Devon Energy Comoration

20 North Broadway

Oklahoma City, Oklahoma 73102-8260
Fax 405-552-8113

January 9, 2008

Premier Oil & Gas, Inc.

P. O. Box 1246

Artesia, New Mexico 88210
Attn: Ken Jones

Re:  Hackberry Prospect
Township 22 South, Range 26 East
Section 31: All, Section 32: W/ /2
Eddy County, New Mexico '

Gentlemen:

This letter will evidence the agreement between DEVON ENERGY PRODUCTION COMPANY,
L.P. (hereinafter referred to as “Devon”), and PREMIER OIL & GAS, INC. (hereinafter referred
to as “Premier”), wheteby Devon, subject to the terms and conditions of this Letter Agreement
(“Agreement”), agrees to assign certain interests, as hereinafter provided, in and to the Oil and Gas
Leases (the “Leases”) as set forth on Exhibit “A” attached hereto, as such Leases specifically relate
to the Morrow development location, as identificd below (heretnafter collectively referred to as the
“Interests”). In consideraton of the mutual benefits to be derived from the covenants and
obligations herein contained, Devon and Premier agree as follows:

1. Devon rcpresénts but does not warrant that it owns 100% W1 in the Leases covering
State of New Mexico lands which yields certain working interests in the following
Morrow development location (hereinafter referred to as the “Initial Development
Location™):

Hackberry 31 State Com #2 !
S/2 Section 31 x‘g AN 21 700
920’ FSL & 1310’ FEL i LAND \
Township 22 South, Range 26 East EW
Eddy County, New Mexico
100%W1

2. State of New Mexico Oil and Gas Leases V-6205 and V-6218 coveting all of Section

31-T22S-R26E are currently communitized by State of New Mexico agreement dated

April 11, 2000, dedicating the S/2 Section 31 as the drilling and spacing unit for the
Initial Development Location. Such leases have been extended beyond the expiration
of their primary terms of April 30, 2006 by the use of a spudder rig and continuous
operations in accordance with the terms of such Leases.
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Premier Ol & Gas, Inc.

j.anuax'y 9, 2008

Page 2

10.

State of New Mexico Oil and Gas Leases V-708 and LG-8291 covering the W/2
Section 32, among other lands, arc currently held by production by the EV Swte
Com #2 located 2100’ FNL & 660’ FEL of said Section 32.

Subject to the other terms and provisions of this Agreement, Premicr desires to
acquire from Devon and Devon destres to assign to Premier, a 20 o working interest
in and to the Interests for the purpose of jomtly developing such Interests for the
production of oil and/or gas as set forth herein.

The Interests attributable to the Hackberry 31 State Com #2 and to the terms of this
Agreement shall be subject to the Joint Operating Agreement attached hereto as
Exhibit “B” which shall govern all operations within the Contract Area covered by
the Joint Operating Agreement.

In order to be entitled to an assignment of a portion Devon’s interest in and to the
Interests as contemplated by this Agreement, Premier agrees to and shall be
obligated to participate as non-operator in the drnlling of the Initial Development
Location and pay its share of costs to casing point attributable to the Iniual
Development Location, as follows:

Hackberry 31 State Com #2
‘/30.5861% before casing point, not to exceed 110% of
the dry hole cost as reflected on the Authority for Expenditure
attached hereto as Exhibit “C” and 20.00%o after casing point

Upon reaching casing point in the Initial Development Location and provided that
Premier has otherwisc complied with the terms of this Agreement, Devon shall
promptly assign to Premier its proportionate percentage in and to the Interests
without warranty of any kind either express or implied. All such assigned Interests
shall be delivered at an 80% net revenue interest.

Devon and Premier agree to proportionately share, at cost, any subsequenty
acquired interests within the contract area covered by the Joint Operating
Agreement, including but not limited to leaschold acquisition, farmin, tetrm
assignment and pooled interests.

In the event of a conflict between the terms of this Agreement and the terms of the
Joint Operating Agreement, the terms of this Agreement shall prevail.

The terms of this Agreement shall extend to, and be binding upon both Devon and
Premier and their respective successors and assigns.

If the above terms accurately describe the terms of our verbal agreement, please so indicate by
signing and returning one copy of this letter to the undersigned within ten (10) days from the date
hereof along with an executed signature page to the Joint Operating Agreement and an executed
Authority for Expenditure. Upon failute to receive an executed copy of this Agreement within the
time stated, Devon will consider this Agreement null and void.
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Premier O1l & Gas, Inc.

January 9, 2008 .

Page 3

If there are any questions or if additional information is required feel free to call me at 405-552-

4633.

Yours very truly,
DEVON ENERGY PRODUCTION COMPANY, L. P.

(fews

Ken Gray
Senior Land Advisor

Enclosure

: éf/
Agrec to and accept the above this l\day of January, 2008.

Premier O1l & Gas, Inc.

By:méﬁ_w"_’
Name: ’KC#’\V] C‘H'\C,&XOHPL
Title: {) ‘p
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EXHIBIT “A”

Attached to and made a part of that certain Letter Agreement dated January 9, 2008, by and
between Devon Energy Production Company, L.P., and Premier Oil & Gas, Inc.

State of New Mexico Oil and Gas Lease bearing Serial Number V-6025, dated May 1, 2001 from
the Commissioners of Public Lands, as Lessor, to Rolla R. Hinkle III, as Lessee, insofar and only
insofar as said lcase covers the E/2 of Section 31-T22S-R26E, Eddy County, New Mexico,
containing 320.00 acres, more or less.

State of New Mexico Oil and Gas Lease bearing Serial Number V-6218, dated May 1, 2001 from
the Commissioners of Public Lands, as Lessor, to Rolla R. Hinkle III, as Lessee, insofar and only
insofar as said lease covers Lots 1, 2, 3, 4, E/2 W/2 of Section 31-T22S-R26E, Eddy County,
New Mexico, containing 313.80 acres, more or less.

State of New Mexico Oil and Gas Lease bearing Serial Number V-708, dated May 1, 1983 from
the Commissioners of Public Lands, as Lessor, to Exxon Corporation, as Lessee, insofar and only
insofar as said lease covers the NE/4 NW/4, SW/4 NW/4, N/2 SW/4 of Section 32-T22S-R26E,
Eddy County, New Mexico, less and except the wellbore of the New Mexico State EV #1 well
located 1980° FWL & 1980° FSL of said section 32 containing 160.00 acres, more or less.

State of New Mexico Oil and Gas Lease bearing Serial Number V-708, dated May 1, 1983 from
the Commissioners of Public Lands, as Lessor, to Exxon Corporation, as Lessee, insofar and only
insofar as said lease covers the NW/4 NW/4, SE/4 NW/4, S/2 SW/4 of Section 32-T22S-R26E,
Eddy County, New Mexico, containing 160.00 acres, more or less.
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20 N. BROADWAY, SUITE 1500, OKL.LAHOMA CITY, OK 73102

DRILLING AUTHORITY FOR EXPENDITURE

COMPLETION
DRILLING/COMPLETION COST ESTIMATE
Exhibit "C" attached to letter agreement dated
January 9, 2008 between Devon Energy Production
AFE NO.: 126323 Company, L.P. and Premier Oil & GaguunkAGrish: Eddy
Lease Name - Well #:  Hackberry 31 State 2 State: New Mexico
Legal Description: SE/4 Sec. 31-T228-R26E Prepared By: Abbitt, Wyatt

AUTHORITY REQUESTED TO:

Drill and complete the Hackberry 31 State #2.

Intangible Drilling Completion Dry Hole Total
Code
Description Costs Costs Costs Costs
011 DRILL-LAND, LEGAL 5,000 0 0 5,000
012 COMPL-SURF DAMAGES/RIGHTOFWAY 0 2,500 0 2,500
012 DRILL-SURF DMGS/RIGHT OF WAY 2.000 0 0 2,000
013 DRILL-LOCATION,ROADS, PITS, FNCS 50,000 0 0 50,000
014 ARCHEOLOGICAL TESTING 1,800 0 0 1,800
019 OTHER SITE PREPARATION 0 2,000 0 2,000
043 DAYWORK 612,000 68,000 0 680,000
044 DRILL-MOB/DEMOBILIZATION 37,500 0 0 37,500
045 DIRECTIONAL DRILLING 158,000 0 0 158,000
049 DRILL-OTHER CONTRACTOR SERVICE 10,000 0 0 10,000
101 COMPL-DRILL BITS 0 1,000 0 1,000
101 DRILL BITS 53,000 0 0 53,000
102 COMPLETION FLUIDS 0 2,500 0 2,500
102 DRILL-DRILLING FLUIDS 125,185 0 0 125,185
103 DRILL-SURFACE RENTAL TOOLS & EQUIP 69,960 0 0 69,960
103 SURFACE RENTAL TOOLS & EQUIP (incl. foam/air w 0 5,000 0 5,000
104 COMPL-DOWNHOLE RNTL TOOLS & EQ 0 1,000 0 1,000
104 DOWNHOLE RENTAL TOOLS & EQUIPMENT 22,320 0 0 22,320
109 DRILL-OTHER MATRLS & SUPPLIES 1,500 0 0 1,500
109 OTHER MATERIALS & SUPPLIES 0 2,000 0 2,000
201 DRILL-WELD, ROUTABOUT & OTHER 17,000 0 0 17,000
201 WELDING, ROUSTAROITS & OTHER SERV 0 5,000 0 5,000
202 COMPL-DIRT WORK & HEAVY EQUIPN 0 2,500 0 2,500
202 DIRT WORK & HEAVY EQUIPMENT 4,800 0 0 4,800
203 DRILL-TRUCKING & HOTSHOT 15,000 0 0 15,000
203 TRUCKING & HOTSHOT 0 4,500 0 4,500
251 CEMENT & CEMENTING SERVICES 23,000 83,000 0 106,000
254 FLOWBACK EQUIP-TESTING SERVICES 0 10,000 0 10,000
255 LOGGING 0 25,000 0 25,000
257 DRILL-OPEN HOLE EVALUATION 120,800 0 0 120,800
259 CASING & TUBULAR SERVICES 9.000 0 0 9,000
261 COMPL-MISC.PUMPING SERVICES 0 5,000 0 5,000
263 DRILL-FLUID DISPOSAL 75,000 0 0 75,000
263 FLUID DISPOSAL 0 8,500 0 8,500
265 STIMULATION & GRAVEL PACK 0 200,000 0 200,000
269 COMPL - CONSULTANTS 0 15,000 0 15,000
269 CONSULTANTS 45,000 0 0 45,000
281 COMMUNICATION SERVICES 1,800 0 0 1,800
302 DRILL-WATER 38,000 0 0 38,000
302 WATER 0 8,500 0 8,500
306 COMPL-OTHER POWER & FUEL 0 1.500 0 1,500

Please include/attach well requirement data with ballotEXH I BIT A
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20 N. BROADWAY, SUITE 1500, OKLAHOMA CITY, OK 73102

PRILLING AUTHORITY FOR EXPENDITURE
- DRILLING/COMPLETION COST ESTIMATE

AFE NO.: 126323 County/Parish:  Eddy
Lease Name - Well #2  Hackberry 31 State 2 State: New Mexico
Legal Description: SE/4 Sec. 31-T22S-R26E Prepared By:  Abbitt, Wyatt
AUTHORITY REQUESTED TO:
Drill and complete the Hackberry 31 State #2.
Intangible Drilling Completion Dry Hole Total
Code
Description Costs Costs Costs Costs
306 DRILL-POWER & FUEL 74.250 0 0 74,250
501 PULLING & SWABBING UNITS 0 50,000 0 50,000
503 BACKFILL PITS/RESTORE LOCATION 10,000 1,500 0 11,500
552 DRILL-SAFETY EQUIP & TRAINING 2,160 0 0 2,160
559 DRILL-ENVMNT & SAFETY MISC 1,080 0 0 1,080
711 COMPANY SUPERVISION 0 2,000 0 2,000
721 COMPL- COMPLETION OVERHEAD 0 1,500 0 1,500
895 DRILL-TAXES -OTHER IDC 169,775 0 0 169,775
Total Intangibles 1,754,930 507,560 0 2,262,430
Tangible Drilling Completion Dry Hole Total
Code
Description Costs Costs Costs Costs
901 SURFACE CASING 13,991 0 0 13,991
902 INTERMEDIATE CASING 35,776 0 0 35,776
903 PRODUCTION CASING 0 222,759 0 222,759
915 TUBING 0 70,000 0 70,000
925 SUBSURFACE EQUIP 0 15,000 0 15,000
931 WELLHEAD VALVES & EQUIPMENT 9,000 10,000 0 19,000
941 TANKS 0 30,000 0 30,000
945 TREATING EQUIPMENT 0 16,000 0 16,000
961 COMPL-LINE PIPE,METERS & FITTINGS 0 10,000 0 10,000
986 COMPL-SURFACE-OTH TANG EQUIPMENT 0 10,000 0 10,000
Total Tangibles 58,767 383,759 0 442,526
TOTAL ESTIMATED COSTS 1,813,697 891,259 0 2,704,956

are generally estimates. Billings will be based on nctual expenditures

Note: Costs and partici

WORKING INTEREST OWNER APPROVAL

Company name:

Signature:

Print Name:

Title:

Date:

Email:

Please include/attach well requirement data with ballot.EXH I BIT A
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EXHIBIT “B”
Attached hercto and made part of that certain Letter Agreement dated January 9, 2008
between Devon Energy Production Company, L.P., McCombs Energy, LLC, and
Premier Oil & Gas, Inc.

A.A.P.L. FORM 610-1982

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

January 1 , 2008

year

OPERATOR Devon Energy Production Company, L.P.

CONTRACT AREA _All of Section 31, and W/2 of Section 32, all in

Township 22 South, Range 26 East

COUNTY OR PARISH OF Eddy STATE OF New Mexico

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMLERICAN ASSOCIATION OF PETROLLEUM
LANDMEN, 4100 FOSSIL CREEK BLVID., FORT
WORTH, TEXAS, 76137-2791,  APPROVED
FORM. AAPL. NO. 610 - 1982 RLEVISED

EXHIBIT A
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A.A.P.L.FORM 610 - MOD‘ORM OPERATING AGREEMENT - l(’
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A.AP.L.FORM 610 - MOQ‘ FORM OPERATING AGREEMENT -g?.

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Devon Energy Production Company, L.P.

. hereinalter designated and

referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter referred w individually heremn

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

WHEREAS, the partics to this agreement are owners ol oil and gas leases and/or oil and gas interests in (he fand identificd 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 oil und gas to the extent and as hereinafier provided,

NOW, THERLFORL, 1t is agreed as follows:

ARTICLE L.
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” shall mean oil, gas, casinghead gas, gas condensate, and all other liguid or gascous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of tis tenn 1s specifically stated.

B. The terms “oil and gas lease”, “lease™ and “l:aschold™ shall mean the oil and gas leases coverng tracts of Jand
lying within the Contract Area swhich are owned by the partics to this agreement.

C. The term "ol and gas interests” shall mean wnleased fee and mineral snterests in tracts of tand lymg within the
Contract Area which are owned by parties 1o this agreement.

D. The term “Contract Area” shall mean all of the lands, oil and gas leaschiold 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 leaschold interests and vil and gas interests
are described in Exhibit “A™.

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any state or
tederal body having authority. It a drilling unit is not fixed by any such rule or order, a drslhing unit 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 vil and gas lease or interest on which a proposed well is 1o be located.

G. The terms “Drilling Party™ and “Consenting Party” shall mean a parly who agrees to join in and pay its share of the cost of
any operation conducted under the provisions ol this agreement.

1L The terms “Non-Drilling  Party” and  “Non-Consenting  Party” shall mcan a party who cleets not to  participate

in a proposed operation,
Unless the context otherwise clearly indicates, wods used in the singular include the plural, the plural includes  the
singular, and the neuter gender includes the mascule and the feminine.
ARTICLE Il
EXHIBITS

The following eahibuts, as indicated below and attached hereto, are incorporated in and made a part hercot:
B A Exhibit “A”, shall include the following information:
(1) dentification of lands subject to this agreement,
{2) Restrictions, 1f any, as to depths, formations, or substances,
(3) Percentages or [ractional interests of parties o this agreement.
(4) Oil and gas leases and/or o1l and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
B-——B-Exhibit“B*-Fonm of Luuse:
C. Exhibit “C”, Accounting Procedure.
D. Exhibit “D”, Insurance.
E. Exhibit “E”, Gas Balancing Agreement.
I*. Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilitics.

G—EsdibiGr T,

Tax-Rarinership,

ODREEE

If any provision of any cexhibit, except Exhibits “L" and—G"—is inconsistent with any provision contained m the body

of this agreement, the provisions in the body of this agreement shall prevail.

o1-
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ARTICLE 1L,
INTERESTS OF PARTIES

A, Oil and Gus Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof” as if it were covered by the form of oil and gas lease attached hereto as Exhibit *I3™, and the owner theteof

shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.
B.  Interests of Parties iu Costs and Production:

Unless changed by other provisions, all costs and liabilities icurred in operations under this agreement shall be borne and
paid, and all cquipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their nlerests are sct
forth in Extubit “A”™. In the same manner, the partics shall also own all production of oil and gas from the Contract Area subject 0 the

payment of royallics to the extent off one-eighth (/8™ which shall be borne as hereinafier set forth.

