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OPERATING AGREEMENT '

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

hereinaftar dec: d and

referred (o as “Operator”, and the signatory party or parties other than Operator, sometimes hercinafler referred to individually hercin
as “Non-Operator”, and collectively as *Non-Operators™.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oif and gas ieases and/or oil and gas interests in the land identified in
Exhibit “A", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas 1o the extent and as hercinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLEL
DEFINITIONS

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

A. The term “oil and gas™ shall mean oil, gas, casinghead gas, gas cond and all other fiquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, “lease” and “leaschold™ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties 1o this agreement.

C. The ferm “oil and gas interests™ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean ali of the lands, oil and gas ieaschold interests and oil and gas interests intended to be
devdopad and operated for oil and gas purp under this agr 1. Such lands oil and gas leaschold interests and oil 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
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shail be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

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

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects not to participate

in a proposed operation.
See Article XV.A. for additional defined terms.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the line and the f

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
A. Exhibit “A”, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
. Exhibit “B", Form of Lease.
. Exhibit “C”, Accounting Procedure.
. Exhibit “D”, Insurance.
. Exhibit “E”, Gas Balancing Agreement.
. Exhibit “F"", Non-Discrimination and Certification of Non-Segregated Facilities.
G. Exhibit “G"Tax Partnership.
If any provision of any exhibit, except Exhibits “E"—end—4G", is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE HL
INTERESTS OF PARTIES

A.  Oiland Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for a!l 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 “B”, and the owner thercof
shall be deemed 10 own both the royalty interest reserved in such lease and the interest of the lessee thereunder, '

)

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “A" In &name manner, the parties shall also own all production of oil and gas from the Contract Arca subject to the
payment of myaltws/ to e extcnt ol one-eighth (1/8'") which shall be borne as hercinafier set forth.

Regardless of which party has contributed the lease(s) and/or oi! and gas interesi(s) hereto on which royalty is due and
payable, each party entitied to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 1o be paid or delivered, to the extent of its interest in such production, the royalty t stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party's lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price.

Nothing contained in this Article I1LB. shall be d d an assi t or cro i t of i covered hereby.
C.  Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IIL.B,, such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmiess from any
and ali claims and d ds for p d by owners of such excess burden.

D. Subscquently Created Interests:

If any party should hér: er wmfﬁu:&l }x‘ni ng (E%n 1Qrodlﬁlmizc ;nm:% tolfe g}he?nt!i);lrd:n %:yab,!: out of production
attributable to its workmg interest ereunder, or if such a burden xisted prior 1o &xs agreement and / 1S not set fonﬁn nlkxlubn “A”, or
was not disclosed in writing to all other parties prior 1o the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as “subsequently created interest” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafier referred

10 as “burdened party™), and: ;

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

2. Ifthe burdened party fails to pay, when due, its share of exp hargeable h der, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A Title Examination:

d
Title exnm eTmon shall be made on the drillsite of any proposed well pnor to it of drilling operati m,/ if

itand-gas-i inoluded 1 dio-be-inolud

OPerp title cxaminat; ‘1:3 shall be made o; P
» OF mxlmmg a it, o{. ‘L
od—in-the-dnilling unit / e w HigTasi & uwnmhlp of the wm'k.mg interest, minerals, royalty, overriding

royalty and production p under the ,," ble leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drilisite, or to be included in such drilling unit, shall fumish to Operator all abstracts (including federal foase status
reports), title opinions, title papers and curative material in its possession free of charge. All such inf ion not in the p ion of or
made available to Operator by the fm‘ties, but y for the ination of the title, shall be obtained by Operatgr. Opem.or shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to cach / party
herete. The cost incurred by Operator in this title program shall be borne as follows:

Do—timCosts—t b O tor— By 5 Ty RPN o, . o
= CAR 4 1 4 3 A &P Y—8upp
hut it ini - sdor-tith nal-b- t-of-the—ad bead ded-in-Exhibit-G
1} yatky-ep P J-shek Pt -
d-shall-not-be-a-disect-oh hoth ) dbu o et ofF ath L, I
5o P Gl ¢ Y Y 24
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ARTICLE IV
continved
and field landmen
1 Option_No. 2: Cosis incumed by Operator in procuring absiracts and fees paid outside attomeys / for title examination
2 (including preliminary, suppl al, shut-in gas royalty opinions and division order title op ) shall be borne by the Drilling Parties
3 in the proportion that the interest of each Drilling Party bears o the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit “A”. Operator shall make no charge for services rendered by its staff ys or other p 1 in the perfo; of the above
5 functions.
6
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
9 designations or declarations as well as the conduct of hearings before g | agencies for the securing of spacing or pooling orders.
10 This shall not prevent any party from appearing on its own behalf al any such hearing.
11
12 No well shall be drilled on the Contract Area unti] afier (5 the title to the drillsite or drilling unit has been examined as above
13 Provided. ~and~(3)-the-title-has-beon—app d-bythe- ining 5-or-title-has-b ptod-by-all-of the-pasti N to-p
14 ticipato-intho-dritling-of !
15
16 B. Loss of Title:
17
18—} —Faikro-of-Titlo—Sheuld yoil-ard-gasinterest-or-tease et t-theroin—bo-los—th Bta..‘l £1itla—wiioh RIPRH

19 reduction—of-interest-from—that-ohx Eachibit—tAL~the—perty ibuting-tho-affectod—toase—or—interest—shal-have-ninely(50)-days
v Elad L4 7 -l

27 b Jost-tut-the-+ £4b i hedl-be- HY | beasi £ the-t HB-is-det mod-finally-thet tile failure—has—oo-
g

