oil and gas leases andfor oil and gas interests subject herewo [or the
period of time selected below:; provided, however, no party hereto shall ever be construsd as having any right, title or interest 1 or 1o any
lease ur a1l and gas interest contributed by any other party beyond the term af this agreement,

®  Optior Ne. 1: So long 4s any of the oil and gas leases subject 1o this agreement remain or are continued in force as o any part
of the Contract Area, whether by production, extension, renewal or otherwise,

e OpriosDlodin—theevemt—the—weli-dusesibedin—Artele—ViA—or smy—srbseguentrrei-drifednrderennrprovisior—of
sgreement, s-inproduction of oil andfor gas in paying quantities, this agreement shall continue in force so lo Such well of
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It is agreed, however, that the termination of this agreement shall not relieve any party hercto from any lability which has
accrued or attached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shali be subject to the canservation laws of the state in which the Contract Area is located, to the valid rules,

regulations, and orders of any duly constituted regulatory body af said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of Kansas
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or autherity to waive or release any rights,
privileges, or obligations which Non-Operatars may have under federal or state laws or under rules, regulations or orders promulgaced

under such faws in reference to oil, gas and minera! operations, including the location, operation, or production of wells, on tracts offser-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretution or applicatien of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor ugencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operatar further agrees to reimburse Operator for any amounts applicable o such Non-
Operator’s shure of production that Operator may be required to refund, rebate or pay us 1 result ol such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator 25 a result of such incorrect interpretution or application,

Non-Operators authorize Operator to prepare and submit such documents as may be required to be subritted to the purchaser
of any crude oil sold hereunder or to any cther person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be amended from time to time {**Act™), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant 1o said Act. Each party hereta agrees to furnish any and all certifications or ather information
which is required to be furnished by said Act in a timely manner and in sufficient detail 10 permit compliznce with said Acz.

ARTICLE XV,
OTHER PROVISIONS
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ARTICLE XV1,

MISCELLANEOUS
.
This agreement shall be binding upon and shail inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of __ 15t day of April 1983

51
52
53

53
36
37
58
59

61
62

OPERATOR

@Q.W\fw

McNeish 011l Operations

NON-OPERATORS

L2 D e

17
T. E. Branscum

.St B

c elsh and Potter

g@bg&m

Ted Davis

Jégzxmq/pm Nlecad

Georgecﬁ McNeish Living Trust

/N

Vel

L
Steve A, McSpa

& haay M uishe

G. Thomas McNeish

o o

Bruce Pendleton

“finda/ B. Stewart

Q & i:J'L if ? gf]zﬁ(: "%y

/Jim P. Bradley/
Doy RWE el

Scotch Cil Company

-15-




COPAS — 19074
Recornmended by the

KraffEi 601 BOX 860 Council  of Petreleum
s TULSA OK T4!101

Accountants Societies

iy

EXHIBIT *“¢”

McNeish QL1 Operations
Attached to and made a part of

Operating Agreement #93-1
Eatinger lease

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

“Joint Property” 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 conduet of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the pariy designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operateor.
“Parties” shall mean Operator and Non-Qperators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing 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 condi-
tions 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.

“Contrcllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings 12th

Operator shall bill Non-Operators on or before the#xt day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Materia! ard unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators. eight (8)

Each Non-Operator shali pay its proportion of all bills within fifseexxix3) days after receiﬁ)t. If payment is not
made within such time, the unpaid balance shall bear interest monthly zt the rate of 18 t%%pcent { 18%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Cperator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be irue and correct after twentv-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 io Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A, Non-Operator, upon notice in writing to Cperator and all other Non-Operataors, shall have the right to audit Ope.
rator’s accounts and records relating io the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
eonduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no conirary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s propesal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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H. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joint Operations.
2. Labor

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

(2) Salaries of First Level Supervisors in the field,

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
exciuded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by "percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience,

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section IL

3. Employee Benefiis

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, benus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Sectior: II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV, Only
such Material shall be purchased for or transterred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

5. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A, If Material is moved to the Joint Property from the Operator’s warehouse 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,
recognized barge terminal, or vailway receiving peint where like material is normally available, 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 dislance greater than the distance to the nearest reliable supply siore, recognized barge
terminal, or railway receiving poini unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count 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, there shall be no equalization of actual gross trucking cost
of 3200 or less excluding accesscrial charges.

5. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 8 of Section II and Paragraph 1. ii of Sectien ITI. The cost of professional consuliant services and con-
tract services of {echnical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed io by
the Parties.

7. Equipment and Facilities Furnished by Operator
A. Operator shall charge the Joint Account for use of QOperator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, iaxes, depreciation, and interest on investment not to exceed eight per cent (89%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the imimediate area
of the Joint Property.

B.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209;. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Asscciation.

8. Damages and Losses to Joint Property

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

9. Legal Expense

Expense of handling, investigating and seitling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necassary to protect or recover the Joint Property, except that no charge for services of Qperator’s legal staff
or fees t shall be made unless previously agreed to by the Parties. Adtotimer—epnt
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All taxes of every kind and nature assessed or levied upen or in connection with the Joint Property, the opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

10. Taxes

11. Insurance

Net premiums paid for insurance required to be ecarried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’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.

12. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

1. 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 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personmnel, except those directly chargeable |
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with :

matters of rmmmedrem—bmediie, accounting s tes shall be considered

as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such :
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. |

#. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professionz]l consultant
services and contract services of technical personnel directly empioyed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the foliowing rates per well per month:
Drilling Well Rate $_400
Producing Well Rate $_up_to 200

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

[L] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (13) or more censecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completicn equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever cccurs first, except that no charge shall be made during suspen-
sien of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (§) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspensicn of operations for fifteen (15) or more consecutive
days,.

{(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the moenth 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
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

{31 An inactive gas well shut in because of overproduction or failure of pur‘chaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent szales gutlet.

[4] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

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

{3) The well rates shall be adjusted as of the first day of April each vear following the effective date of tl}e
agreement to¢ which this Accounting Procedure is attached. The adjustment shall be computed by _multl-—
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar vear compared to the galendar Year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fx-eldfs Produc-~
tion Workers as published by the United States Department of Labor, Bureau of Lat!or Statistics, or the
equivalent Canadian ]ndex as published by Statisiics Canada, as applicable. The adjusted rates shall be
the rates currenily in use, plus or minus the computed adjustment.
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Operator shall charge the Joint Account at the following rates:
Development

Percent { %) of the cost of Development of the Joint Property exefusive of costs
provitded under Paragraph 9 of Section II and all salvage credits.

(b} Operating

e Rpreent ( %} of the cost of Operating the Joint Property”’exclusive of costs provided
under Paragraphs Tand 9 of Section I, all salvage credits, the value pf injected substances purchased
for secondary recovery™spd all taxes and assessments which are leviad, assessed and paid upon the min-
eral interest in and to thé\gint Property.

{2) Application of Qverhead - Percenihge Basis shall be as follows-

For the purpose of determining charg®s.on a percentage basls under Paragraph 1B of this Section III, de-
velopment shall include all costs in connetsign with drillifig, redrilling, deepening or any remedial opera-
tions on any cr all wells invelving the use of™syillingfrew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expendi{Tes incurred in abandening when the well is not com-
pleted as a producer, and original cost of constfuctidwor installation of fixed assets, the expansion of fixed
assets and any other project clearly discerfilble as a fiXed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All g#lfer costs shall be co™idered as Operating.

2. Overhead - Major Construetion

To compensate Operator for overheat costs incurred in the construction and™gstallation of fixed assets, the ex-
pansion of fixed assets, and any efher project clearly discernible as a fixed asset M™guired for the development and
operation of the Joint Properiy, Operator shzll either negotiate a rate prior to the begiuqing of construction, or shall
charge the Joint Account#6r Overhead based on the following rates for any Major ConMguction project in excess

of §

A, % @f total costs if such costs are more than § but less than $ ; plusg
B. o of total costs in excess of § but less than $1,000,000; plus
C. % of total costs in excess of $1,000,000.

3. Amendment of Rates

The Overhead rates provided for in this Section III 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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale toc Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

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 any other reason, 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
Operator, unless ctherwise agreed to by the Parties, shall be priced on the following bases exchisive of cash dis- i
counts:

A, New Material (Condition A}

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carioad or barge load weight basis, regardiess of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal mearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,600 pounds 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 where such Material is nor-
mally available. ’

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliatle
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material {Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV:
(2) Material moved from the Joint Property

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at silxty»five_ percent (.6.5%) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and )
{1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall ke priced at fifty percent (509%) of current new price as determined by Para~-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

{2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices, Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of jtems normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. QObsolete Material

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

E. Pricing Conditions

(1} Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents {15¢) per
hundred waight on all tubular geods movements, in lieu of loading and unloading costs sustained, when
actual kauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joini Property; provided notice in wriling is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operater within ten days after recelving notice from Operator, to furnish in kind all or part of his share
of such Materizal suitable for use and acceplable to Operator.

Warranty of Material Furnished by Operator

Operater does not warrant the Material furnished. In case of defectiva Material, credit shall not be passed to the
Joint Account until adjustment has heen received by Operator from the manufacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.
Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be tsken by Operator of the Joint Account Controllable Material.
Written notice of intention to talke inventory shall be given by Operator at least thirty (30) days before any inven-
tory is o begin so that Non-Operators may be represenied when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory laken by Operztor.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
Justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall he
held accountable only for shortages due to lack of reasonable diligence. :

Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Propgrty. It shall
be the duty of the party selling to notify all other Parties as quickly as possible a}fter the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




EXHIBIT "D"

Operator at all times while conducting operations hereunder
shall purchase or provide for the protection and benefit of the

parties hereto protection comparable to that afforded under standard
form policies of insurance for:

a. Workmen's compensation insurance to comply with
the applicable Federal and State workmen's
compensation laws.

b. General public liability insurance with
bodily injury limits of not less than
$300,000 each person, $300,000 for each
accident, and $300,000 each accident for
property damage.

¢. Automobile public liability insurance with
limits of not less than $100,000 each person,
$300,000 each accident for bodily injury, and
$100,000 each accident for property damage.

Operator shall charge the Joint Account an amount equal to the
premium applicable to the protection provided.

A1l losses not covered by standard form policies of insurance

for the hazards set out above shall be borne by the parties hereto
. as their interests appear at the time of any loss.

EXHIBIT "D"
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