Regardiess of which party has contributed the lease(s) and/or ol and gas mteresi(s) hereto on which royalty is due and
payable, cach paity entitled to receive a share of production of oil and gas from the Contract Arew shall bear and shall pay or deliver, o
ciuse 10 be paid or detivered, (o the extent of its interest in such production, the royalty amount stpulated hereinabove and shall hold the
other parties (ree from any liability (herefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, (o any other party’s lessor or royalty owner, and if any such other paity’s lessor or royally owner should demand and
recerve seltlement on a higher price basis, the party contribut ng the affected lease shall bear (he additional royalty burden attributable w

such higher price.

Nothing contained in this Article 111.B. shall be deemed an assignment or cross-assignment of mterests covered hereby.
€. Excess Royalties, Overriding Royalties and Other Pay ments:

Unless chunged by other provisions, if" the interest of any party in any lease covered hereby is subject (o any royalty,
overnding royalty, production payment or other burden on production in excess of the amount stipulated in Article LB, such party so
burdened shall assume and alone bear all such excess obligations and shail indemnify and hold the other parties hereto harmless from any

and all claims and demands for payment asseried by owners of such excess burden.

D.  Subsequently Created lotercests:

II' any party should hereafler create an overriding royalty, production p \{mcl‘l %1; other burden l?uyublg out of producyion

. . and 15 ot recorded with the County Clerk of ‘d(l?; (.ru_ul}', New Meyico

attributable to 1ts working interest hereunder, or it such a burden existed prior to this agreement Sand 1s not set Torth sn Exlubit “A” or

wits not disclosed n writing to all other parties prior to the exceution of this agreement by all parues, or is not a yointly achnowledged and

accepted obligation of all parties (any such interest being hereinafler referred o as “subsequently created interest”™ inespective ol the

timing of its cieation and the party out of whose working imerest the subsequently created interest is derived being heremalter referied
Lo as “burdened party™), and.

L. It the burdened party is required under this agreement to assign or relinguish to any other party, or parties, all or a portion
ol its working inlerest and/or the production atiributable thereto, sad other party, or partics, shall receive said assignnent and/or
production free and clear of said subsequently created interest and the burdenced party shall indemmity and save said other panty,
or partics, harmless [rom any and afl claims and demands for payment asserted by owners of the subsequently ercated interest:

and,

2. II the burdened party [ails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VIEB. shall be
enforceable against the subscquently created interest in the same manner as they are enforceable against the working interest of

the burdened party.

ARTICLE 1V.
TITLES

A, Title Examination:

Title examination shall be made on the drillsite of sny propused well privt 1o commencement ol drilling operations or. af’
the Drillimg Pastics so request, title examination shall be made on the leases and/or oil and gas interests included, or planned 1o be includ-
cd, n the drilling unit around such well. The opinion will include the ownership ol the working interest, minerals, royalty, overnding
royalty and production payments under the applicable leases. At the time a well is proposed, cach party contributing leases and-or oil awid
gas interests to the drillsite, or 1o be included in such drilling unit, shall furnish o Operator all abstracts (including federal lease status

reports), title opinions, title papers and curative material in its possession lree of charge. All such sulormation not in the possession of or

made available to Operator by the parties, but necessary for the examination of the title, shall be vbtained by Operator. Operator shall

cause ttle to be cxamined by attorneys on its stafl or by outside attomeys. Copies of all title opimons shall be furnished 1o cach party

hereto. The cost incurred by Operator in this title program shall be borne as {ollows:

O option No_1: Costs incurred by Operator in procuiing abstracts and title examination (including preliminary, supplemental,

shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided m Exhibit =7,
and shall not be a direct charge. whether performed by Operator's staff attorneys or by outside attorness.

L.
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ARTICLE IV
continued

B QOption No. 2:  Cosls incurred by Operator in precuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of cach Drilling Party bears to the total intcrest of all Drilling Partics as such interests appear in Ex-
hibit "A”. Operator shall make no charge for services rendered by its stafl attorneys or other personuel in the performance of the above
functions.

Each party shall be responsible for sccuring curative matter and povling amendments or agrecments required i conncction
with leases or oil and pas interests contributed by such party. Operator shali be responsible for the preparation and recording of pouling
designations or declarations as well as the conduct of hearings belore govermmental agencies for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such hearing.
No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining atlorney or title has been accepted by all of the partics whe are to par-

ticipate in the drilling of the well.

B. Loss of Title:

——Failyre-oi—Filer—Should-any-oil-and-gas—interestorlease—e—intorest—therein—betost-through—failure—s~tile;—which-Joss—resulls—n—a
|edubllmH)f—m(emsl—#;em—lhdl—shewn—eﬂ—[—}xlnbﬂJA"—(htkpdny—uontnbul|ng—%he—aHeeled»ledse—mﬂnwwﬂ-shnlI havo-ninety-(H0)-duys
{rom-final-dot failureto-acquire-a-new-lease-or-other-instrument curing-the-cutirety-of-the-tileailure—which-aequisi-
Hon-will not-be-subjeet '(H\r'i loVMHB--and-failing-to-do-ser-this-ag revertheless-shall-continue- inHoree-us to-all-remaining-eil
and-gas-leases-andH —and;
—{)—H ho—par(y—whose—ml and-gas—lease-or-interest-is—affecled-by-the-tidetature-shall-bear-alenethe-entireJoss—and-it-shall-not-be
enlitled-lorocover-[fom-Op the-other-parties-any devel or-aperating-sosts-whish-i-may-lavetheretofore-paid-or-incurred;
but-there-shall-bene-additional-diak ‘"y—on—|mmﬂ-&emﬂm—pameﬂme{ebﬁcasew{lsubmulHdllur&

{b}—There-shall-be-ne dj £ oxg incurred-or-revenuesteceived—from-the-operation-of-the-interest-which has
been—{ost-but—the— the-parties-shatl-t vised an-gereage-basis~us-of he-time-it-is detennined-finally—thatide—failuretias-oe-

curred -so-that-the-interest-of-the-party—wheselease-or-inierastis-atfested-by-the-title-fuilure will-thereafler-be—reduced-in-the-Contrast
Areaby-the - the-interest-lost:

——{(¢)—1-the-proportionate—interest—of—the-other—parties—herelo—in—any—produsing—wel £ deitled—on—the—Contraci-Area—is
inereased-by-reason-of-the-title{ailure—the-party-whose-title-has—failed-shalt-receive-thepr } ibutable—to-the—i H-such-in
terest{less—costs-and-burdens-atiributable-therato}until-it-has-beenreimbursed e ered-vosts-paid-by—it- forwith-such
welk:

{d—Should-any—¢ ta-party-te-this agl who—is—deterntined-to be the-owner of-any—interest—in-the-title -wiich has
fatled-pay-in-any-mannerany-par-ef-the-cost-of-operation-develop juif such-amount-shall-be-paidHo-the-party-or-parties
whe-bore-th sts-which-are so-refunded;

{e}—Any-liability o to—a-third—party{or-prier—predustion—ef-vil-and-gas—which-arises—by—reason-ol-tile-failure—shall-be
buﬂm—bﬂhe«paﬂy-er—pdr&les—whese—mle-fmled—the—same«pmfumormu—whwh they-shared- m-suulrpner—pmdue{mnﬂnd»

—H—Dh shatl-L ade—ta-the-—joint Horlepal-exy 1 —sataries—i ilh-the—dofi of the-interest
laimed-by-any-party-herete—it-being-the Fthiey herstothat-each-shall-defend-title-to-its I-boar-all-oxy

connestion-therewith:

L rovaliyv rovalt —patd-eris 1 avd—and—us—: Ia-luas. int St ] 3
pity v foyalty yalty—pay 5 f 5—ef pani v a-tedse-ol =t in-er
there-shall-be-nomenstarytability-against-the-party-who-—failedto-make suchpay Bnless-the-party-who-failed-lo-maho-the-sequired
pay ¢ pre—irrerestwithi Hllllel—y—(—QOHlayHmn]-Hw—daseﬁvel, hieHaiture-to-make-proper-payment;
vhiel

ieleMHEBthe-i the-parties-shall-be-revisod-on-an ge-basis, effective as of the

date-ofter

the-party-whe-failed-to-make-proper-payment-will no-longer-be-crodited-with-an-interest—in

the-Coniract a 3 rp-of-the-lease-or-interest-which-has-terminatod—in-the—event-the- party-who-failed (o-nake-the
roquired-payment-shatt-net-hive-been—fully-—reimbusrsed;-at-the-time-of-the-loss—{rom-the-proveeds of-tho-sale-ofoil-and-gas-attributable-te
the-ost-interost—saloulaled-on-an oe-basis;{or-Lhe-develog t-and-operating-costs-theretolore-paid-on {~such-interestit
shall-be-reimbursed-f {-actual-costs—l forepaid-by-it{but-notfor-itsshare-oi-the-sos-of—any-—dry-hole-previeusly—drilled
—wells H | '} | 1Hrom-so 1. £ ihefoll H ac L I Tact (L

lis-previoushy FHronrse-mush s yo-effest

{a}—P | Cotl—-and-vas ] ol £} 1 [ {3 {he—eredit —the-losi—int ] basis

(@) s—ofoi~and-gas; ¥ SeKF aceried—to—the—ere -interest—on se-basis:
up-to-the-amount-of-unrecovered-cosis:
—A(b)—Pk ds—less—operating—exy thercafler-acerued-altributable—to-the losl interest-on-an-asreage-basis—of-that-portion-of
oil-and-gas-lhoreaflorproduced-and keted-(excluding-producton-{rom-any—wells-thereafier-drilled)-whish;-in-the-at of sueh-lease
termination—would-t ibutable-to-the lost interest-on-an-acreage basis, up-to-th F red-costs,(he-y Is—of-said
peluen-oi—(heed—end—gas—lebm;wrbuwd—by&%d»er—pames—m—pwpeﬂwn—&e—(hew—re&peu{we—mlerest—dud

ofur costs;-that-may-be-paid-by-anyparty-who-is-or-t 4l ner-oithe-interest
b inthe C, tract-A beo i a markasto-thi
& g-a-party-to-this-ag

3. 1. Other Losses:  All losses incurred, other—than-those-set forth in Articles IV.B.1. and IV.B.2—above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustiment ol interests in the remaining portion of
the Contract Area.
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ARTICI
OPERATOR
A, Designation and Responsibilities of Operator:
Devon Energy Production Company, L.P. shall be the

Operator of the Contract Arca, and shall conduct and direct aid have full control of all operations on the Contract Arca as pernntied and
required by, and withm the limits of this agreement. It shall conduct all such operations in o good and workmanlike manner, but it shall
have no lability as Operator o the other parties for losses sustained or hatibties incursed, except such as may result from gross

negligence or willlul misconduct.
B.  Resignation or Remuval of Operator and Selection of Successor:

. Resignation or Removal of Operator;  Operator may resign at any lime by giving written notice thercof 1o Nou-Operators
If Operator teiminates its legal existence, no longer owis an interest hereunder in the Contract Area, or is no longer capable of scrving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses (o carry out its duties hereunder, or becomes insolvent, bankrupl or is placed is receivership, by the
alfirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “A™ remaining
alter eacluding the voling interest of Operator. Such resignation or removal shall not become cffective until 7:00 o'clock AN on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator o1 uction
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an catdier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereofl as a Non-Operator. A change of & cor-
porate name or stiucture of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Selection ol Successor Operator:  Upon the resignation or removal of Operator, a successor Operator shall be sclecled by
the parties. The successor Operator shall be selected [rom the partics vwning an interest in the Contract Arca at the time such successor
Opcrator 15 selected. The successor Operator shall be selected by the aflinmative vole of two (2) or more parties owning a majunity interest
based on ownership as shown on Exhibit “A”; provided, however, if an Operator which has been removed fails t vole or voles only 1o
succeed itself, the successor Operator shall be sefected by the affinmative vote of two (2) or more parties owning a majorily interest bised

on oswnership as shown on Exhibit *A” remaining after excluding the voting interest of the Qperator that was removed.
C.  Employces:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the

compensation for services performed shall be determined by Op erator, and all such ecmployees shall be the employees of Operator.
D.  Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on a competitive contract basis at the usual rates prevailing in the area I 1t so

desires, Operator may emiploy its own tools and cquipment in the drilling of wells, but its charges therefor shall not exceed the previ

ling
rates in the arca and the rate of such charges shall be agreed vpon by the parues i 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 area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VI,

DREILLING AND DEVELOPM

A Initial Well:

On or betore the 1st day of February L (hear) 2008, Operator shall commence the drilling of a well dor
oil and gas at the followng location: 920" FSL & 1310° FEL of Section 31-T228-R26E, Eddy County, New Mexico

and shall therealter continue the drilling of the well with due diligence 1o a depth sufficient to test the Morrow formation, expeeted to
require drilling to a depth of approximately 11,675 feel

unless pranite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-

countered at a lesser depth, or unless all partics agree to complete or abandon the well at a fesser depth.
Operator shall make reasonable (ests of all formations encountered during drilling which give indication ol containing vl and

gas in quantitics safficient to test, unless this agreement shall be hmited in its application to a specitic formation or formations, i which

event Operator shall be required to test only the formation or fo ‘mations 1o which this agreement may apply.
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ARTICLE VI
continued

it, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the

well as a dry hole, the provisions of Article VLE. L. shall thereafter apply.

B.  Subsequent Operations:

. Propused Operations:  Should any party hereto dLsuL to drilt any well on the Contract Area other than the well provided
for in Article VLA, or o rework, deepen, Irgrupﬂjlz,hblgu}?“jtd;; ‘Im]c drilted at the joint expense ufdllgames or ,\ well |u|nlly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, decpen, / or plu i Ezic\l: scutl:h‘ .l‘wcll shall give the
other parties written notice ol the proposed operation, specifyiag the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The partics receiving such a notice shall have thirty (30) days after reecipt of the natice
within which to notily the party wishing to do the work whether they LlLLl to participate in the cost of the proposed operation. I drill-
ing rig is on location, nolice of a proposal 1o rework, plug back, /{)r J)rlnlllllhtt'bdllnt‘{; II;L‘blven by telephione and the response period shall be
limited 1o forty-cight (48) hours, exclusive of Saturday, Sunday, and fegal holidays. Failure of a party receiving such notice o reply within
the period ahove fixed shall constitute an election by that party nol to participate in the cost of the proposed operation. Any nutice or

response given by telephone shall be promptly confirmed in writing.

If all parties elect Lo participate in such a proposed ope -ation, Operator shall, within ninety (90) days alter expiration of the notice
period ol thirty (30} days (or as promptly as possible after the expiration of the forty-cight (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 duc diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
tor a period of up o thirty (30) additional days if; in the solc opinion of Operator, such additional time is reasonably necessary to obtain
permits from governimental authorities, surlace rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matler required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, il the
actual operation bas not been commenced within the time provided (including any extension thereof as specifically permitted hercin) and
if any party hereto still desires 1o conduet said operation, writ.en notice proposing same must be resubmitted 1o the othier partics w accor-

dance with the provisions hercol as if no prior proposal had beea made.

2. Qperations by Less than All Parties; I any party receiving such notice  as provided in Article VL.B.1. or VILD.1. (Optivn
No. 2) clects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall clect to participate in the operation shall, within ninety (90) days after the expiration ol
the nutice period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the propesed vperation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Pasties; provided, hoveever, if no drilling rig or other equipment is on location, and il Operator is
a Non-Consenting Party, the Conscnting Parties shall cither: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designatz one (1) of the Consenting Parties as Operator W perform such woik. Con-
senting Partics, when conducting operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms and con-

ditions of this agrecment.

If less than all parties approve any proposed operation, the proposing party, immediately afler the expiration of the applicable
notice period, shall advise the Conscenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Partics should proceed with the operation as proposed. Each Consenting Party, within forty-cight (48) hours
(exclusive of Saturday, Sunday and legal holidays) afler receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit “A™ or (b) canty its proportionate part of Non-Consenting Parties’ interests, and
tailure to advise the proposing party shall be deemed an clection under (a). In the event a drilling rig is on location, the time permitied for
such a response shall not exceed a tolal of forty-eight (48) hours (inclusive of Saturday. Sunday and legal holidays). The proposing party.
at its clection, may withdraw such proposal if there is insuflicient participation and shall promptly notify all parties of such decision.

The cntire cost and risk of conducting such operations shall be borne by the Consenting Partics in the proportions they have
clected to bear same under the terms of the preceding paragraph. Consenling 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 Partics.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. 1f any well drilled, reworked, decpened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying qguantities, the Consenting Parties shall complete and equip the well to produce at their sule cost and risk,
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by il at the expense and lor the account of the Consenting Par-
tics. Upon commencement ol operations for the drilling, rewoerking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting farties,
and the Consenting Partics shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefro n until the procecds of the sale of such share, caleulated at the well. or
market value thereof if such share is not sold, (aller deducting production taxes, excise taxes, royally, overriding royalty and other in-
terests not excepled by Article [1LD. payable out of or measured by the production from such well aceruing with respeet to such interest
until it revents) shail equal the total of the following:

(a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface equipnient beyond the wellhead
connections (including, but not limited to, stock tanks, scparators, treaters, pumping equipment and piping), plus 100% of cach such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until cach such Nun-
Consenting Party’s relinquished interest shall revert o it under other provisions of this Article, it being agreed that cach Non-
Consenting Party’s share of such costs and cquipment 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) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completmg,
aller deducting any cash contributions received under Article VI11.C., and 300 % of that portion ol 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.