39 L2k Ja hall b, Ao-ta-the-terat fap-l 1 e Lac: 4 H b tha daty £ b ind it
72 go-shall Jernt got-op ; — A
40 b d-b: Fas barat the-intent: £41 rtins-lhonato-thai h-ahall-defend-titlo-te—ita—intorest d-b 1)
y-any-party-hereteit-boi P Hs 5
1£—th . cotak sk tal Jaaat 1
43 ——3—Lew—bvwNon-Revment-or-ErrensousPeyment-of-Amount-Due:—if; o ghi—any -
-y H T S + i +e M 4 e d s 1 +nit. g ) ot H 0y
44 yelty yalty—perment; +-peid-or i y-peid-end-as—o-r H r~interest-th
45 th shall-b L. km‘y RN 4. ho-farlad-t L, o 11l 1k, g ha-failed-$. lea-th d
24 {2 ey P PRy ahec Ll ¥ b,
46 i 1 ing-th interost-within-ninetv<903-dave-Srom-tiso—gi £ thefailure-¢
r=J (3 Bame- J 7o 4 4 Lk thill )
47 whieh-sequisition-wil-net-be-subjeet-te—ArtiolsVi1-B-the F-tive-parties-shal-b joed basie—offective-as-of the
¢ aiatd R M L) g
48  dato-of-torminetion-of-thetease-invelved—and-the-party-who-failed-t de will-ne-tonger-be-oredited-with-an-interest-in
date-o -t d-and-the-party proper-pay
49  the-Contraet-A % of i £ the-loas it v ry : d—TJn-th: t—th, oy bo Failedi Jeo-th
P e oh-has- In-th party-who—fat v
50 d ¢+ challnet-havets fuld b d—at the 4 £ the-t From-th do-of the-sale-of oil-and butable-t
4 pay g ¢ —Erorn-the—p >
51 the-test-tnt " loulatad. 1, for-the d 1 ) d 4o 1o anat ot 4 e of suoh-ind it
o 5 g g (4 Ll g k4 hid
52 shait-be b d-Fe d-actual-oosts-th id- {but-net-forito-oh £.1the-oost-of drv-hol bedrilled
P Lominy Ryy-ary 4
e 1 b d A £ h-attha-foll 5 Py -y 1
53 Fio y Hron S-as-45 y-to-offoe
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S [ andd r > g i 3 var e L) o
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L4 el >
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61 jegtFforth il £ toinatinoie the Canteaat A b i it a-thil
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through failure of titl
63 3. Other Losses: All Jomme o oumed, e thar-thoso-sot-forth-in—AstiotesEV-B-1and-E¥:Bd-above, shall be joint fosses

64 and shall be bome by all parties in proportion to their interests. There shall be no readj of int in the remaining portion of
65 the Contract Area.
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ARTICLE V.

OPERATOR
A.  Designation and Responsibilities of Operator:

Devon Energy Production Company, L.P. shall be the
Operator of the Coniract Area, and shall conduct and direct and have full control of all opetalicms on the Contract Area as permitted and
required by, and within the limits git." t‘!"ﬁ : lo It s hal}l ;u;‘ alt such op pth oé)d a":‘n’d ﬁ\lavo anlike m?nnur but it shall
c er or no ue .1
have no liability as Operator to the other ?am *or losses esusuuned or liabilities mourred /, cxceptesuc agsux'rf:yorcsultrfrom gross
glig or willful mi: d See Article XV.R.

B. Resignation or R l of Op and Selection of S

1. Resignation or Removal of Operator; Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator i its legal exi no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed 1o have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of twe-E)-er-mere-Non-Operators owning a majority interest based on ownership / as shown on Exhibit “A” remaining
after excluding the voting interest of Operator. Such resignation or removai shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days afier the giving of notice of resignation by Operator or action
by the Non-Operators to remove Op unless a Operator has been selected and assumes the duties of Operator at an earlier
date, Operator, after effective date of resignation or removal, shall be boungml;ﬁ ;.he terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any / ubsidiary, parent or successor corporation shali not

be the basis for removal of Operator.

2. Selection of Successor Operator: Upmrthe resignation or removal of Operator, a successor Operator shall be selected by
the parties. The Op shall be selected from the parties owning an interest d:‘l the Contract Area at the time such successor
Operatar is selected e success Operator shall be selected by the affxmative voke of / partics ownirg a majority interest
based on ownership / as shown on Exhibit “A™; provided, however, if an Operator which has been romoved fails to vote or votes only to

d itself, the Op shall be selected by the affinnative vote of /¢ . "}rty parti ing a majorily interest based

on ownership / as shown on Exhibit “A” remaining afler excluding the voting interest of the Operator that was removed.
See Article XV.B. Effect of Bankruptcy.
C. Employces and Contractors:

The number of employees / usetr gra Opuntor in conducting operations h d ion, and the hours of l:tbor and the
ors

compensation for servioes performed shall be determined by Operator, and all such employees ! sﬁal?ge?ha employees f otp Operator.

D. Drilling Contracts:

Al wells drilled on the Contract Area shall be drilled on a compditive contact basis at the usual rates prevailing in the area I it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

dependent contractors who are doing work of a similar nature.

H E eu:fe{;g'ﬁﬂ-gﬁ ‘ll)échd!u%nmgl :t!i :,i;)the tinte of the resignation or removal of Operator (or, if more than one formation is producing,

ARTICLE VL
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the 1st day of September s (eer) 2005, , Operator shall commence the drilling of a well for
oil and gas at the following location:

1980 FSL and 990 FWL
Section 4 Township 23 South, Range 35 East, Lea County, New Mexico

and shall thereafier continue the drilling of the well with due diligence to
a depth of 14,200 feet or a depth sufficient to test the Morrow/Atoka formation, whichever is the lesser depth,

unless granite or other practically impeneirable substance or condition in the hole, which renders further drifling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at 2 lesser depth.

Operator shall make reasonable tests of all / foﬂuahom—encountared during drilling which give indication of containing oil and

ges in quantities sufficient to test, unless this agreement shall be lumted in its application to a specific / -formahog—or—f%ﬂnﬁoemn , in which
e or

event Operator shall be required to tost only the / ot o which this agresment may apply.

4.
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If, 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 holc, the provisions of Article VLE.{. shall thereafter apply.

B.  Subscquent Operations: See Article XV for additional provisions affecting Subsequent Operations.

1. Proposed Operations: Should nna/e))my( herelo desire 1o drill any well on the Contract Area other than the well provided
oee '_'Lrecomﬁete, i

for in Article VLA, or to rewdrk, { deepen / or ;ﬁg back 2 dry hole drilled at the lé:im exPense of all parties or a well jointly owned by all
thz parties and not then producing in paying quantities, the party desiring to drill, re&glr?g /etiee'epcn'lgl ore;'l:gc%ack such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective
tion~and the estimated cost of the operation. The parties receiving such a notics shall have thirty (30) days afler receipt of the notice
within which to notify the party wishing to rggoﬁe lwork whe‘thf‘r e'ihriy elect to participate in the cost of the proposed operation, If a drill-
ing rig is on location, notice of a m os‘ﬂ to rewm&, T plug bnc’( lor drchl deeper may be given by telephone and the response period shall be
limited to forty-cight (48) hours, exelusive of Saturday, Sunday, and legal holidays. Failure of a perty receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
given by telephone shall be promptly confirmed in writing. See Article XV.C.

p

If all partics clect to participate in such a proposed operation, Operator shall, within ninety (90} days afier expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), ly the proposed operation and plete it with due diligence at the risk and expense of ali par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for 2 period of up 1o thirty (30) additional days if, in the sole opmion of Operator, such additioml time is bly v to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and

if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations h‘y Less than All Parties: If any party receiving such notice as provided in Article VLB.1. or VILD.1l. (Option
No. 2) elects not to participate in the propased 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 afler the expiration of
the notice 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 the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Patties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Articie VI.B.2,, shall comply with all terms and con-
ditions of this agreement. See Article XV.D.

If less than all parties approve any proposed operation, the proposing party, i diately after the expimtion of the applicabl
notice period, shall advise the Consenting Parties of the total intersst of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exdusive of Saturday, Sunday and legal holidays) after recept of such notice shall advise the proposing party of its des¥e to (a) limit par-
ticipation 10 such party’s interest as shown on Exhibit “A” or (b) camry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deer.ned an ﬁleggﬁv;:a;i:; .(:3." glel :‘l:: ;g‘e’m h\iri“i: i, isuo.x:a‘7 1?:‘32;)3, Ee e}ie?ting\m:d ‘l"o.r
such a response shell not exceed a total of forty-eight (4%) gouxs {inclusjve of Saturday, Suncfag and legal ho11dnys) 1. The proposing pn&g/,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Partics,
If such an operation results in & dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense /. If any well drilled, rawoxﬂp}ﬁ:epesrigaggcp gdg'ged back under the provisions of this Article resulis in a pro-

ducer of oil and/or gas in paying quantities, the C ing Parties shall plete and equip the well to produce at their sole cost and risk,

# provided, however, that those Non-Consenting Parties that participated in the drilling, deepening or sidetradking of the well shall
remain liable for and shall pay their proportionate shares of the cost of plugging and sbandoning the well and restoring the surface
location, insofar as those costs were not increased by the subsequent operations of the Consenting Parties.
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ARTICLE VI
continned

and the well shall then be turncd over to Operalor and shall be operated by il at the expense and for the account of the Consenting Par-
ties. Upon of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be d d 10 have relinquished to C ing Parties,
and the Consenting Parlies 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 therefrom until the proceeds of the sale of such share, calcuiated at the well, or
market value thereof if such share is not sold, (afier deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article 1ILD. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

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

(b) 400 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C,, and 400 % of that portion of the cost of newly acquired equip-
ment in the well (lo and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such & well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-C ing Party’s pment Any such
reworking or plugging back operation conducted during the recoup period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VL.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entiticd to receive Non-Consenting Party's share of production, er the
proceeds therefrom, Consenting Parties shall be responsible for the pay of all prod , excise, gathering and other
taxes, and all royalty, overriding royaity and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
ticte IILD.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitied to use, free
of cost, all casing tubing and other equipment in the well, but the hip 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 equip-
ment to the owners thereof, with each party receiving its propostionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equip in and cied to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, complsting, and equipping the well for production; or, at its
option, the opersting party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall fumish the Non-Consenting Pasties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of il and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited 1o, metering or periodic
well tests. Any amount realized from the sale or other disposition of equip newly acquired in ion with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretumed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert 1o il as
ahbove provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenting Partics recover from a Non-C ing Party’s relinquished interest the 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 oquipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled 1o had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafier, such Non-C. ing Party shall be charged with and shalt pay its proportionate part of the further costs of

Proaced

the operation of said well in accordance with the terms of this agi t and the A ing F ttached hereto.