. . . . sidetracking . o )
An election not to participale in the drilling, / or the dccgcmng of a well shall be deemed an clection not 1o participate in any re-

working or plugging back operation propused in such a well, or portion thereof, to which the initial Non-Consent clection applied that is
conducted at any Lime prior w full recovery by the Consenting Partics of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums 1o 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 chargeable 1o such Non-Consenting Party had it participated theein. I
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-

plicable as between said Consenting Partics in said well.

During the period ol time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
procecds therefrom, Consenting Partics shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-
ticle I}1.D.

Inn the case of any reworking, plugging back or deeper drilling operation, the Consenting Partics shall be permitted to use, free
of cost, all casing, wbing and other equipment in the well, tut 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 shall account for all such cquip-

ment to the owners thereof, with each 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 cach Non-Consenting, Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, /“,ﬂﬁh?.?.'é"ﬁik testing, completing, and equipping the well for production; or, at its
option, the operating party, in licu of an itemized statement ol such costs of operation, may submil a detailed statement of monthly bill-
ings. Each month thereafier, during the tine the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilitics in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount ol proceeds
realized from the sale of the well’s working interest product’on 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 to, metering or periodic
well tests. Any amount realized from the sale or other dispesition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated tiercin shall be credited against the total unreturned costs
of the work done and of the equipment purchased in detervining when the interest of such Non-Consenting Parly shall revert to it as
above provided; and if there is a credit balance, it shall be paid 1o such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Conscnting Partics recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and afler such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled 1o had it participated in the diilling, reworking, deepening or plugging
back of said well. Thercafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of

the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VEB.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which n well located elsewhere on the Contract Area is producing, unless such

well conforms to the then-existing well spacing pattern for such sousce of supply.

The provisions of this Article shall have no application whatsvever 1o the drilling of the ip(}\'ml well deseribed in Article VLA

» . i tdetrackin
except (a) as to Article VILD L. (Option No. 2), if selected. or (b) as to the reworking, deepening, 72111 plugglgilg back of such initial well
alter if has been dritled to the depth specified in Article VLA il it shall thereafler prove to be a dry hole or, if initially completed for pro-

duction, ceases Lo produce in paying quanlities.

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 thercol furnished o the partics, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all partics responding, or expiration of the response time permitted, whichever
first occurs, and prior lo agreement as to the participating imerests of all Consenting Parties pursuant o the terms of the second gram-
maltical paragraph of Article V1.B.2., shall be charged to and borne as part of the proposed operation, bul if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consciting Parties in the proportion
cach Consenting Party’s interest as shown on Exhibit “A" bears o the total interest as shown on Exhibit “A” of all Consenting I’ar-

tics,

4. Sidetracking; Except as hereinafler provided, those provisions of this agreement applicable to a “deepening” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein call “sidetracking™), unless done o straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right Lo participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing Lo participate, tender (o the well bore owners ils proportionate share (equal
1o its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual cosls incurred in
the initial drilling of the well down to the depth at which the sidetracking operation 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
salvable malerials and cquipment down 1o the depth at which the sidetracking operation is initiated, determined in accordance with the

provisions of Exhibil “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the eveat that notice (or a sidetracking operation is given while the drilling rig te be utilized is on location, the response period
shail be limited 10 forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, hiowever, any party may request and
receive up 1o eight (8) additional days afler expiration of the [orty-cight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. 1f more than one party clects 1o take such additional time Lo respond o 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 cach elecling par-

ty’s interest as shown on Exhibit “A” bears 1o the total interest as shown on Exhibit “A” of all the clecting partics. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.
C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separalely dispose of its proportionate share of all oil and gas produccd from the Contract Arca,
cxclusive of production which may be used in developmen. and producing operations wid in preparing and treating oil and gas for
marketing purposes and production unavoidably fost. Any extra expenditure incurred in the taking in kind or scparate disposition by any
party of its proportionate share of the production shall be borne by such party. Any—party—taking-itsshare-ol-production-in-kind-shall-b
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ARTICLE VI
continued

required to-pay-foronby-tis-propertionate-share-ofsuch-part 0i-Operator™s surface-facilities whislrituses:

tach party shall execute such division orders and contracls as may be necessary for the sale of its interest in production Lrom
the Contract Arca, and, except as provided in Arucle VIES., shall be entitied to receive payment direetly from the purchaser thereol tor

s shiare ol all production.

* It the event-any-parky-shal Haik-to make- the -air # y-to-take-in-kind orseparately-dispose-of-its-proportionate share ol

B

the-vil produved-lrom-the-Centrasi-Area—Operalor shall-have-the-right-subject-te the-rovosation-at—will-by-the-pasty-owaing it, bul not

the-obligation-to-purchase-such-oil-or-sell-it-lo-vthers-al-any-lime-and-from-tme-lo{ime; o he-assount-of-the non-luking putty at the
best price-obtainable-in-the-area-or—such-production. Any-such-purchase-or sale by Operator shall be subject-always—to-the right ol the

w0 Hhe-pradustion—te—exercise—at—any time its right 10 take-in-kind—orseparately—dispose-ofi—its—share of-all oil not previously

delivered to a-purchaser—Ary-purchase-orsale-by-Operator-o Fany-other-party's share-of-oil-shall-be-only—for—suel bleperiods—of
LG-05-3F8—CORSH with-the-mini needs of the industry-usides—he-particular—i But—n-no-eventfor—i-period-in-vacessy

of one (1 )year:

In the event one or more parties’ separate disposition of ity share of the gas causes split-sueam dehveries to separate pipelmes andror

deliveries which on a day-to-day basis for any reason are not ctly cyual to a party’s respective proportionate share of total gas sales o

be allucated to 1t the balancing or {lCCO%l[]lglg between the respective accounts of the parties shall be i accordance with any gas balancing
wihc

. ) hereto.
agreenment between the parties hereto, / whether such an agi is attached as Exlubit “E™ /, or is a separate agreement.

D, Access (o Contract Area and Information:

Lsach party shall have access Lo the Contract Arca al all reasonable times, at its sole cost and risk to inspect or observe uperations,
md shall have access at reasonable times Lo information pertaining to the development or operation thereol, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish cach of the other partics with copies of all forms or repoits Liled with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
cach month, and shall make available samples of any cores or cultings laken from any well dniled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-

quests the lnformation.

K. Abandonment of Wells:

sidetracked

I Abandonment of Dry Uoles: Except tor any well drilled, / or deepened pursuant to Article VEB.2., any well which has been

diilled, /&::]rcd'cﬂ[t;cﬁcd under the terms of this agreement and is proposed 0 be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent clfort, be unuble to contact any party, or should any party fuil 1o 1eply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) alter receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or decpening
sl well. Any party who objects (o plugging and abandoning such well shall have the right to take over the well and conduct further

operitions in scarch of oil and/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced:  Lxcept for any well in which a Non-Consent operation has been conducted
hercunder for which the Consenting Parties have not been fuily reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties, 11 all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regefations and at the cost, risk and expense of all the parties hereto | I, within
thirty (30} days aller receipt of notice of the propused abandonment of any well, all parties do not agree to the abandonment of such well,
thase wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender 1o cach of the other

parti

s its proportionate share of the value of the well’s salvable material and cquipment, determined in accordance with the provisions off
Exhibit “C”, less the estimated cost ol salvaging and the cstimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fituess for use of the cquipment and
material, all of its interest in the well and related equipment, ogether with its interest in the leaschold estate as to, but only as to, the m-
terval o intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas witerest, such party shall execute and deliver to the non-abandoning party or parties an o1l and gas lease, hmited to the mterval or m-
tervaly of the formation or forntations then open o production, for a term of one (1) year and so long thereatter as oil andior gas is pro-
duced from the interval or intervals of the formation or fonations covered thereby, such lease 1o be on the form attached us Exhubit
* In the event any party shall fail to make the arvangensents necessary to take in kind or separately dispose of its proportionate
share of the vil and gas produced from the Contract Area, Operator shall have the right, subject (o the revoeation at will by the party
owning it, but sot the obligation, to purchase such oil and gas or sell it (o others in an arms length transaction st any time and from
time to time, for the account of the non-taking party and Qperator will use its best efforts to market Non-operator’s share of the oil
and/or gas on the same (erms that Operator markets its own share of such production. Any such gurchase or sale by Operator shall
be subject always to the right of the owaer of the production upon thirty (30) days written notice tu exercise its right to take in kind
ur scparately dispuse of, its share of all oil and gas not previously delivered to » purchaser. Any purchase or sale by Operntor of any
other party’s share of oil and gas shall be only for such onable periods of time as are consistent with the minimum ueeds of the
industry under the particular circumstances, but in no event for a period in excess of one (1) year.

Euch party clecling to take in kind or separately dispose of its proportionate share of the production from the Cuntract Area
shall keep accurate records of the volume, sclling price, ruyalty and taxes relative to its share of production. Non-Operators shall,
upon reguest, furnish operator with true and complete copies of the records required to be kept hereunder whenever, under the terms
of this agreement or any agreement executed in connection herewith, it is necessary for Operator to obtain said information. Any
information furnished to Operator hereunder shall be uscd by Operator only to the extent necessary to earry out its duties as
Operator and shall otherwise be kept conlidential.
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ARTICLE VI
continued

“B”. The assignments or leascs so limited shall encompass the “driiling unit”™ upon which the well 15 located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio basced upon the relationship of their respective percentage of participation n the
Contract Area to the aggregate of the percentages of participa.ion in the Contiact Area of all assignees. ‘There shall be no readjustment of

interests in the remaining portion of the Contiact Area,

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production {rom
the well in the interval or intervals ten open other than the royalties retained in any lease made under the terms of this Article. Upon re-
yuest, Operator shall continue to operate the assigned well for the account of the non-abandoning partics at the rates and charges con-
templated by this agrecment, plus any additional cost and cha-ges which may arise as the result of the separate ownership of the assigned
well Upon proposed abandonment of the producing intervalis) assigned or leased, the assignor or lessor shalt then have the option 1o
repurchase its prior interest in the well (using the same valuation formula) and participate in lurther operations therein subject to the pro-

visions hereol

3. Abandonment _of Non-Cunsent Op

ons; ‘The provisions of Article VLE.1 or V0LL.2 above shall be applicable as between

Consenling Parties in the event of the propused abandonmient of any well excepted from said Arucles; provided, however, no well shail be
permancatly plugged and abandoned unless and until all partics having the right to conduct further operations therein have been notificd
of the proposed abandonment and afforded the opportunity o elect lo take over the well in accordance with the provisions of this Article
VILE.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A, Liability of Parties:

Fhe liabality of the partics shall be scveral, not joint or collective. Each party shall be responsible only for its obligations, and
shall be hable only for its proportionale share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the partics in Article VILB. are given to sceure only the debts of each severally. It is not the intention of the partics Lo create, nor

shall this agreement be construed as creating, a mning or other partaership or association, or to render the partics lizble as partners.
B.  Licns and Payment Defaults:

Each Non-Operator grants o Operator u lics upon its oil and gas rights in the Contract Ares, and a securily interest in its shaie
of ol and/or gas when extracted and its interest in all equipment, to secure payment ol its share of expense, together with interest thereon
at the rate provided in Exhibit “C”. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code, The bringing of a suit and the ob-
Lainmg of judgment by Operator for the sceured indebtedness shall not be deemed an election of remedics or otherwise aftect the hen
tights or sceurity interest as sceurily for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice o other rights or remedies, to colleet from the purchaser the proceeds from
the sale of such Non-Operator’s share of vil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s wrilten statement concerning the amount of any defaull, Operator grants a like licn

and sceurity interest to the Non-Operators to secure paynient of Operator’s proportionate share of expense.

It any party fails or is unable 10 pay ils share of expense within sixty (60) days aller rendition of a statement thercfor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion Usat
the interest of cach such party bears to the interest of all such partics. Each party so paying its shaie of the unpaid amount shall, 1o obtamn

reimbursement thercof, be subrogated to thie sceunty nights described in the foregoing paragraph.
€. Payments and Accounting:

Lixeept as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development

and operation of the Contract Arca pursuant to this agreemeit and shall charge cach of the parties hereto with their respective propor-

tionate shares upon the expense basis provided in Exhibit “C”, Operator shall keep an accurate record of the joint account hercunder,

showing expenses ineurred and charges and credits made and received.

Operator, at its clection, shall have the right from time to time to demand and reccive from the other parties payment in advance
N . X 3 ) . :)ll operations other than routige mouthly )
ol their respective shares of the estimated amount of the expense 10 be incurred in / operations hereunder during the next siiceeeding
month, which right may be exercised only by submission o each such party of an itemiced statement of such estimated expense, together
with an invoice for its share thereof. Lach such statement and invoice for the payment in advanee of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and mnvoice is recerved. 1t any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit “C™* until paid. Proper adjustment shall be made monthly between advances and actual ex-

pense o the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.
D, Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or decpened, except any well drilled or deepened

pursuant ta the provisions of Article VLB.2. of this agicement. Consent (o the drilling or deepening shall include:

_9.
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ARTICLE VII

continued
O Option No. {: All necessary expendituies for the diilling or deepening, testing, completing and equipping of the well, including
neeessary tankage and/or surtace tacilities.
&8 Opuon No. 2: All necessary expendaures for the drilling or deepening and testing of the well. When such well has reached its

authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the nght 1o participate in the completion costs. The parties receving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) n which to elect to participate in the sctting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, -
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shali
conslitute an clection by that party not to participate in the cost of the completion attempt. I one or more, but less than all of the pasties,
clect to set pipe and to attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepening or plugging
buck™ as contained in Article VLB.2. shall be deemed to inclnde “completing”) shall apply to the operations thercafler conducted by less
than all partics.

2. Rework or Plug Back: Without the consent of all partics, no well shall be rewarked or plugged back except a well reworhed or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of sad well, including necessary tankage
and/or surface facilitics.

3. Other Operations:  Without the consent of all parties, Operator shall not undertuke any single project reasonably estimated

to require an expenditure in excess of Thirty-five thousand and No/160 Dollars ($ 35,000.00 )

exeept in connection with a well, the dnlling, reworking, deepening, completing, recompleting, or plugging back of which has been
previvusly authorized by or pursuant to tus agreement; provided, however, that. in case ol explusion, (ire, flood or other sudden
cmergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard lite and property bui Operator, as promptly as possible, shall report the emergency o the other
partics I Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an mformation copy thereof for any single project costing in excess of Twentv-five thousand and No/10@

Dollars (3, 25,000.00 ) but less than the amount [irst sct forth above i this paragraph.

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

Rentals, shul-in well payments and mmimum 1oyaltics which may be required under the terms of any lease shall be paid by ihe
party or partics who subjected such lease to this agreement at its or their expense. In the event two or more partics own and have con-
tributed interests in the same lease to this agreement, such partics may designate one of such parties to make said paymients for and on
behall of all such parties. Any party may request, and shall te entitled to receive, proper evidence of all such payments. In the event of
failure 10 make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
mient is required to continue the lease in force, any loss which resulls from sueh non-payment shall be borne in accordance with the pro-

visions of Article 1V.B.2: 1, When sales commenee, QOperator shall notify non-Operator of the date of lirst sale.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return (o production
of a producing gas well, at least five (3) days (excluding Saturday, Sunday and legal holidays). or at the earliest opportunity permitied by
circumstances, prior 10 Laking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so noufy
Non-Operator, the loss of any fease contributed heseto by Non-Operator for fadure to make tmcely payments of any shut-in well payment
shall be bome juintly by the partics hereto under the provisions of Article IV.B.3 1.

K. Taxes:

Beginning with the lirst calendar year afier the effective date hereof, Operator shall render for ad valorem taxation all property
subject 1o this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become definguent. Prior to the rendition date, cach Non-Opezrator shall furnish Operator information as 10 burdens (to include, but not
be limited to, royalties, overriding royaltics and production payments) on fcases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leaschold estate is -educed by reason of its beng subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction i ad valorem taxes resulting therefrom shall inure o the benefit of the owner or
owners ol such leaschold estate, and Operator shall adjust the charge to such owner or vwners so as 1o reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of cach party's working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the pastics hereto in accordance with the tax
value generated by each party’s working interest. Operator shall biil the other parties for their proportionate shares of all tax payments in

the manner provided in Exhibit

If Operator considers any tax  assessment improper, Operalor may, at its discretion, protest within the time and ey
prescribed by law, and prosecute the protest o a final determination, unless all partics agree to abandon the protest prior 1o final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may cleel to pay, under protest, all such taxes and any
interest and penalty, When any such protested assessment shadl have been [inally determined, Operator shatl pay the tax for the jomt ac-
count, together with any interest and penalty acerued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibuit “C”.

Each party shall pay or cause to be paid all production severance, excise, pathering and other taxes umposed upon or with 1espect

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, Insurance:

At all times while operations are conducted  hereunder, Operstor shall comply with the workmen’s compensation law ol

the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made o the joint account shall be as provided in Exhibit “C”. Operator shall
also carry or provide insurance for the benefit of the joint account of the partics as outlined in Exhibit “D”, attached to and made a part
hiercol. Operator shall sequire all contractors engaged in work on or for the Contract Arca to comply with the workmen’s compensation

law of the state where the operations are being conducted and tv maintain such other insurance as Operator may require,

In the event automobile public liability insurance is specified in smd Exiubit )", or subsequently receives the approval ol the

parties, no direct charge shall be made by Operator for premuums paid for such msurance for Operator’s automotive equipment.

ARTICLE YHI
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Asca, shall not be surrendered i whole
or in part unless all partics consent thereto.