be Notwiueglmding the provisions of this Article VLB.2,, it is agreed that without the mutual consent of all parties, no wells shal}
Be/ c%wr:ﬁoe:ed‘m ot produced from a / seanz:-:ie"-ouppl-y-from which a well jocated elsewhere on the Contract Area is producing, uniess such
well conf to the th isting well spacing pattern for such seures-ef-supply: zone or has been approved for drilling, completion in
and production from such zone by order of the regulatory agency with responsibility for such matters.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as 1o the reworking, decpening and plugging back of such initial well
after if has been drilled 1o the depth specificd in Article VLA, if it shall thereafler prove to be a dry hale or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3, Stand-By Time: When a well which has been drifled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof fumished to the parties, stand-by costs incurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such 2 well shall be charged and bome es part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties respording, or expiration of the resp time permitted
first occurs, and prior 1o agreement as 1o the participating interests of all Consenting Partics pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2,, shall be charged to and bome as part of the proposed oporation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated b the C ing Parties in the proportion
each Consenting Party's interest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A™ of all Consenting Par-

ties,

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “deepening™ operation shall
also be applicable to any proposal to directionally control and intentionaily deviete a well from vertical so 8s to change the bottom hole
location (herein call “sidetracking”), unless done to straighten the hole or 1o drill around junk in the hole or because of other
mechanical difficultics. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upen electing to participate, tender to the well bore owners its proportionate share (equal
to 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, reimb shall be on the basis of the actual costs incurred in
the initial drilling of the well down 1o the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimb t shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking tion is initiated, d ined in d with the

¢4

provisions of Exhibit “C”, Jess the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidelmm' uﬁ‘e:ruion is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, / of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forly.eight (48) hours within which 1o respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand
by costs shall be allocated between the partics taking additiona) time 10 respond on a day-to-day basis in the proportion each clecting par-
ty's interest as shown on Exhibit A" bears to the total interest as shown on Exhibit “A” of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

ve the right ¢
Each part; shal‘(“; leakuein ind ‘:)r separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of ; -produclion which may be used in development and producing operations and in preparing end-treating oil and gas for
marketing purposes and / production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any

Hutalineits—sh 'S duetion—inlcnd—shal-b
P X be

party of its proportionate share of the production shall be borme by such parly. Any-pary-taiing

-7
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ARTICLE VI
continued
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Each party shall execute such dw:smn orders and 1! as may be y for the sale of its interest in production from
the Contract Area, and, except as provided in /Amc{e V’i‘B shall be entitled to recsive payment directly from the purchaser thereof for
its share of all production.
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In the cvent one or more parties’ separate dispostion of its share of the gas causes split-stream defiveries 1o separate pipelines andfor

deliveries which on a day-to-day basis for any reason are not cxacﬂy equal to a party’s respective proportionate share of ue»ta] gas sales to
be ali d to it, the balancing or lu 1. 1y the resp of the parties shall be in accordance with / eay gas balancing
agreement between the parties bereto, / Whoih h-an-hgree is ‘hed as Exhibit “E» /

D.  Access to Contract Area and Information:

Subject to Article XVF., each
Baoh party shall have abcess to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,

and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall fumish each of the other parties with copies of all forms or reports filed 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
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Ares. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operstor that re-
quests the Information.

E.  Abandomment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and sbandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the propoesal to plug and aband
such well, such party shall be d d to have d to the proposed aband All such wells shali be pluggcd'aa\&:.b%ned in

d with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling / or deepening

such well. Any party who objects to plugging and abandoning such well shell have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment_of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully mmbursed as horein mvxdod, any well w] boen mpleted asa
producer shall not be plugged and abandoned without the consent of all pmms 7 lnfl:fl paxt‘f:s ‘t':logent to suti:gih dg:;n‘;;t, the well shall
be plugged and abandoned in d with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days afier receipt of notice of the proposed abmd:?;;wm of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the+ ¥ ionfs) then open to production shall tender to each of the other
parties its propotiorate share of the value of the wel's salvable material and equipmert, dnm'igeem nccu’,d(a‘rlwe with the provisions of
Exhibit “C", less the estimated cost of salvaging and the estimated cost of plugging and abandk g party shall assign
the non-abandoning parties, without warrnnt expmss or implied, as to title or as to quantity, or fitness for use of the eqmpmcnt and
material, all of its interest in the / welfrand re atsd equipment, together with its interest in the leasehold estate /-as-lo;-but-eniy-as-teth
terval-or-intervals-of-the-fe ion-orfe ions-then-epen-to-productien: If the interest of the aband, ,partylsor Jud moil d

ore an
3 ;.n\erest such party shdl execute and deliver to the non-abandoning party or parties an oil and gas lease, limited 10 the / m‘ow:s-ef-m-
vi the-fermati tions-then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-

zone
duced from the / intervel : d5-of—the—f £ d thereby, such lease to be on the form sttached as Exhibit

*In the event any Party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share
of the oil and gas produced from the Contract Area, Operator shall have the right, but not the obligation, to purchase such oil and gas
or sell it to others at any time and from time to time, for the account of the non-taking party and Operator will use its best efforts to
market Non-Operators share of ofl and gas on the same ferms that Operator markets its own share of such production. Any such
purchase or sale by Operator shall be subject always to the right of the owner of the production to exercise st any time its right to
take in kind or separately dispose of its share of all oil and gas not previously delivered to a purchaser by the giving of written notice
thereof to Operator at least thirty (30) days prior to its requested taking (the “Taking Date”); such notice shall be deemed effective on
the first day of the next month following the Taking Date. Any purchase or sale by Operator of any other party's share of ol and gas
shall be only for such reasonable periods of time as are istent with the mini needs of the industry under the particular
circumstances, but in no event for a period in excess of one (1) year.

# insofar and only insofar as such leasehold estate covers the right to obtain production from that wellbore in the zone then open to
produetion.
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ARTICLE VI
continued

required to pay for only its proportionate share of such part of Operator’s surface facilities which it nses.

Each party shall exccute such division orders and coniracls as may be necessary for the sale of its interest in production from
the Contract Area, and, excopt as provided in Article VILB,, shall be entitied 1o receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it,
but not the obligation, to purchase such oil and gas or sell it 1o others at any time and from time to time, for the account of the non-
taking party at the best price oblainable in the area for such producti Any such purct or sale by Operator shall be subject always to
the right of the owaner of the production to exercise af any time its right to take in kind, or separately dispose of, its share of all 0il and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstatc com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D.  Access to Contract Area and Information:

Each party shall have access to the Contract Area al all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall fumish each of the other parties with copies of all forms or reports filed with
govemmental 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 cuttings taken from any well drilled on the Contrect Area. The cost of
gathering and furnishing information 1o Non-Operator, other than that specified above, shall be charged to the No}|-0puralor that re-
quests the Information.

E.  Abandonment of Wells:

Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VLB.2,, any well which has been
drilled or deepened under the terms of this ag and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment.  All such wells shall be plugged and abandoned in

d with applicable regulations and at the cost, tisk and expense of the parties who participated in the cost of drilling or deepening

such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VL.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been compieted as a
producer shall not be plugged and ubandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within

thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its propationate share of the value of the well’s salvable material and equipmen, detamined in d with the provisions of
Exhibit “C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-sbandoning parties, without warranty, express or implied, as to title or #s to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the lcasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver o the non-abandoning pasty or parties an oil and gas lease, limited 1o the interval or in-
tervals of the formation or formstions then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the fi ion or ft i d thersby, such lease to be on the form attached as Exhibit

- 8 alternate -
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ARTICLE V1
continued

“B". The assignmenis or leases 50 limited shall encompass the “drilling unit” upen which the well is Jocated. The payments by, and the
assignments or leases 1o, the assignees shall be in a ratio based upon the relationship of their respective p age of participation in the -
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. Therc shall be no readjustment of

interests in the remaining portion of the Contract Area.

naemcr,z%e‘mi;% ”panis shall have no further responsibility, liability, or interest in the operation of or production from
the wﬁ“r&ﬂ;;é&teﬁ&eﬁmweb—thm open other than the royalties retained in any lease made under the terms of this Article. Upea-re-
quest; / Operator shall continue to aperste the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, pius any additional cost a;‘c,ln ge(h:{ges which may arisc as the result of the separaic ownership of the assigned

well, Upon proposed aband it of the producing als)-assigned or leased, the assignor or lessor shall then have the option to

repurchase its prior interest in the well (using the same valuation fi la) and participate in further operations therein subject to the pro-

visions hercof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2 above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Asticles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct forther operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Partles:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to sscure only the debts of cach severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B.  Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and ges rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, 1o securs payment of its sharc 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-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the {ien
rights or security interest as security 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 1o other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non-Operator’s share of ail and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitied to rely upon Operator's written sialement conceming the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense. See Article XV.N.

If any party fails or is unable to pay its share of expense within sixty (60) days afler rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

See Article XV.O.
C. Payments and Accounting:

Except as hersin otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C”. Operator shall keep an accurate record of the joint account bereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its clection, shall have the right from time to time to demand and receive from the other parti t in advance
P e ° all mrqdc/lu other than ro!‘l’ﬂpé rgmnﬂllx“ p:ym:n i .
in/ op 3

ot d

of their respective shares of the estimated amount of the exp to be i 8

month; which right may be exercised only by submission to each such party of an itemized stat it of such esti d exp geth

with an invoice for its share thereof. Eaeh-sueh-stat t-end-inveioe-for-the-payment-in-ad f-eptimated-eip hatl-be-submitted
en-orbefore-the-20th-doy-of the-next-proceding-menth, Each party shall payto Operator its proportionate share of such estimate within

thi 1)
fifteen(15} /'ay? aﬁer such estimate and invoice is received. If any party fails to pay its share of said ostimate within said time, the amount

due shall bear interest as provided in Exhibit “C” unti) paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

Also see Articles XV L., XV.M,, XV.R.1, and XV.T,

D. Li of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or decpening shall include:
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ARTICLE VII
continued

H 1 All A4 for-tha—driiis o H FPPTH dat. - H M £ ih s Jeaebs
B—0ptien-Ne—+—Al Y-oxp for-the—drilling PORINE; REr Protng quipptag—or o 3

B Option No. 2: All necessary expenditures for the drilling or deepening and tesung of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereal] uinmhed to the parties, Operator shall give immediaje notice
19 the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have Jou
ours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent 1o sll necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice 1o reply within the period above fixed shall
constituie an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepening or plugging
back™ as contained in Article VLB.2. shall be deemed to include “completing”) shall apply 1o the operations thereafter conducted by less

thnllmO tor’s notice shall be writt, telefwh sl, *s el
I': gtelf; onl;a;r"w[ ;‘ax ilelelecbon:mdﬂ:;‘ﬁ’ n%peratm phone o fm reatrd N"A’w&‘n’ﬁ?{ wsim%nrt’yh-:ingl]:: 48

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant 1o the provisions of Article VL.B.2. of this agroement. Consent to the reworking or plugging back of a well shall
include all ¥ di in ducting such operations and completing and equipping of said well, including necessary tankage

P

and/or surface facilities.

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

1o require an expenditure in excess of twenty-five thonsand Dollars (8, 25,000.00 )
except in connection with a well, the drilling, reworking, deepening, pleting, pleting, or plugging back of which has been

previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties, If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of fifteen thousand

Dollars ($ 15,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-
visions of Article IV.B.2- 3.

Operator shall notify Non-Op: of the anticipated pletion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator 1o so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment

shall be bome jointly by the partics hereto under the provisions of Article IV.B.3.

F.  Taxes:

Beginning with the first calendar year afier the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law shouid be rendered for such taxes, and it shall pay all such taxcs assessed thereon before they
become delinguent. Prior to the rendition date, each Non-Operator shall fumish Operator information as to burdens (to include, but not
be limited 1o, royallies, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. {fthe d valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
awners of such leasehold estate, and Operator shall adjust the charge to such owner or owners 80 as to 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 1o the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party's working interest, Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C".