However, should any party desire Lo surrender its interest in any lease or in any portion thereol, and the other partics do nol
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereol, and any well, material and equipment which may be located thereon and any rights m production
thereafier secured, o the partics not consenting (o such surrender. I the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall exceute and deliver to the party or parties not consenting o such surrender an oil and gas lease covenng
such o1l and gas interest for a term of one (1) year and so long thereafter as oif and/or gas is produced from the land covered thereby, such
lease o be on the form altached hereto as Exhibit “B”. Upon such assignment or lease, the assigning party shall be relieved fiom all
obligations therealter accruing, but not therctofore accrued, with respect 1o the interest assigned or leased and the operation of any well
attributable thercto, and the assigning party shall have no Turther interest in the assigned or leased premises and its cquipment and pro-
duction other than the royaluies retained in any lease made under the terms of this Article. The party assignee or lessee shall pay o the

party assignor or lessor the reasonable salvage valuc of the latter’s interest in any wells and equipment attributable 1o the assigned of Ieis-

ed acreage. The value of all material shall be determined in accordance with the provisions of Extubit “C™, less the estimated cost of

salvaging and the estimated cost ol plugging and abandoning. If the assignment or lease is in favor of more than onc party, the interest

shalt be shared by such partics in the proportions that the interest ol cach bears to the total interest of all such partics.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor’s or surrendering
party’s inlerest as it was immediately before the assignment, fease or surrender in the balance of the Contract Arca; and the acreape
assigned, leased or surrendered. and subscquent operations thercon, shall not thercaller be subject to the terms and provisions ol this

agrecment.

B.  Renewal or Extension of Lease:

1T any party secures a renewal of any oil and gas Jease subject to this agreement, all other partics shall be notificd promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to clect to participate in the ownership of the
renewal lease, insofar as such lease alfects lands within the Contract Arca, by paying o the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion (o the
interests held at that time by the parues in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchuse ol o renewal lease, it shall be owned by the pantics
who elect o participate therein, in a ratio based upon (he relationship of their respective percentage of participation in the Contract Aica
lo the aggregate of the percentages of participation in the Contract Arca of all parties participating in the purchase of such renewal lease

Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Cach party who participates m the purchase of a rencevial lease shall be given an assignment of its proportionate interest therein

by the acquiring party without warranty of title, except as to scts by, through or under the acquiring party.

The provisions of this Article shall apply to renewal Jeases whethier they are for the entive interest covered by the eapiring lcase
or cover only a purtion ol its wrca or an interest therein. Any renewal lease tahen before the expiration of its predecessor dease, or tahen o
contracied for within six (6) months afler the expiration of the existing lease shall be subjeet to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an exisung lease shall not be deemed a rencwal lease and shall not be subject to

the provisions of this agreement.

The provisions in this Article shall also be applicable (o extensions of oil and gas leases.
C.  Acreage or Cash Contribufions:

While this agreement is in foree, if any party contracts for a contribution of cush towards the drilling of a well or any othier
operation on the Contract Arca, such contribution shail be piid to the party who conducted the drilling or other operation and shall be

applied by it against the cost of such drilling or other operation, If the contribution be in the form of acreage, the party 10 whom the con-

tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partics in the propottions
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ARTICLE VIl
continued

said Dritling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, (o 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 obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable 1o op-
tional rights to eamn acreage outside the Contract Arca which are in support of a well drilled inside the Contract Arca.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder. such
consideration shall not be decmed a contribution as contemplated in this Articte VIILC.

D.  Maintenance of Uniform laterests:

For the purpose of maintaining uniformity of ownersiip in the oil and gas leasehold interests covered by this agreemuent. no
party shall sell, cncumber, transfer or make other disposition of its interest in the leases embraced within the Contract Arca and in wells,
cquipment and production uniess such disposition covers cither:

I, the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Conlract Arca.

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

If, at any time the intercst of any party is divided amcng and owned by four or more co-owners, Operator, al its discretion, may
require such co-owners to appoint a single trustce or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to entes
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract

Arca and they shall have the right to receive, separately, payment of the sale proceeds thereof.
L. Waiver of Rights to Partition:

If permitted by the laws of the slate or stales in which the property covered hereby is located, each party hereto uwming an
undivided interest in the Contract Arca waives any and all rigils it may have (o partition and have sct aside to it in severalty its undivided

interest therein.

I Prelerentint-Right-to-Purchase:

Should—g

y—pary—desire—to—sel-all-orany—par—ofis—interests—under—this—age OF—its—ights—md—i in—the Contract
Area—it-shall-promptly-give-written-nulice-to-he-otherpartiess—with-full-inf iuR-ceneerning-its-propesed sale—which-shall-include-the
name-and-addross—oF-the-prospestive-purchaser(whe-must-be-ready—willing-and-able-to-purchase) ~tho-purchase-priceuand-all-other terms

ol-the-offer—The-other-parties-shali-then-have- an-optional prior right—{or-a-period-of-ten-{H0)-days-atier-receipt-of-the-notice—to-purchase

oi-the-same-terms—and 1iti the-interest which the-other party—propeses-to-sell:-and,—if this-optioral-right-is-exercised-the-purchas-
ing-parties-shall-share-the-purchased—interest-in-he-proportions-that-the-interest—vi-each—bears-to-the-total-intersst-o-all-purchasing—par
linr. :' YEF; b g !I b i r' : ref 1al .b! i puf ! H thas a5 } :: iy i\aﬂy wishos— e g ',t. H ﬁSiS,‘OI“(G
list fits+ by-mierger; reor lidat le-of-aH-or substantially-aH-of-Hs-assets-to-a-subsidiary-or parent-com-
pany-ert bsidiary-of-a-parent-company-or-lo-any pany-in-which-any-one-party-owns-a-rajority-ef-the-stock:

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrcement is not intended 1o creute, and shall rot be construed to create, a relationship of partnership or an assuciation
for profit between or among the partics hereto. Notwithstanding any provision herein that the rights and liabilitics hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not cosstitute a partnership, if, for federal income tax
purposcs, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected clects o hu; excluded
frum the application of all of the provisions of Subchapter “K”, Chapter 1, Subtitle “A”, of the Internal Revenue Code of /21954, as per-
mitted and authorized by Section 761 of the Code and the regulations promuigated thereunder. Operator is authorized and dirccted to ex-
ccute on behalf of cach party hercby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Scrvice, inclucing specifically, but not by way ol limitation, all of the returus, stalements,
and the data required by Federal Regulations 1.761. Shoud there be any requirement that each party hereby affected give further
cvidence of this election, cach such party shall exceute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the clection made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws 9(\1'( the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Internal Revenue Code of /l—lg5)4, under which an clection similar (v that provided by Section 761 of the Code is per-
mitied, cach party hereby affected shall make such clection as may be permitted or required by such laws. In mmaking the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the

computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uninsured thind party damage claim or suit arising from operations hereunder il the expendituse
does not exceed Thirty thousand and No/10G Daollars
(&3 30,000.00 ) and if the payment is in complete settlement of such claim or suit. 1 the amount required lor settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, uniess such aothority is

delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the jont ex-
pense af the parties participating in the operation {rom which the claim or suit arises. If a claim is made against any party or it any party s
sued on account of any matter arising from operations hereusder over which such individual has no control because of the rights given
Operator by this agreement, such party shall inmmediately notity all other partics, and the claim or suit shall be treated as any other claim

“[ suit involving operations hergunder.  All claims or suits involving title to any interest subject to this Agreement shall be treated as a
claim or a suit apainst all parties hereto.

ARTICLE X1
FORCE MAJEURE

I any party is rendered unable, wholly or in pail, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give lo all other parties prompt written notice of the lorce majeure with
reasonably full particulars concerning it; thereupon, the obligations ol the party giving the notice, so far as they are affected by the foree
majeure, shall be suspending during, but no longer than, the continuance of the force majeure. The atfected party shall use all reasonable

diligencee 1o remove the force majeure situation as quickly as pricticable,
The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the seulement of stiikes,
luckouts, or other labor difTiculty by the party wvolved, contrary 1o its wishes; how all such difficulties 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 Gud, stike, lockoul, or other industrial disturbance, act ol

the public cnemy, war, blockade, public riol, lightning, fire, storm. Nood, explosion, povernmental action, governmental del

L restramt
or snaction, unavailability of equipment, and any other cause whether of the kind specifically enumerated above or otherwise, which is

not seasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the partics and required by any ol the provisions of this agreement, unless otherwise
specifically 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 Exhibit “A”. The originating notice given under any provision hercof
shall be deemed given only when received by the party to whom such notice is dirceted, and the time for such party to give any notice in
response thercto shail run from the date the originating nolice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or (clecopier. Each pinty
shall have the right to change its address at any time, and ltom Lime to lime, by giving written notice thereof (o all other parties.

ARTICLE XIIIL
TERM OF AGREEMENT

This agreement shall remain in full foree and cffect as o the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or mterest in or to any

lcasc or o1l and gas interest contributed by any other party beyond the term of this agreement.

O  Option No. 1; So long as any of the oil and gas lcases subject to this agreement remain or are continued i loree as to any pait

ol the Contract Area, whether by production, extension, renewal, or otherwise,

Option_No. 2; In the event the well described in Article VLA, or any subsequent well drilfed under any provision of this

agreemient, results in production of oil and/or gas in payving gnantities, this agreement shall continue in foree so fong as any such well or

wells produce, or arc capable of production, and (or an additional period of __ninety (90) days [rom cessation of all production; provided,

however, i, prior to the expiration of such additional perivd, one or more of the parties hereto are engaged in drilling, reworking, deepen-
g, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in foree until such opera-
tions have been completed and il production results therefrom, this agreesnent shall continue in force as provided herein. n the event the
well deseribed in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
ol producing oil andfor gas {rom the Contract Arca, this agreement shall terminate unless drilling, deepening, plugging back or rework-
g operations are commenced within _nivety (90) __ days frona the date of abandonment of said well.

It is agreed, however, that the termination of thes agreement shall not relieve any party hercto from any liability which has

accrued or attached prior to the date of such termination.

13-
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws, Regulations and Orders:
This agreement shall be subject to the conscivation laws of the state in which the Contiact Area is located, to the valid rules,

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

dinances, rules, regulations, and orders,
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B.  Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, maters of perfoimance, non-perloimance, 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. Hthe-Contract Area-is-in (wo oFmore-slales-the law of the stste ol

shall govern:
C.  Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rales, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts ofiset-

ting or adjacent to the Contract Area.

With respect to operations hercunder, Non-Operators agree (o release Operator from any and abl losses, damages, injurics, claims
and causes of action arising out of, incident to or tesulting directly or inditectly from Operator’s interpretation or application of iules,
rulings, regulations or orders of the Department of Lnergy o predecessor or successor agencics to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees (o reimburse Operator Jor any amounts applicable to such Non-

Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect mterpictation or

application, together with interest and penalties thereon owing by Operator as a result ol such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and subniit such documents as may be required to be submitled to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act
of 19807, as same may be amiended from time to time (“Act”), and any valid regulations or rules which may be issucd by the Treasury
Department from time to time pursuant to said Act. Bach party hereto agrees to furnish any and all certifications or other information

which is required to be furnished by said Act in a timely manner and in sulficient detail o permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

See nutached Article XV

R
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ARTICLE XV.
OTHER PROVISIONS

A. With respect to a well drilled or decpened pursuant o Article VI.B.2. for which the
Consenting Parties have not been fully reimbursed for the amounts provided in Article VI.B.
("Non-Consent Well"), the right to proposc and to participate in further operations under Article
VLB. for such Non-Conscnt Well shall be limited as [ollows:

1. Only a party which participated in the Non-Consent Well shall have the right to
propose a reworking, plugging back or completion opcration for such Non-
Consent Well, and only those parties which clected to participate in such Non-
Consent Wcll shall be entitled to reccive such notice and to participate in such
operation pursuant to Article VI.B.

[

Only a party which participated in the Non-Consent Well shall have the right to
proposc a decpening or sidctracking operation for such Well, but all parties
(including partics which did not participate in such Well) shall be entitled to
receive notice and shall have the right to participate pursuant to Article VI.B. in
such sidetracking or deepening operation except as to a well covered by Article
XV, Paragraph G. hereof. THowever, those parties which did not participate in the
Non-Consent Well shall reimburse the Consenting Parties the unrecouped portion
of the amount allowed by Article VLB. to be recouped with respect to such Non-
Consent Well.

B. If Operator is not successful with its initial completion attempt in any well drilled
pursuant to this Agreement, and recommends a subscquent completion attempt in another zonc
and if less than all parties clect to attempt such completion, the provisions of Article VI.B.2.
shall apply. Provided, however, that Article VI.B.2. shall apply scparately to each scparate
completion or recompletion attempt undertaken hereunder, and an election to become a Non-
Consenting Party as to one completion or recompletion attempt shall not prevent a party from
becoming a Consenting Party in subsequent completion or recompletion attempts regardless
whether the Consenting Partics, as to earlicr completions or recompletions have recouped their
costs pursuant to Article VI.B.2,; provided further, that any recoupment of costs by a Consenting
Party shall be made solely from the production attributable to the zone in which the completion
attempt is made. Election by a previous Non-Consenting Parly to participate in a subsequent
completion or recomplction attempt shall require such party to pay its proportionate share of the
costs of salvable materials and equipmeni installed in the well pursuant to the previous
completion or recompletion attempt, insofar and only insolar as such materials and equipment
benefit the zone in which such party participates in a completion attempt. Notwithstanding the
foregoing, to be entitled to the benefits of this Article a party must have participated in all
operations prior to the initial completion attempt.

C. Priority of Proposals:

If at any time there is more than onc operation proposed in connection with any well
subject to this Agrecement, and the partics participating in the well cannot agree upon the
sequence and timing of further operations regarding the well, the following elections shall

control in the order enumerated, as {ollows:

I. Prior to Reaching the Objective Depth

a. Drilling a well to its Objective Depth shall have first priority over all other
operations and proposals.

b. In the event that impenetrablc conditions or mechanical difficulties
prevent reaching the Objective Depth, a proposal to sidctrack in an effort
to reach the Objective Depth shall have priority over a proposal to attcmpt
a completion in a formation already reached.

2. After the Objective Depth Has Been Reached

a. An election to add additional logging, coring or testing.

1
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b. An election to attempt to complete the well at either the objective depth or
objective formation.

c. An election to deepen said well, in descending order.

d. An election to plug back and attempt to complete said well, in ascending
order.

e. An election to sidetrack the well.

f. An election to plug and abandon.

It is provided, however, that if at the timce said participating parties are considering any of

the above clections the hole is in such a condition that a reasonable, prudent operator would not
conduct the operations contemplated by the particular election tnvolved for fear of placing the
hole in jcopardy or losing the same prior to completing the well in the objective depth or
objective formation, such election shall not be given the priority hereinabove set forth.

D. If any party is required under this Agrcement to assign or relinquish to any other party or
partics all or a portion of its working interest or production attributable thereto, the interest or
production so assigned or relinquished shall be free and clear, not only of "subsequently created
interests" as defined in Article IIL.D., but also of all mortgages, liens or other similar burdens
placed thereon by the assigning party or resulting {rom its ownership and operation of such lease
or intercst on and after the date of this Agreement, but otherwise without warranty of title,
express or implied, except against those partics claiming by, through and under but not otherwisc
and assignee shall have the right of subrogation as to any warranties to which it may be entitled.

E. Each party hereto covenants and agrees for itself, its successors and assigns, that any sale,
assignment, sublease, mortgage, pledge or other instrument affecting the leases and lands subject
to this instrument (whether of an opcrating or non-operating interest or a mortgage, pledge or
other security interest) will be made and accepted subject to this instrument and the party
acquiring the interest or security shall expressly agrec to be bound by all its terms and
provisions. Any party hereto who cxccutes any instrument in favor of any party without
complying with the provisions of this paragraph shall indemnify, defend and hold the other
parties hereto harmless from and against any and all claims or causes of action by any person
whomsocver and for any expenses and losscs sustained as a result of the failure of such party to
comply with these provisions.

I The lien and security interest granted by each Non-Operator to Operator and by Opcrator
to the Non-Operator under Article VILB. shall extend not only to such party's oil and gas rights
in the Contract Area (which for greater certainty shall include all of each party's lecaschold
interest and leasehold estate in the Contract Area), the oil and/or gas when extracted and
equipment (as mentioned in said Article) bu- also to all accounts, contract rights, inventory and
general intangibles constituting a part ol. relating or arising out of said oil and gas rights,
extracted oil and gas and said equipment or which are otherwise owned or held by any such party
in the Contract Area. Further, the lien and sccurity interest of each of said parties shall extend to
all proceeds and products of all of the prope-ty and collateral described in this paragraph and in
Arlicle VII.B. as being subject to said lien and security interest. Any partly, to the extent it deems
nceessary to perfect the lien and security interest provided herein, may file this Operating
Agreement as a lien or mortgage in the applicable real cstate records and as a financing statement
with the proper officer under the Uniform Commercial Code.

G. If, following the granting of relief under the Bankruptcy Code to any party hereto as
debtor thercunder, this Agreement should be held to be an executory contract within the meaning
of 11 U.S.C. 365. then the Operator, or (if the Operator is the debtor in bankruptey) any other
party, shall be entitled to a determination by debtor or any trustee for debtor within thirty (30)
days from the date an order for relicf is entered under the Bankruptey Code as to the rejection or
assumption of this Operating Agreement. In the cvent of an assumption, Operator or said other
party shall be entitled to adequate assurances as to future performance of debtor's obligation
hereunder and the protection of the interest o} all other parties.
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I At the request of any party, all the parties hereto shall execute a recordable Memorandum
and Financing Statement referring to this Agreement, the Contract Arca of this Agreement, and
the rights and obligations of the parties under this Agrcement.