If Operator iders any tax it improper, Operator may, st its discretion, protest within the time and manner
prescribed by law, and prosecute the protest o a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any
interest and penalty. When any such protested ass:ssrr;em shall have been finally determined, Operator shail pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit “C".

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

-10-
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ARTICLE VII
continued

G. Insurance:

At all times while operations are conducted hereunder, Operalor shall comply with the workmen’s compensation law of
the state where the operations are being ducted; provided, b , that Operaior may be 2 self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C”. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part
hereof, Operator shall require all contractors engaged in work on or for the Coniract Area to comply with the workmen’s compensation
{aw of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit “D”, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive squipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
grlslngt teu.;x'lcss all parties consent thereto:- ; however, no consent shall be necessary to releasc a lease which has expired or otherwise

However, should any party desire to sumrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied wamanty of title, all of its interest in
_such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall cxecute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering

., | . . ! erch antifies
such oil and gas interest for a term of one (1) year and so long thereafler as oil and/or gas is produced /"%;'-‘5'.-';. thcn}am covered thereby, such
lease 10 be on the form aftached hereto as Exhibil “B”. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thersto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lcase made under the terms of this Article. The party assignee or lessee shall pay 1o the
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
od acreage. The value of all material shall be determined in accordance with the provisions of Exhibit “C”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoni If the assi or lease is in favor of more than one party, the interest

&

shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor’s or surrendering
party’s interest as it was i diately before the assigr lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thersalter be subject to the terms and provisions of this

agresment.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirly (30) days following receipt of such notice in which 1o elect to participate in the ownership of the
rencwal lease, insofar as such loasc affects lands within the Contract Area, by paying to 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 to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect 10 participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease,
Any renewal lease in which less than ell parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assi of its proporti interest therein
by the acquiring parly, without warranty of title, except as to acts by, through or wnder the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal loase taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months afier the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing 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 ako be applicable to extensions of oil and gas leases.

C.  Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for & contribution of cash towsrds the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and 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 to whom the con-
tribution is made shall promptly tender an assig it of the acreage, without warranty of title, to the Drilling Parties in the proportions

-11-
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| ARTICLE VIII
continued

said Dritling Parties shared the cost of drilling the well. Such acreage shall become 3 separate Contract Arca and, to the extent possible, be
govemed 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 to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party t for any i i ing 1o disposition of such party's share of substances produced hereunder, such
consideration shall not be di d a contribution as plated in this Anticle VHILC.

D. Maintenance of Uniform Interests:

For-th i intaint ifopmi £ hin—in-the—oil—and 1 hold— d—b—thi Py
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Every sueh-sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operalor, at its discretion, may
require such co-owners 1o appoint a single trustee or agent with full authority 10 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 agr ; h , all such co-owners shall have the right 1o enter
into and te all or agr its for the digposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. See Articles XV.K. and XV.L.

E.  Waiver of Rights to Partition:

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

interest therein.
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION
This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an iati

for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and lisbilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federa! income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, .each party hereby affected elects to be eécluded
from the application of all of the provisions of Subchapter “K”, Chap\er 1, Subtitle “A”, of the Internal Revenue Code of 1986 f, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated tt der. Op is authorized and directed to ex-
ecute on behalf of cach party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Intemal Revenue Service, including specifically, but not by way of limitation, all of the retums, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and fumish such other evidence as may be required by the
Federal Internal Revenue Service or as may be y to evid this election. No such party shall give any notices or take any other
action inconsistent with the election 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 of the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Intemel Revenue-Code of 1986, under which an election similar 1o that provided by Section 761 of the Code is per-
mitied, each parly hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

tion, each such party states that the income derived by such parly from operations h der can be q y ined without the
computation of partnership taxable income.

S12-
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uni d third party damage claim or suit arising from operations h der if the expenditure
does not exceed Twenty-Five Thousand Dollars
¢ 25,000.00 Yand if the p t is in complete sett] t of such claim or suit If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegaied to Operator.  All costs and expenses of handling, setlling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no contro! because of the rights given
Operator by this agreement, such party shall immediately notify all other partics, and the claim or suit shall be treated as any other cfaim
gﬂsﬂt"ﬂ%\{iﬂ s‘ﬁﬁ‘if'ﬁ’a ';telreaaul!n‘edﬁ& O.A“ claims or suits involving tifie to any interest subject to this agreement shall be treated as a
ARTICLE XL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to camry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to ali other paies prompt written notice of the force majeure with
reasonably full particulars conceming it, thereupon, the obligations of the party giving the notice, 8o far as they are affected by the force
majeure, shall be suspending during, but no ionger than, the continuance of the force majeure. The affected parly shall use ail reasonable
diligence 10 remove the force majeure situation as quickly as practicable.

The requirement that any force maj shall be remedied with all r ble dispatch shall not require the settlement of strikes,
jockouts, or other labor difficulty by the party involved, contrary to its wishes, how all such difficulties shall be handled shall be entirely

within the discretion of the party concemed.

The term “force majeure™, as here employed, shall mean an act of God, strike, lockout, or other industnal disturbance, act of
the public enemy, war, blockade, public riot, lightaing, fire, storm, flood, explosion, g ntal action, g | delay,
or inacti ilability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES
All notices authorized or required between the parties and required by any of the provis: of this ag unless otherwise

specifically provided, shall be given in writing by mail or telegram, postage ar charges prepaid, or by telex or telecopict and addressed o
the parties to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
shall be deemed given anly when received by the party to whom such notice is directed, and the time for such parly to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when depasited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreernent shall remain in full force and effoct as 1o the oil and gas Jeases 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 interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.
&  Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area, whether by producti ion, I, or otherwise.
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It is agreed, however, that the termination of this agreement shall not relicve any party hercto from any liability which has
accrued or attached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A.  Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, 1o the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and Jocal laws, or-
dinances, rules, regulations, and orders.