1. This Agreement shall be subject to the conservation laws of the state in which the
Contract Area is located, to the valid rules, regulations and orders of any duly constituted
regulatory body of said state; and to all other applicable Federal, state and local laws, ordinances,
rules, regulations and orders.

J. In the event of a conflict between the provisions of this Article XV. and any other
provision of this Operating Agreement, the provisions ol this Article XV. shall contro! and
prevail.

K. As to the Contract Area covered hereby and for so long as this Operating Agreement
remains in effect, this Operating Agreement is intended to supercede and take the place of any
previously existing Operating Agreement(s) the parties hereto may have entered into prior to the
date of this Operating Agrecment.

5
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ARTICLE XYI.
MISCELLANEOUS
This agrecement shall be binding upon and shall inure to the benefit of the parties hercto and to their respective heirs, devisees,
legal representatives, successors and assigns.
This instrument may be executed in any number of counterparts, cach of which shall be considered an original for all purposes.
IN WITNESS WHEREOF, this agreement shall be eflective as of 1st day of January L (year) __ 2008
. who has pri Pared and circulated this form for execution, represents and warrants that the form
X I3 an 1he changgs cle; ryln&cacd)n‘hel?t
was printed from and /-wit % . 1s identical to the AAPL Form 610-1982 Model Form Operating Agreement, as
published in diskette form by Forms On-A-Disk. Inc. Ne-changes-al : Hfeat thesthan-thesetr— s
hav l\nn‘\lll! l'”'
OPERATOR
n C
NON-OPERATORS
M
X
Premier OQil & Gas, Inc.
Kcancth Jouncs, vice President
Hackberry 31 State #2
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STATE OF OKLAHOMA )
)SS
COUNTY OF OKLAHOMA )
joing instrument was acknowledged before me this ay of
} ___, 2008, by D. D. DeCarlo, Vice President of Devon Energy Production
( .Oklahoma limited partnership, on behalf of the nartpershin.

s,
qé\ qlg)ESEEF? 73; ’49

,3£§§\ ‘iss:)‘flﬁkl? P, ’1’
{ poo013a75
§ EXP.0923/10

My Commission Expires:
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STATE OF TEXAS / gt Qo

)SS

COUNTY OF oé/[l 4 2L4, )

E’regomg instrument was acknowledged before me this { day of
7 { /uL( [L , 2008, by Ricky Haikin, Vice President of McCombs Energ: on

b¢half of said coFboration.

My Commission Expires:

/ &[59 /07

SHARON METCALF McDONALD

STATE OF NEW MEXICO ) Notary Public, State of Texas
) SS Commission Expires 12-20-2009
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

, 2008, by Kenneth Jones, Vice President of Premier Qil & Gas, Inc.. on
behalf of said corporation.

My Commission Expires:

Notary Public

EXHIBIT A




[ R Y T R N

o

10
1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3l
2
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

A.APL.FORMG610 - M&L FORM OPERATING AGREEMENTQSZ

ARTICLE XVL
MISCELLANEOLUS

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

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

IN WITNESS WHEREQF, this agreement shall be effective as of st day of January . (vear) __2008

0 has prepared and cnrcula(ed this form for execution, represents and warrants that the form

ORer than the chan cc rly indicafed jn
was printed from and /-wi s L 1S n]cnu,ca‘ to lhe AAPL Form 610-1982 Model Form Operating Agreement, as

published in diskette form by Forms On-A-Disk. Inc. Ne-eh “ of-modiicati therthan-these-in-Artiel
have-buean de-to-the-fi e
OPERATOR

Vlcc'l’resndcn(

NON-OPERATORS
McCombs Energy, LLC
Ricky Haikin, vice President
Premie

nne

Hackberry 31 State 42

-15-
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STATE OF OKLAHOMA )
) SS
COUNTY OF OKLAHOMA )
going instrument was acknowledged before me this day of

, 2008, by D. D. DeCarlo, Vice President of Devon Energy Production
1 Oklahoma limited partnership, on behalf of the partnership.
N\

W,
\ 1,
N\ ROBER %

Sy OTAR

§ #02013375 3
i EXP.09/23/10 §

My Commission Expires:

N
S
o~
N
~
S
3
=

\vS

=, Sy

S

% Vo PUBLG O

2 PR N

%, OF O¥X\™ N
//”Lj/um\\\“\\

) SS
COUNTY OF )

~

-

STATE OF TEXAS

The foregoing instrument was acknowledged before me this day of
, 2008, by Ricky Haikin, Vice President of McCombs Energy, LLC, on

behalf of said corporation.

My Commission Expires:

e
STATE OF )

)SS

COUNTY OF AQAUQ)«Z(U—V )

The foregoing instrument was acknowledged before me this (57 Zﬁ day of
, 2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on

Notary Public

W
behhglf of said corporation.

My Commission Expires:

ot 3,200 il (] Puder

Notary Pu
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| ARTICLEXVL
2 MISCELLANEOUS
3

4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and o their respective heirs, devisees,
5 legal representatives, suceessurs and assigns.

6

7 This instrument may be executed in any number o counterpants. each of winch shall be considered an onginal for all purposes

8

Y IN WITNESS WHEREOF, this agreement shall be effective as ot 1st day of Januury L Lyear) _ 2008

10

11 w\m hlls prepared and uruuhlud this form for execution, repiesents and warrants that the form

P T l () lllc leugcs cleprly indicafed jn the text
12 ow, 15 1dentical to the AAPL Form 610-1982 Model Form Operating Agreenment, as

was printed {rom and
13 published in diskette form by Forms On-A-Disk, Inc. No-changes-alterations; di fieati other-than those in Articles

14 . have been made-to-the-form
15

16 OPERATOR

17

18

19

Devon Energy Production Company, L.P.

[
<

U, D DeCarlo
Vice President

13—
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NON-OPERATORS
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x <

249
30
31
32

McCombs Energy, LLC

I ALKHL, ViCce Presiden
33 RiCRy ITaikin, vice Presigent

34
35 Premier Oil & Gas, Lnc.
36
37

38 Keuncth Jones, vice President
39
40
41
42

43

44

40
47

49

50
51
52
33
54
55
56
57
58
59
60
[
62
03
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5 Hackberry 31 State #2
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STATE OF OKLAHOMA )
) SS
COUNTY OF OKLAHOMA )
The foregoing instrument was acknowledged before me this day of

, 2008, by D. D. DeCarlo, Vice President of Devon Energy Production
Company, L.P., an Oklahoma limited partnership, on behalf of the partnership.

My Commission Expires:

Notary Public
STATE OF TEXAS )
)} SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

, 2008, by Ricky Haikin, Vice President of McCombs Energy, LLLC, on

behalf of said corporation.

My Commission Expires:

Notary Public
STATE OF NEW MEXICO )
) SS
COUNTY OF )
The foregoing instrument was acknowledged before mc  this day of

, 2008, by Kenncth Jones, Vice President of Premier Oil & Gas, Inc., on

behalf of said corporation.

My Comimission Expires:

Notary Public
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EXHIBIT “A”
Revised 1/31/08
Attached to that certain Operating Agreement datcd January 1, 2008,
by and between Devon Energy Production Company, L.P., as Operator,
and McCombs Energy, LLC, et al, as Non-Operator.

IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT:

All of Section 31, and W/2 of Section 32, all in T22S-R26L, Eddy County, New Mexico,
Containing 953.80 acres, more or less

RESTRICTIONS. IF ANY. AS TO DEPTHS. FORMATIONS, OR SUBSTANCES:

None

PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF PARTIES
TO THIS AGREEMENT:

BCP of ACP of Initial Well
Initial Well and Subsequent Wells

Devon Energy Production Company, L.P.  46.4744% 65.0000%
20 North Broadway
Oklahoma City, OK 73102
McCombs Energy, LLC 22.9395%* 15.0000%
5599 San Felipe, Suite 1200
Houston, TX 77056
Premier Oil & Gas, Inc. 30.5861%* 20.0000%
P. O. Box 1246
Artesia, NM 88210
Attn: Ken Jones

100.0000% 100.0000%

*Not to exceed 110% of dry hole cost as set forth on Exhibit “C” to Letter Agreement
dated January 9, 2008.

OVERRIDING ROYALTIES
To be determined

OIL & GAS LEASES SUBJECT TO THIS AGREEMENT:

Lease No. 1

Lease Serial No.: V-6025

Lease Date: May 1, 2001

Lessor: State of Ncw Mexico

Lessee: Rolla R. Hinkle 111

Description: Township 22 South. Range 26 East. N.M.P.M.
Section 31: E/2

Lease No. 2

Lease Serial No.: V-6218

Leasc Date: May 1, 2001

Lessor: State of New Mexico

Lessee: Rolla R. 1]inkle 1]

Description:

Township 22 South, Range 26 East, N.M.P.M.
Section 31: Lots 1,2, 3,4, E2 W/2 1

Aateral
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Lease No. 3

Lease Serial No.:

Lease Date:
Lessor:
Lessee:
Description:

Lease No. 4

Lease Serial No.:

Lease Date:
Lessor:
Lessee:
Description:

LG-8291

May 1, 1980

State of New Mexico

Gulf Oil Corporation

Township 22 South, Range 26 East, N.M.P.M.

Section 32: Insofar and only insofar as said lease covers the
NW/4 NW/4, SE/4 NW/4, S/2 SW/4

V-708

May 1, 1983

State of New Mexico

Exxon Corporation, a New Jersey corporation

Township 22 South, Range 26 East, N.M.P.M.

Section 32: Insofar and only insofar as said lease covers the
NE/4 NW/4, SW/4 NW/4, N/2 SW/4
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EXHIBIT “B”

Attached to that certain Operaling Agreement dated January 1, 2008,
by and between Devon Energy Production Company, L.P., as Operator,
and McCombs Energy, LLC, et al, as Non-Operator.

There is no Exhibit “B3”" to this Operating Agreement.
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EXHIBIT “C”

Attached to and made a part ol ___that certain Operating Agreement dated January 1. 2008 by and between Devon
Energy Production Company, L.P., as Operator, and McCombs Energy, LLC, ¢t al, as Non-Operator

ACCOUNTING PROCEDURE
JOINT CPERATIONS

I. GENERAL PROVISIONS

Definitions

"Joint Property” shall mean the real and personal property subyect to the agreement 1o which this Accounting  Procedure
15 attached.

“Jomt  Operauons”  shall  mean all  operatons  necessary  or  proper for  the  development,  operation,  protection  aid
maintenance of the Joint Property.

"Joint  Account” shall mwean the account showmg the charges pmd and  credits recetved in the conduct of the Jomt
Operations and which are to be shared by the Parties.

"Operator” shall mean the party designated to conduct the Jyint Operations

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

“Parties” shall mean Operator and Non-Opetitors.

"First  Level  Supervisors®  shall  wmean  those  employees  whose  primary  function i Joint  Operations s the  direct
supervision ol other  employees  and/or  contract  labor  directly  employed  on  the Joint Property in a  field  operating
capucity.

"Technical  Employees”  shall  mean  those  employees  having  special  and  specitic  engineening,  geological  or  other
professional skills, and whose primary  tunction i Jomt Operations s the handhing of specific operaung  conditions  and
problems for the benetit of the Jumnt Property

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

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

"Controllable  Material”  shall mean Matenial which at the time s so classified i the Matertal  Classification Manual - as

most recently recommended by the Counct) or Petrofeum A ccountants Societies
Statement and Billings

Operator - shall bill  Non-Operators on o1 before the last day of cach month for their proportionate  share ol the Jomt

Account  for the precedimg month  Such  bills will  be  accomy I by stwtements  which identify  the awthoity  fo
expenditwie, lease or facility, and all charges and credits summarized by appiopriate  classifications  of investment  and
expense  except  that stems  of  Controllable Material and  unusual  charges and  credits shall  be  separately identified  and

fully described tn detaul
Advances and Payments by Non-Operators

Al Unless  otheiwise  provided Tor m the agreement, the Operator may  require  the N(ul(l]v)Opcm(urs to advance  their
thirty

share of estumated cash outlay for the succeeding month's operstion  withm—tifleen—H3)/~ days afler receipt of the

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

cach munthly billing to reflect advances received from the Non-Operators

B Lach Non-Opetator shall pay its proportion of all bills within lilleen (15) days alter receipt. Iff payment 15 not made
within such time, the unpaid balonce shall bear interest monthly at the pome rate i cflect at Banlk of Awerica, Dallas, Texas
on the tirst day ol the month n which delmquency occurs plus 1% o the
maximum contract rate pernitied by the applicable usury laws o the state in which the Joi Propeity s located,
whichever ts the fesser, plus attorney's fees, court costs, and other costs i connection with the collection of uupaid

amounts.
Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or queshion the correctiess thereol,
provided, however, all bills and statements rendered  to Non-Operators by Operator  during  any  calendar  year  shall
conclusively be presumed to be true and correct after twenty-four (24) months  following the end of any such culendar
year, unless within  the said twenty-four (24) month period a  Non-Operator takes  written  exception  thereto and - makes

claim on Operator for adjustiment.  No adjustment favorable to 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 mventory  of

Controllable Matenial as provided for in Scction V

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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s Audits

A. A Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have the rght to audit
Operator's  accounts  and  records  relating  to  the Joint  Account for any calendar year within the  twenty-lour
(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 ecxception to and the adjustments of accounts as povided for in
Paragraph 4 of this  Section I Where (here are two or more Non-Operators, the Non-Operators shall  make
cvery reasonable eflfort 1o conduct a joint aadit i a manner which will result in a minimum of mconvenience
to the Operator. Operator  shall bear no portion of the Non-Operators' audit cost incumred under s
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once ecach  year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be iwade

at the expense of those Non-Operators approving such audit.

B, The Operator shalf reply in writing Lo an audit report wvithin 180 days afier receipt of such report.

[ Approval By Non-Operalors
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting  Procedure  and it the agreement lo  which  this  Accounting  Procedure is  attached  containg  no
contrary  provisions 1 regard thereto, Operator shall notify all  Non-Operators  of the Operator's  proposal, and  the
agreement or approval of a majority in interest of the Non-Operators shall be controtiing on all Non-Operators.

H. DIRECT CHARGES

Operator shall charge the Joint Account wath the following items:

1. Ecological and Environmental
Costs incurred  for the benefit of the Jouint Propurty us a result of povernmental or regulatory requirements to  satisty
environmental  considerations  applicable w0 the  Joint Operations.  Such  costs may include surveys of an ceolopical o
archacological nature and pollution control procedures as required by applicable laws and regulations.

2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Juint Operations.

3. Labor

A. () Salarics and wages of Operators ficld employees directly cmployed on the Joint Property i the conduct of

Joint Operations
(2) Salaries of First level Supervisors in the field

(3) Salaries and  wages of Technical LEmployees directly employed on  the Joint  Property if such charges are

excluded from the overhead rates.

(4)  Saluries  and  wages of Technical Employees either  temporarily or  permanently assigned (o and  directly

employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B.  Operator's  cost ol holiday, vacation, sickness and  disability benefits and  other customary allowances paid o
employees whose  salarics and wages are chargeable to the Jomt Account under Paragraph 3A of this Section 1l
Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by ‘“percentage assessment”
on the amount of salanies and wages chargeable to the Jomt Account under Paragraph 3A of this Section IL It

percentage assessment is used, the rate shall be based on tlie Operator's cost experience.

C. Expenditures  of  contributions  made  pursuant 1o assessments  imposed by  governmental  authority  which  are

applicable to Operator’s costs chargeable 1o the Joint Account under Paragraphs 3A and 3B of this Section I1.

D.  Personal Expenses of those employees whose salaries and  wages are chargeable to the Joint  Actount  under

Paragraphs 3A and 3B of this Section 1.
4. Employce Benefits

Operator’s  current  costs  or  eslablished plans  for  employees' group  life  msurance,  hospitalization, pension,  retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable 10 the
Joint Account under Paragraphs 3A and 3B of this Section 1l shall be Operator's actual cost not tw exceed the peicent

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

Material purchased or furnished by Operator for use on the Joint Property as provided under Scction 1V Only such
Material shail be purchased for or transferred to the Joint Property as may be required for wnmediate use and s

reasonably practical and  consistent with cfficient and economical  operations  The  accumulation ol suiplus  stocks  shall be

avoided.

Transportation

Transportation of employees and Material necessary for the Jont Operations but subgect to the tfullowing mitations

A. Il Matenial is moved 1o the Jomt Property from the Operators warchouse or other properuies, no charge shall be
made o the Joint Account for a distance greater than the distance from the nearest reliable supply stote wheie hhe

material 18 normally avadable or rathway receving point nearest the Joint Property unless agreed o by the Parties.

B. 0P swiplus Material is moved 0 Operator's warchouse or other stovage poml, no charge shall be made to (e Juint
Account for a distance greater than the distance to the nearest reliable supply store where like materal 15 nommilly
availuble, or railway receiving point nearest the Joint Property unless agreed 1o by the Partics. No o charge shall be
made 1o the Joint Account for moving Material 0 other propertics belonging o Operator, unless agieed o by the

Partics

C. In e apphcation of subparagraphs A and B above, the option to equalize or charpe actual uuchg  cosl s
avilable when the actual charge 15 $400 or ess excluding accessorial charges  The $400 will be adjusted to the

amount most recently recommended by the Counc! of Petroleum Accountants Socicties.

Services

The cost of contract services. cquipment and uuhoes provided by outside soutces, except services eacluded by Paragiaph
10 of Scction Il and Paragraph v+, i, and i, of Section LI The cost of professional consultanl services and  contract
services  of technwal  personnel  durectly  engaged on the Joint Property i such charges are excluded (tom the overhead
rates. The cost of professional consultant services or contract services of  techncal  personnel not directly  engaged on the

Joint Property shall not be charged to the Juint Account unlzss previously agreed o by the Parties

Equipment and Facilities Furnished By Operator

A Operator  shall charge the Joint Account for use of Operator owned equipment and facilitics at rates  commensuate
with costs  of ownership  awd  operation. Such rales  shall include  costs  of  maintenance, tepaits, othier  operating
expense, insurance, laxes, depreciation, and interest  on gross investment  less  accumulated  depreciaton not o
exceed ecight peteent { 8 %) per annum. Such rates shall not exeeed average commercial

rates cutrently prevailing in the nmmediste area ottt ¢ Jomt Property.

B. In lieu ol charges i Paragiaph 8A above, Operator may elect to use average commercial rates previnling m the
immediate area of the Joint Property  less 20% For automotive  equipment, Operator  may  clect 10 use  tates

published by the Petroleum Motor Transpott Association
Damages and Losses 1o Juint Property
All costs or expenses necessary for the repair or replacement of Jomt Property made necessary  because of damages  or
losses incuired by fire, flood, storm, thefl, accident, or  other cause, except  those  tesulting  from  Operator’s  gross
negligence  or willful  misconduct  Operator - shall firnish - Non-Operator - written notice of  damages  or fusses  eaned s
soon as practicable after a report thereot has been received by Operator

Legal Expense

Expense  of handling, mvestugatng  and  settimg  Htgation  or  claims, dischargig  of liens, payment  of  judgments  and

amounts  paid for sctlement of ckums dncwred iy or resulting {rom operations  under  the  agreement or  tecessay o

ept that wo charge for services of Operator's legal staff or

s or expense of

protect or recover the Joint Property, ¢
outside attorneys  shull be made unless previously agreed o by the Parties. Al other legal expense is considered w be
covered by the overhead provisions of Section 1 unless otherwise agreed o by the Partics, except as provided in Section

1, Paragraph 3
Taxes

All taxes of cvery kind and nature assessed o levizd wpon or in cennection with the Jomt Property, the operation thuieof,
or the production therefiom, and  which taxes have been paid by the Operator for the benehit of the Parties If (he ad
valorem laxes  are  based o whole  or m o part upon  sepatate  valuations ol each  pairty’s  workmg mterest,  then
notwithstanding  anything  to the contrary  herein,  clarges 1o the Jomt Account shall be made and pad by the Parties

hereto in accordance with the tax value generated by cach panty's working terest.
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Insurance

Net premiums paid for insurance required Lo be carried for the Jomt Operations for the protection of the Parhics. In the
cvent Joint Operations are conducted m o state i which Operator may act as self-insurer for Worker's Compensation
andfor Employers  Liability under the respective stat's laws, Operator may, at its election, include the risk under its self-

insurance program and in that event, Operator shall include u charge at Operator's cost not to exeeed manual rates

Abandonment and Reclamation

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

authority.
Communications

Cost ol acquiring, leasing, installing, operating, repairing and  maintaining  communication  systems, including rudio  and
microwave facilities directly serving the Joint  Property. In the event communication facilities/systems  serving the Jumnt

Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Scction {I.

Other Expenditures

Any othier expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section Ul and which
is of direct benefit to the Joint Property and is mcurred by the Operator in the necessary and proper conduct of the Jomt

Operations.

111. OVERHUEAD

Overhead - Drilling and Producing Operations

i As  compensation  for administrative, supervision, office services and warchousing costs, Operator shall  charge

dritling and producing operations on either:

( X )Fixed Rate Basis, Paragraph IA, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Partics, such charge shall be in heu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all persunnel, except those directly chargeable  under
Paragraph  3A, Section 1L The cost and expense of services Irom oulside sources I connection with matters of
taxation, traflic, accouniing or matters before or involving povernmental agencies shall be considered as ncluded in
the overhead rates provided for in the above sclected Paragraph of this Section 1l unless such cost and expense ale

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

u The  salaries, wages and Personal Expenses ol Technical Employees and/or the cost of professional  consultant

services and contract services of technical personnel direetly employed on the Joint Property:

( } shall be covered by the overhead rates, or

( X ) shall not be covered by the overhead rates.
. The salarics, wages and Personal Expenses of Technical Employces and/or costs of professional consultant services
and contract services of technical persomnel cither temporarily or permancntly assigned to and ducctly emploved in

the operation of the Joint Propeny:

{ X )shall be covered by the overhead rates, or

( } shall not be covered by the overhead rates.

A Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ 6,000.00

{Prorated for less than a full month)

Producing Well Rate §___ 600,00
(2)  Application of Overhead - Fixed Rate Basis shall be as lfollows:
(1)  Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and tenminate on the date

the drilling rig, completion ng, or other umts used in completion of the well is released, whichever

EXHIBIT A
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is later, except that no charge shall be made during suspension o

for fiftcen (15) or more consecutive calendar days.

COPKS,

ol drilling or completion  operations

(2) Charges for wells undergoing any type of workover or recompletion for o period of live (5)

consecutive work days or more shall be made at the drilling
applied for the period from date workover operations, wilh rig
commence through date ol rig or other unit release, except that

suspension of operations for fifieen (15) or more conseculive calendar days.

(b) Producing Well Rates

well rate. Such charges  shall be
or other units used in workover,

no charge shall be made during

(1) An active well cither produced or injected into for any portion of the month shall be considered as

a vne-well charge lor the entire month.

(2) [LCuch active completion in a multi-completed well in which production 1s not  commingled down

hole shall be considered as a one-well charge providng cach completion is considered a scparate

well by the poverning regulatory authority.

(3) An inactive gas well shut n  because of overproduction or
production  shall be considered as a one-well charge providing the

a permanent sales outlet.

[ailure  of  purchaser to wke the

gas well s directly  connected 1o

(4) A one-well charge shall be made for the month in which plugging and abandonment operations

arc completed on any well, This one-well charge shall be made whether or not the well has

produced except when drilling well rate applics.

(5) Al other inactive wells (including but not limited 1o inactive wells covered by unil allowable, lease

allownble, transterred allowable, ete.} shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April cach year following the effective date of the

agreement o which this Accounting Procedure is attached.  The adjustment
the rate currently in usc by the percentage increase or decrease in the
Petroleum and  Gas  Production Workers for the last calendar year compared
shown by the index of average weekly camings of Crude Petroleum and Ga
by the United Stales Department of Labor, Burcau of labor Statistics, or
published by Statistics Canada, as applicable. The adjusted rates shall be tl

minus the computed adjusunent.

B——OQverhead— Percentage-Basis

shall be computed by multiplying
avcrage weekly camings of Crude
o the calendar year preceding as
15 Production Workers as  published
the equivalent Canudian ndex s

he tates cuirently in use, plus or
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Overhead - Major Construction

‘To compensate Operator tor overhead costs incurred in the construction and installation of fixed assets, the expansion of

lixed assets, and any other project clearly discernitle as a fixed asset required for the development and operation of the

Joint Property, Operator shall cither negotiate a rate prior to the beginning ol construction, or shall charge the Juimt
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Account for overhead based on the following rates for any Major Construction project in excess of $_25,000.00 .

Al 5 Yo ol first $100,000 or total cost if less, plus
B 3 % of costs in excess of $100,000 but less than $1,000,000, plus
C. 2 % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component purts of a single
project shall not be treated scparately and the cost of drilling and workover wells and  artificial lifl cquipment shall be

excluded.

3 C

trephe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence  due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Partics, which are
necessary  to restore the  Joint  Property to  the equivalent condition that existed prior to the event causmng the
expenditures, Operator shall either negotiate a rate prior o charging the Joint Account or shall charge the Jomt Account

for vverhead based on the following rates:

A s % of tolal costs through $100,000; plus
3. 3 % of total costs in excess of $100,000 but fess than $1,000,000; plus
C. 2 Y% ol total costs in excess of $1,000,000,

Expenditures  subject to  the overheads above will not be reduced by insurance recoveries, and no other  overhead

provisions of this Section 111 shall apply.
4, Amendment of Rates

The overhead rates provided for in this Section NI may be amended from time o time only by mutal agrecment

between the Parties hereto 1f; in practice, the rates are found to be insufficient or excessive.

v, PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator 15 responsible  for  Joint  Account  Malerial and  shall make proper and timely charges and credits for all  Material
movements  atfectng  the  Jont  Property.  Operator  shall  provide all Material for use on  the Joint Property; however, at
Opcrator’s  option, such  Material may be supplicd by the Non-Operator. Operator shall make Limely disposition of idle and/or
surplus - Material, such  disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
outsiders.  Operator may purchase, but shall be under no obligation to purchase, intetest of Non-Operators  in surplus  condition

A or B Material. The disposal of surplus Conlrollable Material not purchased by the Operator shall be agreed to by the Partics.
I Purchases

Material  purchased shall be charged at the price daid by Operator afler deduction of all discounts received In case of
Material found 1o be defective or returned o vendor for any other reasons, credit shall be passed to the Jomt Account

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

Material furnished to the Joint Pioperty and Materal transferred from the Joint Propesty or disposed of by the Opeistor,

unless otherwise agreed (o by the Parties, shall be priced on the following basis exclusive of cash discounts:
A, New Material (Condition A}
(1) Tubutar Goods Other than Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except bhne pipe, shall be priced at Lastern mill
published carivad base prices effective as of datc of movement plus Uansportation cost using the 80,000
pound carload weight basis to the railway receiving point  nearest  the  Joint  Property for  which
published rail rates for tubular goods exist. If the 80,000 pound rai raie is not ollered, the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubmg will be caleulated Irom  Lorain, Ohio

and casing from Youngstown, Ohio.

(b)  For grades which are special to one mill only, prices shall be computed at the null base of that mull plus
transportation  cost from that mill o the railway receiving point nearest the Jomt Property as  provided

above in Paragraph 2.A(1)a). For transportation cost irom  points other than  Easstern mills, the 30,000

EXHiBIFA 000000 |
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pound Oil Field Hauters Association interstale truck rate shall be used.

(¢) Special end fimsh tubular goods shaull be priced at the lowest published out-of-stock price, Fo.b. Ilouston,
Texas, plus transportation cost, using Oil Ficld Haulers  Association interstate 30,000 pound  truck rate,

to the railway recetving point nearest the Joint Property.

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

Line Pipe

(a) Line pipe movements (cxcept size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
more shall be priced onder provisions of twbular goods pricing in Paragraph A.(I)a) as provided above
Freight charges shall be calculated from Lorain, Ohio.

(b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload base prices ellective as of datc of shipment,
plus 20 percent, plus transportation costs based on freight rates as sct forth under provisions of tobular
gouds pricing - Paragraph A.(1)a) as provided above. Freight charges shall be caleulated fiom  Lorain,
Ohio.

(¢) Line pipc 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
manufacture  at  current new  published  prices  plus  transportation  cost to the railway  receiving  point
nearest the Jaint Property.

(d) Line pipe, including fabricated hnc pipe, drive pipe and  conduit not listed on published price lists shail
be priced at quoted prices plus fraight to the railway receiving point nearest the Joint Properly or at
prices agreed o by the Paities,

Other Material shall be priced at the current new price, in effect at date of movemenl, as listed by a reliable

supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if' applicable, o the

railway receiving point nearest the Joint Property.

Unused new  Material, except tubular goods, moved from the Joint Property shall be priced al the current

new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or

point of manufacture, plus transporlation costs, if applicable, to the railway recciving point ncarest the Joint

Properly. Unused new tubulais will be priced as provided above in Paragraph 2.A (1) and (2).

Gouod Used Material (Condition 3)

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

(1Y Material moved (o the Joint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A

(2)  Matenial used on and moved {rom the Joiut Property

4) AL seventy-live percent (75%) of current new price, as determined by Paragiaph A, o Material was
P i grapl

originally charged 1o the Joint Account as new Material or

(b) At sixty-tive percent (65%) ol current new price, as determined by Paragraph A, if Matcrial  was

originally charged to the Joint Account as used Material
(3)  Material not used on and moved from the Joint Property
At seventy-live percent (75%) of current new price as determined by Parugraph A
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material
(1} Condition C
Material which is not in sound ard serviceable condition and not sunable for its original functon untl
alter reconditioning  shalt be priced at  [fifty percent (50%) of current new  price as  determined by

Paragraph A, The cost of reconditioning shall be charged 10 the recewving property, provided Condition

C value plus cost of reconditioning does not exceed Condition I3 value.
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(2)  Condition D

Material, excluding junk, no longer suitable for sts oniginal purpose, but usable for some other purpose
shall be priced on a basis commensurate with s use. Operator may  dispose ol Condition 1 Material

under procedures normally used by Operator without prior approval of Non-Operators

(1) Casing, wbmg, or drill pipe used as lme ppe shall be priced as Grade A und B scamless line pupe
of compurable size und  weight. Used casing, tubing or drill pipe utilized as line pipe shall be

priced at used line pipe prices

b) Casmg, tubing or drdl pipe used as fugher  pressure  service lines  than  standard  lne pipe, cg
B ] | B I pp:
power oil lines, shall be poced under normal pricing  procedures for casing, tubing, or dull pipe

Upset tubular goods shall be priced on a non upset basis
(3) Condition E

Junk  shall  be  priced at prevabing  prices Operator  may  dispose  of  Condiion  E Materal  undet

procedures normally unifized by Operator without prior approval of Non-Operators
D Obsolete Material

Material which is serviceable and usable for its original function but condition and/ot value of such Matetial
is not equivalent to that which would justily a ptice as provided above may be specially priced as agieed 10 by
the Partics. Such price should result in the Joint Account bemg charged with the value of the service

rendered by such Malenal.
E Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twemy-five cents (25¢)
per hundred weight on all twbular goods  movements, - lieu  of actual loading  or unloadimg  costs
sustammed at the stocking pomnt The abuve rate shall be adjusted as of the fust day ol April cach vem
following January 1, 1985 by the iwme percentage increase or decrease used 10 adjost overhead rates
Section [, Paragraph 1 A(3) [Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate mn effect unul the first day of April next vear. Such ratc shall be published cach yem

by the Council of Petraleum Accountants Societics

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

price of new Maltcrial.
Premiwmn Prices

Whenever Material is not readily obtinable at published or listed prices because of national emergencies. suihes o other
unusual - causes over which the Operator hus no control, the Operator may charge the Joint Account for the 1equired
Material at the Operator's actual cost incurred in providing such Malterial, m making it suitable for use, and m moving 1l
to the Joint Property, provided notice in writing is furnished 10 Non-Operators of the proposed charge prior o billing
Non-Operators  for such Material.  Each Non-Operavor shall have the nght, by so elecing and notifving Operatos  within
ten days after receiving notice from Operator, to fuimsh m kind all or part of his share of such Material suitable for wse

and acceplable to Operator.
Warranty of Material Furanished By Operator
Operntor does not warmant  the  Matenal - furmished In case of defectine Matenal, credit shall not be passed 10 the Jomt

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

VO INYE,

The Operator shall maintain detailed records of Controliable Material

o

Periodic Inventories, Notice and Representation

AL teasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Matenial. Wntten  notice
of mtention to take inventory shall be given by Operator at least thirty (30) days before any inventory 15 to begin so that
Nun-Operators may  be  represented  when  any  mventory is  taken.  Faldure  of  Non-Opcrators  to be  tepresented  at an

inventory shall bind Non-Operators to accept the inventory taken by Operator
Reconcitiation and Adjustment of lnventories

Adjustments o the Joint  Account resulung  from e reconcibation of  a physical anventory shall be made within six

months  following the taking of the mventory  Inventwy adjustments shall be made by Operator 0 the Jomt Account fur
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overages and shorages, but, Operator shall be held accountable only tor shortages due 1o lack of reasonable diligence

Special Tnventorics

Special inventories may be taken whenever there is any sale, change ol anterest, or change of Operator v the Jomnt

Property It shall be the duty of the party selling to notfy all other Parties as quickly as possible alter the transfer of

mierest takes place  In such cases. both the selle and the purchaser shall be poverned by such mventory In cases

mvolving a change of Opurator, all Parties shal! be governed by such wmventory

LExpense of Conducting [nventories

A The expense b cunducting periodic nventories shall not be chaged 0 the Jont Account unless agreed o by the

Parties

B The expense of conducting  special nventorics  shall be charged W  the Paties  requesting such  mventories,  except

mnventories required due to change of Operator shall be charged o the Jomnt Account

COPAS




EXHIBIT "D"

Attached to and made a part of that certain Operating Agrecment dated January 1, 2008, between
Devon Energy Production Company, L.P., as Operator, and McCombs knergy, LLC, ct al, as
Non-Operator.

The Operator shall carry insurance for the benelit of the joint account covering Operator's
operations upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is
attached as follows:

a) Workmen's compensation insurance: In compliance with the workmen's
compensation laws of the State of New Mexico, including employer's liability
with minimum limits of $1.000,000.00.

b) Comprehensive general liability insurance, excluding products: A limit of
$1,000,000.00 each occurrence for bodily injuries, $2,000,000.00 aggregate.
Property damage liability limit being $1,000,000.00 ecach occurrence,
$2,000,000.00 aggregate.