B. Goveming Law:

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

C.  Regulatory Agencies:

Nothmg herein contained shall prant, or be construed to grant, Operator the right or authority 1o waive or release any nghis
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders p i
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent 1o the Contract Area.

With respect 1o operations hereunder, Non-Operators agree 1o release Operator from any and all losses, damages, injuries, claims
and causcs of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or pred or gencies to the extent such interpretation or ap-
plication was made in good faith, Each Non-Operator. further agrees o reimb Op for any 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 incomrect interpretation or

Kplgdxciauon, together with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application. See
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ARTICLE XV.
OTHER PROVISIONS

See attached for additional provisions,
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ARTICLE XV.
OTHER PROVISIONS
to that ceriain Joint Operating Agreement datel March 1, 2005,
by and between DEVON ENERGY PRODUCTION COMPANY, L.P.
and YATES PETROLEUM CORP. et al.

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

1. The term “completion™ or “complete™ shall mean a single operation intended to
plete 2 well as a prod of oil and gas in one or more zones, including, but not limited to, the setting of production casing, perforating,
well simulation and production testing conducted in such operation.
2. The term “deepen” shall mean a single operation whereby a well is drilled 1o an objective zone below the deepest zone in which the
well was previously drilled, or below the deepest zone proposed in the iated cost estil , which is the lesser depth.
3. The term “plug back™ shall mean a single operation whereby a deeper zone is abandoned in order o atiempt a completion in a

shallower zone.

4. The term “r pletion” or *
attempt & completion in a different zone within the existing wellbore.

5. The term “rework” shall mean an operation conducted in the wellbore of & well afier it is completed to secure, restore, or improve
production in a zone which is currently open 1o production in the wellbore. Such operations include, but are not limited to, well stimulation

I

operations but exclude routine repair or maintenance work or drilling, si king, deepening, pleting, r pieting, or plugging back

> shall mean an tion whereby a letion in one zone is abandoned in orderto a

P P

of awell.

6. The term “sidetrack” shall mean the directional control and intentional deviation of a well from vertical so as to change the bottom
hole location unless done 1o straighten the hole or to drill around junk in the hole to overcome other mechanical difficulties.

7. The term “zone™ shall mean a stratum of earth containing or thought to contain a common accumulation of oil and gas separately
producible from any other common accumulation of oil and gas.

B.  Effect of Bankruptcy:

If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have resigned without any action by
Non-Operators, except the selection of a successor, If a petition for relief under the federal bankruptcy laws is filed by or against Operatot,
and the removal of Operstor is prevented by the federal bankrupicy court, all Non-Operators and Operator shall comprise an imterim
operating committee to serve until Operator has clecled to reject or assume this Operating Agreement pursuant to the Bankruptey Code, and
an election to reject this Operating Agr t by Op as a debtor in possession, or by a trustee in bankruplcy, shall be deemed a
resignation as Operator without any action by Non-Operators, except the selection of a successor. During the period of time the operating
committee controls operations, all actions shall require the approval of two (2) or more parties owning a majority interest based on ownership
as shown on Exhibit *A". In the event there are only two (2) parties to this Agreement, during the period of time the operating committee
controls opetations, a third party acceptable to Operator, Non-Operator and the federal bankruptey court shall be selected as a member of the
operating committee, and all actions shall require the approval of two (2) bers of the operati ittee without regard for their
interest in the Contract Area based on Exhibit “A”.

If, following the granting or relisf under the Banksruptcy Code to any party hereto as debtor thereunder, this Agreement should be
held to be an y contract within the ing of 11 U.8.C. § 365, then the Operator, or (if the Operater is the debtor in bankruptey)
any other party, shall be entitled to a determination by debtor or any trustee for the debtor within thirty (30) days from the date an order for
relief is entered under the Bankrupkcy Code as to the rejection or ption of this Operating Ag In the event of n 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 of all other parties,

C. Priority of Operations:

Where a well has been authorized under the terms of this Agreement by all parties (or by one or more, but less than all parties under
Article V1.B.2) and the parties patticipating in the well cannot agree upon the sequence and timing of further operations regarding such well,
the following efsctions shall control in the order enumerated below:

1. Prior to reaching the objective depth or zone:

a. Drilling a well to its objective depth or objective zone shall have first priority over all other operations and proposals.

b. In the event that impenetrabl ditions or hanical difficulties prevent reaching the objective depth or zone, a proposal to
sidetrack in an effort to reach the Sbjeetive depth or zone shall have priority over a proposal to sttempt a completion in a zone
already reached.

After the objective depth or zone has been reached:

An election to do additional logging, coring or testing;

An election to attempt to complete the well at either the objective depth or objective zone;

An clection to decpen said well;

An election to plug back and attempt to complete said well;

An election to sideirack the well;

f. An clection 1o rework said well by g iy pied stimulation techniques whether or not said well had previously produced in
commercial quantities or is capable of commercial production, subject to the provisions of Article XV.I (Reworking of Producing
Completion) hereof;

g An clection to temporarily abandon the well;

h.  An election to plug and abandon the well.