¢) Automobilc public liability and property damage insurance. Limits of bodily
injury $1,000,000.00 each person; $1,000,000.00 cach occurrence; property
damage $1,000,000.00 cach occurrence.

The Operator shall require its contracts and subcontractors working or perlorming services
upon the Unit Arca subject to the Operating Agreement to which this Exhibit "D" is attached to
comply with the workmen's compensation laws of the State of New Mcxico and to carry such other
insurance and in such amounts as the Operator shall deem necessary.

During drilling operations, Operator shall also carry Operator's Extra Expense Indemnity
insurance during drilling and completion including coverage for well seepage, pollution, cleanup
and containment and evacuation expenses. The limit of such insurance is $10,000,000.00 any one
occurrence. Non-Operators shall elect, in writing prior to spudding, to be covered under such
policy or shall furnish Operator with evidence that it carries for its own account such insurance with
minimum limits corresponding to those provided for in Opcrator's policy. At all times while
opcrations are being conducted under this agreement, Operator, or the designated Operator for the
account of the Non-Operators, shall maintain insurance in accordance with this Exhibit. [ a Non-
Operator clects to be an additional insured on Operator's policy, it shall bear its proportionate part
of the expense of such policy.
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. . . . X in accordance with cach Partics’ interest jn the well
requirements,  Operator is  authorized 10 deliver  the  volumes  so nominated /7 and confirmed  (if conflibmation 15 required) W the

cordance with the terms of (s Agreemenl., provided however, the Well is capable of delivering the nominated volume for the

Imnipmnln lp|t.l|nc n ul’
applicable Yarty or Parties. . - . R . . .
" % lach 1y Party 5f|.|l| make o reasonable, good faitn effort (o take its Full Share of Current Production each month, to  the

extent that such  production is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, W
preserve correlative rights, or to maintain vil production.

3.3 When a Parly fails for any reason to take its Full Share of Current Production (as such Share may be reduced by the
right ol the other Partics to make up for Underproduction as provided herein), the other Parties shall be entitled to  take any
Gus  which such Party fails to take. To the extent practicable, such Gas shall be made available imtially to cach  Underproduced
Party in the  proportion  that  its  Percentage  Interest m the  Balancing  Arca  bears 1o the total  Percentage Interests  of  all
Underproduced  Partics  desiring to ake such Gas. I all such Gas is not taken by (he  Underproduced Parties, the portion  not
taken  shall  then  be made available to  the other Partics in the  proportion (hat  their  respective  Percemtage  laterests i the
Balancing Arca bear to the total Percentage Interests of such Partics.

34 All Gas taken by a Parly in accordance with the provisions of this Agreement, regardless of whether such  Party 1
underproduced  or  overproduced,  shall  be regarded as Gas taken  for its own account with title thercto  being  in such  taking
Party.

3.
Gas in o excess  of three  hundied  perce

.. unless agreed fo by all Parties . i
Muonthly  Availability; 5 pruwdu] however, lel l‘us Limitation  shall not apply to the extent that it would preclude  production

that is  required  to maintain leases  in eftect, to protect  the producing  capacily of a well or reservoir, to preserve  corrclative

o

Notwithstanding  the provisions of Section 33 Fereof, no Overproduced Party shail be entitled in any month to take any

300%) of ils  Percemage  Interest  of  the  Balancing  Arca’s  then-current  Maxunum

vights, or to  maintain  oil  production.  “Maximum  Monthly  Availabiliy”  shall  mean  the  maximum  average monthly  rate  of
production  at which  Gas  can be  delivered  from  the Balancing  Area, as  determined by the Operator, considering  the  maximum
efficient well rate for cach well within the Balancing  Arca, the maxmmum allowable(s) sct by the appropriate regulatory  agencey,
mode ol operation, production facility capabilities and pipeline pressures.

36 In the event that a Party fails to make anangements o take its Full Share of Current Production required to  be
produccd to maintain leascs in effect, to  protect the pmduung capacity of a well or reservoir, o preserve correlative  rights, o
to maintain oil production, the Operator may  sell |;Ilaf\v |).ul of such Party's Full Share of Current Production that such Party tails
o lake for the account ol such Party and render to such Party, on a current basis. the [ull proceeds of the sale. less amy
reasonable  marketing,  compression,  treating,  gathering  or  transportation  costs  incurred  disectly  in connection  with  the  sale  of
such Full Share  of Current  Production. In making the sale  contemplated  herem,  the Operator  shall be  obligated only to obtan
such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
warkets. Any such sale by Operator under the terms  hereof shall be only for such reasonable periods of time as are consistent
with  the minimum  needs  of the  industry  under the  puticular  circumstances, but in no event for a period in excess of one
year.  Notwithstanding  the  provisions  of  Aticle 3.4 hereof. Gas sold by Operator for a  Party under the provistons  hereof  shall
be deemed to be Gas taken for the account of such Party.

4. IN-KIND BALANCING .
41 Effective the first day of any S,Igllt.llddl month f()ll()\\'lné-?:\‘lﬂ,na:lblc notice of thirty (30 ) days'prior

0]
writlen  notice  to the  Operator,  / liny dl\dcrproduccd Party may begin  taking, in addition to its Full Share of Current
Production and any Makeup  Gas  taken  pursuant to S:ction 3.3 ol this  Agicement, a share ol cunent  production  deternmined
by multiplying thirty-five percent { 35 %0) of the Full Shares of Current Production of all Overproduced Parties by

a fraction, the numerator  of wiich is  the Percentage Inmterest of  such  Underproduced Party and  the  denominator  of  which
is the total  of the Pereentage  Interests  of  all  Underproduced  Partics  desiring o take  Makeup  Gas. In no event will  an

Overproduced Party be requared to provide more than thirty-five percent 35 %u) of its Full Sharc of Cunient

Production  for  Makeup  Gas. The Operator will  prompty  aotify  all  Overproduced  Parties  of the  clection of an  Underproduced
Party to begin taking Mukeup Gas.

42 0O (Optional - Scasonal Limitation on  DMakeup - Option 1) Notwithstanding the provisions of Section .1, the
average  monthly  amount of Makcup Gas taken by an  Underproduced  Party during the Winter Period  pursuant 1o Section .1
shall  not  exceed the average  monthly  amount  «f  Makeup Gas  taken by such  Underproduced  Party  during  the

( ) months imeduately preceding the Winter Period.
42 O (Optional -  Seasonul  Limitation  on  Makeup - Option  2)  Notwithstanding the  provisions  of  Section 4.1, no
Overproduced Party will be required to provide more than percent ( %6} of its Full Share

of Current Production for Mahkeup Gas during the Winter Period.

43 (Optional) Notwithstanding any other  provision of this  Agreement, at such time and for so long as Operator, or
(insofar as  concerns  production by the Operator)  any  Underproduced  Party,  determines  in good  faith  tbat an  Overproduced
Party has produced afl of ils share of the ultimately recoverable reserves in the Balancing Area. such  Overproduced  Party  may
be  required w  make avalable  for  Makeup  Gas, upon  the  demand  of the Operator  or  any Underproduced  Party, up

ose hundred pereent ( 100 %) ol such Overproduced Party's FFull Share of Current Production.
5. STATEMENT OF GAS BALANCES

5.1 The Operator  will maintain - appropriale  accountng on a monthly and cunmwlative basis of the volumes ol Gas  that  cach

) . . . . 60)
Party is entitled to receive and the volumes of Gas actually taken or sold for cach Party's account. Within / f(my— ive—(453—days

after  the month  of production, the Operator  will  furnish  a  statement  for  such  month  showing (1) cach Party's Full Sharc of
Current  Production, (2) the total volume of Gas actually taken or sold lor cach Party's account, (3) the difference  between
the  volume taken by cach  Party and that Party's Full  Share  of Current  Production, (4) the  Overproduction  or
Underproduction of  cach Party,  and  (5)  other  data  as  recommended by the  provisions  of the Council of Peuoleum
Accountants  Socicties  Bulletin® No.24, as  amended  or  supplemented  hereafter.  Each  Party  taking  Gas  will  promptly  provide 1o
the Operator any data required by the Operator for preparation of the statements required hereunder.

352 I any Party flails to provide the data requued herein for  four (4)  conseculive production months, the Operator, or
where  the  Operator  has  fwled to  provide data, another Party, may audit the production and Gas sales and  transportation
volumes of the non-reporting  Party to provide the required data. Such  audit shall be conducted only after reasonable notice and
during normal  business  hours in the office of the Party whose records are being  audited. All costs  associated  with  such audit
will be charged to the account of the Party failing to provide the required data,

6. PAYMENTS ON PRODUCTION

6.1 LEach Party laking Gas shall pay or cause to be paid all production and severance taxes due on all volumes ol Gas
actually taken by such Party.

62 O (Alternative 1 - Entitlements) Each Party shall pay or cause o be paid all Royalty due wilh respect o Royalty
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owners to whom it is accountable as if such Party were taking its Full Share of Current Production, and only oty Full Share of
Current Production.

6210 (Optional - For use only with Section 62 - Allernative 1 - Entittement) Upon  written  request of a Paity
taking less (han ils Full Share ol Current Production in a given month ("Current  Underproducer”), any Puity taking mote  than
its  Full  Share of Current  Production in such  month  ("Current  Overproducer”)  will  pay W such  Cuntent Undesproducer  an
amount cach month cqual to the Royalty percentage of the proceeds received by the Current Overproducer  for  that  puition  of
the  Current  Underproducer's  Full - Share  of Current Production  taken by the  Current  Overproducer,  provided,  however,  that
such payment will not exceed the Royalty percentage that is common to all Royalty burdens in the Balancmg Area  Payments
made pursuant 1o this  Section 6.2.1 will be  deemed  payments to  the Underproduced  Party's  Royalty ownets  for  purposes  of
Section 7.5.

62 B (Alternative 2 - Sales) Lach Party shall pay or cause to be paid Royally duc with respect 0 Royalty owners to
whom it is accountable based on the volume of Gas actually taken for sts account.

6.3 In the event that any governmental authority requires that Royalty paymenmts be made on any other basis  than  that
provided for in this Scction 6, cach Parly agrees 1 make such Royaity payments accordingly, commencing on the cffecuve  date
required by such governmental authority, and the method provided vor licrein shall be thereby superseded.

7. CASHSETTLEMENTS

7.1 Upon the carlier of the plugging and abundonment of the last producing interval in the Balancing Atca, the teimumation
of the Operating  Agreement or any pooling  or unit agreement covering  the  Balancing  Area, or at any linec no Gas is laken
from the Balancing Area for @ period of twelve (12) consccutive months, any Party may give wrilten notice calling for  cash
scttlement of the Gas production imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Area.

7.2 Within sixty (60) days after the notice calling for cash settlement under Section 7.1, the Operator will distnbute to cach
Party a Final Gas Scitlement Statement  detailing  the  quantity of  Overproduction  owed by  each  Overproduced  Paty to cach
Underproduced  Party  and  identlying  the  month 1o which  such  Overproduction  is  altributed,  pursuant 10 the  methodology
set out in Section 7.4,

73 O (Alternative T - Direct Party-to-Party  Settlement)  Within sixty  (60) days after receipt of the Fmal Gas  Settlement
Statement,  cach  Overproduced  Party  will  pay to  cach  Underproduced  Party  entitled 0 settlement  the  appropiate cash
settlement, accompanicd by approprizte  accounting  detail. AU the  time  of payment, the Overproduced  Paity  will notily  the
Operator of the Gas imbalance settled by the Overproduced Party’s payment.

73 M (Allernative 2 - Scttlement Through Operator) Within sixty (60) days after receipt of the Fmal Gas  Settlement
Statement,  each  Overproduced  Party  will - send  its cash - settlement.  accompanied by appropriate  accounting  detail, 0 the
Operator.  The  Operator - will - distribute  the  monies  su received, along  with any  sellement  owed by the  Operator  as  an
Overproduced  Party, to  cach  Underproduced  Patty 1o whom  setlement s duc  within ety (90)  days  alter ssuance  of  the
Final - Gas  Settlement  Statement.  In the  event  that  any  Overproduced  Party  fails o pay any scttlement  due  hereunder,  the
Operator miay tumn over responsibility for the collection of such setlement to the Party to whom it is owed, and the Operator
will have no further responsibility with regard (o such scttlement.

7318 (Optional - For use only with Section 7.3, Altermative 2 - Settlement Through Operator) Any Party shall have
the right at any time upon thirty (30) days' prior written notice to all other Partics to demand that any sctdements duc such
Party  for Overproduction  be  paid  direetly o such  Party by the Overproduced  Party, rather than  being  paid thiough  the
Operator. In the cvent that an Overproduced Pty pays the Operalor any sums duc to an Underproduced  Paty at any  time
after thirty (30) days following the reccipt of the notice provided for herein, the Overproduced Party  will continue to be  fiable
1o such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party.

74 HE  (Altermative 1 - Historical  Sales  Basis) The amount of the cash setlement will be based on  the proceeds
receved by the  Overproduced  Party under  an Amn's Length  Agreement  for  the  Gus  taken from time 0 ume by the
Overproduced  Party in - excess of the  Overproduced Party's Full - Share  of Current  Production.  Any  Makeup  Gas  tahen by the
Underproduced  Party prior o monetary  settlement  hereunder  will - be  applicd to  offset  Overproduction  chionalogically 1 the
order of accrual.

74 0O (Alternative 2 - Most Recent Sales Basis) The amount of the cash settiement will be based on (e proceeds
received by the Overproduced Party under an Arm's  Length  Agreement  for the volumie of Gas that  constituled Overproduction
by the Overproduced Party from the Balancing Arca. For the purpose of implementing the cash  settlement  provision  of  the
Section 7, an Overproduced  Party  will not be considered o have produced any of an  Underproduced  Pany's share o Gas  until
the  Overproduced  Party has  produced  cumulatively all of its Percentage Interest share of the Gas ultimately produced from  the
Balancing Area.

7.5 The values used for calculating the cash scttlement under Section 7.4 will include all proceeds receved (or the sale ol tlie
Gas by the Overproduced Party caleulated ol the Balancing Area, afier deducting any production or severance laxes paid and any
Royalty actually paid by the Overproduced Party to an Underproduced Party's  Royally owner(s), (o the extent said  payments
amountcd to a discharge of said Underproduced  Party's  Royalty obligation, as  well as any reasonable  marketng,  compiession,
treating, gathering or transportation costs incurred directly in connection with the sale of the Overproduction,

7518 (Optional - Yor Valuation Under Percentage of  Proceeds  Contracts)  For  Overproduction  sold  under  a  gas
purchase  contract providing  [or  payment based on a percentage  of the  proceeds  obtuined by the purchaser upon  resale  of
residue  gas  and  liquid  hydrocarbons - extracted  at a gas  processing  plant, the values used  for caleulating  cash  settlement  will
include  proceeds  received by the Overproduced  Party  for both  the liquid hydrocarbons and  the  residue  pas  altibutable to  the
Overproduction.

7520 (Optional - Valuation for Processed Gas - Option 1) For Overproduction  processed  for  the  account  of  the
Overproduced  Party at a gas processing plant for the extraction of liquid hydrocarbons, the tull  quanuly of the  Overproduction
will be valued for purposes of cash settiement at the prices received by the Overproduced Party for the sale of the residue pas
attributable  to the  Overproduction  without  regard  to proceeds  attribwtable 1o lquid  hydrocarbons — which  may  hine  been
extracted from the Overproduction.

752E (Optional - Valuation for Processed Gas - Option 2) For Overproduction  processed  for  the  account ol  the
Overproduced  Party at a gas processing  plant  for the extraction of  liquid hydrocarbons, the  values used  for  caleulating  cash
settlement will include the  proceeds  received by the Overproduced  Party  for the sale of the liguid hydrocarbons  extiacted  from
the  Overproduction. less the actual  reasonable  costs  incurred by the  Overproduced  Party to process  the  Overproduction  and (o
transport, {ractionate and handle the liquid hydrocarbons extracted tacrefrom prior to sale.

7.6 To the cextent the Overproduced Party did not scll all Overproduction  under an Arm's  Length  Agreement,  the  cash

settlement  will be  based on  the  weighted  average  price received by the  Overproduced  Party  for  any  gas  sold  trom the
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Balancing  Area  under  Arm's  Length  Agreements  during  the months 1o which  such - Overproduction is  auributed.  In the  event
that no sales under Arm's Length  Agreements were made during any  such month, the cash settlement for such  month  widl be
buased on the spol sales prices published for the applicable  geographic arca during such month in a muwally acceptable  pocmg
bulletin.

pnmc rate in effect at Bank of America, Dallas, Texas , X .
e-of pereer o} per-antum o the maximum lawlul

7.7 Interest compounded at the / Fat
rate of nterest applicable to the Balancing  Arca, whichever is less, will accrue for all amounts due under Scction 71 begmning
the first day following the date payment is due pursuant to Section 7.3 Such interest shall be borne by the Operator or any
Overproduced  Party  in the  proportion  that  their respective  delays  beyond  the  deadlines  set  oul i Sections 7.2 and 7.3

contributed 1o the acgrual of (e interest, 'I ¢ Oper: u or shall also De required to pay such interest if it has received paymeat from any Overproduced
Par ly l)ul hulc} 10 llll}LlY pay the Under, uced mjy.
78 In u.u he “cash 5etl|um.nl required” by Scation 7.3, an Overproduced  Parly may  deliver to the  Underproduced Pty

un offer to settle its Overproduction  in-hind  and  al such rates, quantitics, times and sources as may be agreed upon by the
Underproduced  Party.  If  the Parties are unable 1o agree upon the manner in which  such m-hind = scttlement  pas  will  be
furnished  within - sixty  (60) days afler the Overproduced  Pany's  ofter to setle in kind, which  period may  be  eatended by
agreement ol said  Parties, the Overproduced Party shall make a cash scttlement as provided in Section 730 The making of an
in-kind  scttlement  offer under this  Section 7.8 will not delay the accrual  of interest on  the cash  scitlement should  the  Parties
fail to reach agreement on an in-kind settlement.

79
Overproduced  Party  for  Overproduction  which is  subject to refund by orders of the Federal Energy Regulatory Commission  or

(Optional - For Balancing Areas Subject (o Federal Price Regulation) That portion of any monies collected by an

other  governmental  authority ay  be  withheld by the  Overproduced  Party  until  such  prices  are  fully  approved by such
governmental  authority,  unless  the  Underproduced  Pany  furnishes  a corporate  undertaking, acceptable o the  Overproduced
Party, agrecing  to hold the Overproduced  Party  harmless  from  financial  Joss  due  to  refund  orders by such  governmental
authoraty.

7.10 O (Optional - Ioterim  Cash  Balancing) At any time during the term ol this  Agreement, any Oveproduced  Paty
may, in its sole discretion, make cash scttlement(s) with the Underproduced  Partics covering  all or part of its oulstanding  Cas
imbalance,  provided  that  such  settlements  must  be  made  with  all  Underproduced  Parties  proportionately  based  on the  relative
mibalances ol the  Underproduced  Partics, and  provided fusther  that  such  sctiiements may not be made more  often  than  once
cvery  twenty-four  (24)  months.  Such  scttlements  will  be  caleulated  in the same  manner  provided above  for  final  cush
setlements.  The Overproduced  Party  will  provide Operator  a  detailed  accounting ol any  such  cash  setlement  within - thisty  (30)
days after the settlement is made.

8. TESTING

Notwithstanding any provision of this Agreemient to the contrary, any Party shall have the nght, from ume w0 vme, to
produce und take up to one hundred percent (100%) of a well's entie Gas steam to meet the yeasonable  deliverability  tesits)
tequired by such Pany's Gas purchaser, and the right lo tahe any Makeup Gas shall be subordinate to the right of any Paity
conduct  such  tests,  provided, bowever, that such  tests shall be  conducted in accordance  with  prudent operatulg  practices  only

aller thirty ( 30 ) days* prior written notice to the Operator and shall last no longer than

seven ( 7) howss:days including prior shut-in time.
9. OPERATING COSTS
Nothing in  this  Agreement shall  change or aflect any Party’s obligation to pay its proportionate  share of all  costs  and

liabilities incurred n operations  on or in connection  with the Balancing  Area. as its share thercot s set forth o the Operating
Agreement, wrespective  of  whether any  Party is at any time selhng  and  uwsing Gas  or  whether  such  sales or use are in
proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS

The  Partics  shall  share  proportionately in and  own all  liquid hydiocarbons  recovered  with Gas by field  cquipment  operated
for the joint account in accordance with their Percentage Interests in the Balancing Arca.
11, AUDIT RIGIFTS

Notwithstanding — any  provision in  this  Agreement  or  any  other  agreement  between  the  Parties  hoeto,  and  futher
notwithstanding  any termination  or cancellation  of this  Agreement, for a period of two (2) years lrom the end of the calendar
year in which any information to be furnished under Scction 5 or 7 hereol is supplied, any Party shall have the right to audit
the records  of  any  other  Paty  regarding  quanuity, including  but  not  limited 1o information  regardmg  Btu-content
Any Underproduced  Party shall have the right for a peniod of two (2) years from the end of the calendar year in which any
cash  sculement s received pursuant to Section 7 to andit (he records  of any Overproduced Party as to all matters  concerning
values, including but not limited to information regarding  prices  and  disposition  of Gas  from the Balancing Arca  Any such
audit shall be conducted ot the expense of the Party or Parties  desirmg  such  audit, and  shall be  conducted, afier  reasonable
notice, during  normal  business  hours in the office of the Party whose records are bemg  audited.  Each  Party  heieto agrees o
maintain records as 1o the volumes and prices of Gas sold cach month and the volumes of Gas used in ils own  operations,
along  with the Royalty paid on any such Gas uwsed Ly a Party in its own operations. The audit rights provided for in this
Seetion 11 shall be in addition to those provided for in Section 5.2 of this Agreement.

12, MISCELLANEOUS

12.1 As between  the Parties, in the event of any contlict between the provisions of this  Agrecment and  the  provisions ol
any pas sales conlract, or in the event of any confl et between the provisions of this Agreement and the  provisions ol (he
Operating Agreenent, the provisions of this Agreement shall govern.

122 Each Pary uprees to defend, indemnily and hold harmicss all other Parties from and against any and all liability to
any claims, which may be asserted by auy third party which now or hereafler stands in a contractual relationship  with  such
indemnifying  Party and  which arise out of the operation of this Agreement or any aclivities of such indemmnitying  Party  under
the provisions of this Agreement, and does  lurther agree 1o save (he  other  Partics  harmless  (rom  all  judgments  or  danges
sustained and costs incurred in connection therewith

12.3 bkxcept  as  otherwise  provided i this  Agreement,  Operator s authorized  to admimster  the  provisions  of  this
Agreement, but shall have no  liability to the other Pirties for losses  sustained or liabdity incurred  which anse out of o in
connection  with  the  performance  of Operator's  dulies  hereunder.  except such  as may  result  from Operator's  gioss  neglipence or
willful misconduct. Operator shall not be liable to any Underproduced Party for the failure of any Overproduced Party, (othe
than Operator) to pay any amounts owed pursuant to the terms hereot.

124 This Agreement shall remain in full torce and eftect for as long as the Operating Agreement shall reman i loice and
elfect as to the Balancing Arca, and thercafier until the Gas accounts between the Parties are settled in full, and shall inwme w0

the  benefit  of  and  be  binding  upon  the  Partics  hereto,  and  their  respective  heirs,  successors,  legal  sepresentatives
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and assigns, if any. The Partics hereto agree o give notice of the existence of this Agreement Lo any  suceessor inntetest of
any such Party and t provide that any such successor shall be bound by this Agreement, and shall futther mahe any  transter of
any interest subject to the Operating Agreement, or any part thereof also subject to the terms of this Agreement.

12,5 Unless  the context  clearly indicales  otherwise, words used in the singular include the  plural, the  plural includes  the
singular, and the neuter gender includes the masculine and the feminine.

12.6 In the event that any "Optional” provision of this Agreement is not adopted by the Partics o this  Agrcement by a
typed, printed or handwritten indication, such  provision shall not  form a part of this  Agrecment, and  no inference  shall be
made concerning the intent of the Partics in such event. In the event that any "Allernative"  provision of this  Agreement is not
so adopted by the Partics, Alternative | in cach such instance shall be deemed to have been adopted by the Partics as o result
of any such omission. In those cases where it is indiceted that an Optional provisien may be used only it a speafic Alternative
is selected: (i) an clection to include said Optional provision shall not be effecuve unless the Alternative 1 question s selected:
and (i) the election to include said  Optional  provision must be expressly indicated  hereon, it bemg  understood  that  the
sciection of an Altemnative cither expressly or by default as provided herein shall not, m and of itsell, constitute an  clection o
include an associaled Optional provision.

12.7 This  Agreement shall bind the Parlies in accordance with the provisions hercol, and nothing  heein shall be  construed
or interpreted as creating  any rights in o any person or entity not a signalory herelo, or as being a stipulation in favor of any
such person or entity.

12.8 If  contemporancousty  with  this  Apteement  becoming  effective,  or  therealter,  any  Party  requests  that  any  other  Paity
execute an appropriale  memorandum  or  notice  of  this  Agreement in order o give (hird partics notice ol record  of  same  and
submits  same for execution in recordable  furm, such memorandum  or notice shall be  duly executed by the Party to which such
request is made and delivered promptly thereafter to tie Party making the request. Upon receipt, the Party mahing the  request
shall  cause the memorandum  or wotice to be duly recorded in the  appropriate  real  property  or  other  records  alfecting e

Balancing Arca.

129 In—the-—event—Iluternal—R Service gulali fequire— Hi —method—ofF—computing  taxable—mevime—by—all
Parties;—ench—Parly—agrees—1 T and—repor—ine to—the—] HRevenue—Service—(select—one)—01 as i such—Jarty—were
taking—Hs—Full—Shar —€ t—Prerdusti during—each—eelevant—tax—period—i—ascor vith—such  1egulations—nsofar—as —satne
relate—to—entitl thod—tax putations; or—DO—based the—quantity—of—Gas for—its—uoo w accordanee—swith

sueh-regulationsnsofar as-samerelate-to sales method tax computations: See 14.3 on Page —5a-.
13. ASSIGNMENT AND RIGUTS UPON ASSIGNMENT

13.1 Subject o the provisions of Sections 132 (if clected) and 133 hereo!, and  notwithstanding  anything wm this  Agreement
or in the Operating Agreement to the conttary, i any Party assigns (including any sale, exchange or other Gansfery any of its
working interest in the  Balancing  Area when such Party is an Underproeduced or Overproduced  Party, the  assignment  or - other
act of wansfer shall, insofar as the Parties hereto are concerned, include all mterest of the assigning or transfening Paty 1w the
Gas, all rights to receive or obligations to provide or take Makeup Gas and all rights to receive o obligations to make any
monetary  payment  which may ultimately be duc  hereunder, as  applicable.  Operator and  each  of the  other  Partics  hereto shall
thereafier treat  (he  assipnment  accordingly, and  the  assigning  or  transferring  Party  shall ook selely o its  assignee  or  other
transleree for any interest in e Gas or monetary payment that such Party may have or (o which it may be entitled, and  shatl
cause its assignee or otlier transteree to assumc its obligations hereunder.

132 0 (Optional - Cash  Settlement  Upon  Assignment)  Notwithstanding  anything in this  Agreement  (including  but - not
limited to the provisions of Section 131 hereol) or in the Operating  Agreement to (he  contrary, and  subject 1o the provisions
of Section 133 hereof, in the event an Overproduced  Party intends to  scll, assign, exchange or  otherwise tansfer any  of its

interest  in - a Balancing  Arca, such  Overproduced  Party  sball  notify m writing  the  other  working interest  owaners who  are

Parties hereto in such Balancing Arca of such fact at least ( ) days prior to closing the
transaction.  Thereafter,  any  Underproduced  Party  may  demand  from  such  Overproduced  Paity i writing,  within
( } days after receipt of the Overproduced Party's nolice, a cash settlement of uts

Underproduction  from  the  Bulancing  Arca.  The  Operator  shall  be  notificd of any such demand and of any cash  scttlement
pursuant to this Section 13, and the Overproduction and  Underproduction ol each  Party shall be  adjusted  accordingly.  Any cash
settlement  pursuant o this Section 13 shall be pmid by .he Overproduced Party on or before the carlier to oceur (i) ol sixty (60)
days alter receipt of the Underproduced Party's demand or (it) at the closing of the transaction in  which the  Overproduced
Party sells. assigns, cxchanges or otherwise transfers its  mlerest in a Balancing Area on the same busis as otherwise set forth in
Sections 73 through 7.6 hereof, and  shall bear interest ot (he rate set forth in Section 7.7 hereof, begimnmg  siny  (00) days
after the Overproduced Party's sale, assignment, cxchange or transfer of its interest in the Balancing Area for any amounts not
paid. Provided, however, if any Underproduced Party does not so demand such cash  setifiement of its  Underproduction  from  the
Balancing  Area, such Underprioduced  Party  shall  look  exclusively  to  the assignee  or  other  successor  in o interest ol the
Overproduced  Party  giving  notice  hereunder  for  the  satisfaction  of such  Underproduced  Party's  Underproduction  in - accordance
with the provisions of Scetion 13.1 hereol.

13.3 The provisions of this Section 13 shall nol be applicable in the event any Party morigages its inteiest or disposes ot its
interest by merger, reorganization, consolidation or sale of substantially all of its assets to a subsidiary or parent company, or (o
any company in which any parent or subsidiary of such Party owns 4 majority of the stock of such company.

14. OTHER PROVISIONS

See Attachment.
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14.1

14.2

14.3

OTHER PROVISIONS

Any Underproduced parly can require cash settlement from the Overproduced
Partics in January of each even numbered year by providing written notice to the
Operator.  Section 7 of this Gas Balancing Agreement shall govern cash
settlement under this provision.

In the event any Party feels a Party has produced more than its share of
recoverable reserves and wants to prohibit said Party from selling additional Gas,
the Party shall notify the Operator, including its estimate of remaining recoverable
rescrves.  The Operalor shall notify all other Parties. 1f Parties concur with the
recoverable reserve estimate, said Overproduced Party shall be prohibited from
selling Gas until the Overproduced Party is back in balance. If the Parties cannot
agree on the remaining recoverable reserves, the Operator shall retain an
independent reservoir engineer, experienced and competent in the geographical
arcas of the well(s) in question, to compute the reserves. Its decision shall be
final. Costs incurred by the independent engincer shall be borne by the Partics
hercto.

The Parties to this Agreement agree to abide by Regulation 1.761-2(d)(2) as
promulgated by the Internal Revenue Service. Regulation 1.761-2(d)(2) requires
that all co-producers of natural gas operating under the same joint operating
agreement must use the cumulative gas balancing method, as described under this
regulation, to report gas balancing for tax purposes. In the event of a conflict
between the provisions of this Section and any other provisions of this
Agreement, the provisions of this Section shall control.
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ACKNOWLEDGMENTS

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

validity and ellfeet of these torms in any state will depend upon the statutes of that state.

Individual acknowledgment:

State of )
) ss.
County of _ )
This instrument was acknowledged before me on
by
(Scal, if any)
Title (and Rank)
My commission expircs:
Acknowledgment in representative capacity:
State of _ )
) ss.
County ol )
This instrument was acknowledged belore me on
by

as

of

(Scal, it any)

EXHIBIT A

Title (and Rank)

My comnuission expires:




EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY AND
NON-DISCRIMINATION SUPPLEMENT

Attached to and made a part of that certain Operating Agreement dated January 1,
2008, between Devon Energy Production Company, L.P., as Operator, and
McCombs Energy, L1C, et al, as Non-Operator.

The term "Contractor”, as used herein shall mean the party designated or acting as contractor,
Operator or Seller in the foregoing agreement, of which this supplement is a part.

During the performance of this contract, Contractor agrees as {ollows:

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

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

3. The Contractor will send to each labor union or representative of workers with which he has
a collective bargaining agreement or other contract or understanding, a notice to be provided by the
agency contracting officer, advising the labor union or workers' representative of the Contractor's
commitments under Section 202 of Executive Order 11246 of September 24, 1965, and shall post
copics of the notice in conspicuous places available to employces and applicants for employment.

4. The Contractor will comply with all provisions of Executive Order 11246 of September 24,
1965, and of the rules, regulations and relevant orders of the Secretary of Labor.

5. The Contractor will furnish all information and reports required by Exccutive Order 11246
of September 24, 1965, and by the rules, regulations and orders of the Secretary of Labor, or
pursuant thereto, and will permit access to his books, records and accounts by thc contracting
agency and the Secretary of Labor for purposes ol investigation to ascertain compliance with such
rules, regulations and orders.

6. In the event of Contractor's noncompliance with the non-discrimination clauscs of this
contract or with any of such rules, regulations or orders, this contract may be canceled, terminated
or suspended in whole or in part, and the Contractor may be declared ineligiblc for turther
Government contracts in accordance with procedures authorized in Exccutive Order 11246 of
September 24, 1965, or by rule, regulation or order of the Sccrctary of Labor, or as otherwise
provided by law.

7. The Contractor will include the provisions of paragraphs (1) through (7) in cvery
subcontract or purchase order unless exempted by rules, regulations or orders of the Secretary of
Labor issued pursuant to Section 204 of Exccutive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor. The Contractor will take such
action with respect to any subcontract or purchase order as the contracting agency may direct as a
means of enforcing such provision, including sanctions ol noncompliance; provided, however, that
in the event the Contractor becomes involved in, or is threatencd witly, litigation with a
subcontractor or vendor as a result of such direction by the contracting agency, the Contractor may
request the United States to enter into such litigation to protect the interests of the United States.
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Contractor acknowledges that it may be required to file Standard Form 100 (ECO-1) promulgated
jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity
Commission and Plans for Progress, within thirty (30) days of the date of contract award il such
report has not been filed for the current year and otherwise comply with or file such other
compliance rcports as may be required under Executive Order 11246, as amended, and Rules and
Regulations adopted thereunder. Contractor further acknowledges that it may be required to
develop a written affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and supply the other
parly or parties o the foregoing agreement with a copy of such program if they so request.

Contractor certifies that it does not and will not maintain or provide for its employees any
segregated facilities at any of its cstablishments, and that it does not and will not permit its
employees to perform their services at any location, under its control, where segregated facilitics are
maintained. For this purpose it is understood that the phrase "segregated facilities” includes
[acilities which are in fact scgregated on a basis of race, color, religion, or national origin, because
of habit, local custom or otherwise. It is further understood and agreed that maintaining or
providing segregated facilities for its employees or permitting its employees to perform their

services at any location under its control where segregated facilities are maintained is a violation of

the equal opportunity clause required by Executive Order 11246 of September 24, 1965. Contractor
agrees to obtain similar certification from its subcontractor prior to the award of subcontract which
arc not exempt from the provisions of the equal opportunity clause.
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