It is provided, however, that if at any time said participating parties are considering the above ¢clections, the hole is in such a condition
that, in the opinion of the party(ies) owning a majority in cost-bearing, p y interest as set forth on Exhibit “A” hereto, a reasonably
prudent operator would not conduct the operations contemplated by the particular election involved for fear of placing the hole in jeopardy er
losing the same prior to completing the well in the objective depth or objective zons, such election shall not be given the priority hereinabove
set forth. In such event, the operation which, in the opinion of the party(ies) owning a mejority in cost-bearing, possessory interest es sel
forth on Exhibit*“A” hereto, is less likely to jeopardize the well, will be conducted. [t is further understood that if some, but not all parties,

an T pop
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elect to participate in the additiona! logging, coring, or testing, they may do 3o, and the party or parties nol participating in such op
shall not be entitied to the logs, cores or the results of the tests but shall suffer no other penality.
D. Operations by Less Than All Parties:
Notwithstanding anything herein to the contrary, Article VLB.2 shall apply separately to cach separate completion or recompletion
attempt undertaken hereunder, and an election to become a Non-Consenting Party as to one completion or recompletion attempt shall not

prevent a party from b ingaC ing Party in subseq pietion or 1 pletion p gandless of whether the C ing
Parties as to earlier wpletions or r pletions have r ped their costs p to Articie VL.B.2; provided, further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable 1o the zone in which the completion attempt
is made. Election by a previous Non-C ting Party to parlicipate in a subsequent completion or ¢ pleti pt shall require such

party 1o pay its proportionate share of the cost of salvable materials and equipment installed in the well pursuant to the previous completion
or recompletion attempt, insofar and only insofar as such materials and equipment benefil the zone in which such party participated in a
completion attempt.

E. Proposal to Plug and Abandon:

Notwithstanding anything herein to the contrary, if no writlen response to a proposal to plug and abandon the well is received within
thirty (30) days of the date of the receipt of the proposal, it will be lusively deemed for all purposes that an affirmative election to plug
and abandon the well has been made.

F.  Access to Contract Area and Information:

Notwithstanding anything herein to the contrary, it is agreed and understood that any Non-Consenting Party under Article VLB or
Article VILD.1 (Option 2) who is not an Operator shall be denied access to the well site until thirty (30) days following the date of the release
of the rig used to conduct the operation, and further, such Non-Consenting Party shall be denied any information relating to said operation
until the C. ting Parties have ped the t penalty provided for in Article VL.B.2.

G. Public Announcement:
No public announcement or statement regarding operations hercunder shall be made or released without the approval of the parties

unless required by law or regulation or such or st t is the requi t of an applicable Stock Exchange. Any party
making a public as required by law, regulation, order, or applicable Stock Exch shall i diately fornish the other party
with a full transcript of such public announcement or statement. Except as otherwise provided in this paragraph, a public announcement or
statement regarding a well drilled under the terms of this Operating Agreement shall contain at a mini the following infc ion:

1. Name of well;

2. Location of well by section, township, range, county and state;

3. Tested zone(s), if appropriate;

4.  Test results, if appropriate;

5. Development/confirmation plans, if appropriate;

6. Participants and percentages;

7. Acreage controlled, if appropriate.

Either party may elect (o exclude its name from a proposed public announcement or statement and thus remove itself from the approval
process. The Operator, if it elects to be named in the announcement, of an affected well or operation will coordinate the approvals of any

proposed public or stat The Op of an affected well or operation may make such public announcements as it
deems appropriate in the event of an emergency or imminent harm to people, property or environmental without prior consultation with the
Non-Operator.

H. Other Qperations: Article XV.H. is deleted from this Agr

L  Laws and Repulations:

All of the provisions of this Agr are expressly subject to all applicable laws, orders, rules and regulations of any gov tal
body.or agency having jurisdiction in the premises, and all operations contemplated hereby shall be conducted in conformity therewith, Any
provision of this Agreement which is inconsistent with any such laws, orders, rules or regulations is hereby modified so as to conform

th ith, and this Agr , as so modified, shall continue in full force and effect.
J.  Regulatory Filings:

Qperator will file, and upon written request promptly fumish copies to each requesting Non-Operator, all operational notices,
filings, reports and applications required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over

operations hereunder. Each Non-Operator shal] provide to Operator on a timely basis all information necessary for Operator 10 make such
filings. Operator shall use its best judgment in making any of the filings, and preparing any of the notices, reports and applications referred
to above, However, in no event shall Operator have any liability to any Non-Operator in making and prosecuting any such filing or in
rendering any notice, report or application, absent bad faith, gross neglig or willful mi duct. Any penalties incurred as a result of any
incorrect filing, notice, report or application shall, in absence of bad faith, gross neglig or willful mi duct, be charged to the parties
owning the production to which the penalty pertains.

K. Al Transfers Subject to this Agreement:

Each party hereto covenants and agrees for itself, its successors and assigns, that any sale, assignment, sublease, morigage, pledge or
other instrument affecting the leases and lands subject to this instrument (whether of an operating or non-operating interest or 2 morigage,
pledge or other security interest) will be made and accepted subject to this instrament and the party acquiring the interest or security shall
expressly agree to be bound by all its terms and provisions. Any party hercto who executes any instrament in favor of any party without
complying with the provisions of this paragraph shall indemnify, defend and hold the other pasties hereto harmiess from and against any and
all claims or causes of action by any person whomsoever and for any expenses and losses sustained as a result of the failure of such party to

comply with these provisions.
L. Operator's Billing Reguirements:

Notwithstanding anything to the contrary contained herein, or in the ing proced ttached hereto as Exhibit “C", the parties to
this agreement specifically agres that in no event during the term of this contract shall Operator be required to make more than onc billing for
the entire interest credited to cach party on Exhibit "A". It is further agreed that if any party to this agreement (hercinafter referred to as
"Selling Party") disposes of part of the interest credited to it on Exhibit "A", the Selling Party will be solely responsible for billing its
assignee(s), and shall remain primarily liable to the other parties hereto for the interest or interests assigned and shall make prompt payment
1o Operator for the entire 4 of stat its and billings rendered to it or ble 10 it by virtue of such imerests as shown on Exhibit
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"A". Wis further undersiood and agreed that if Selling Party disposes of all its interest as set out on Exhibit "A*, whether to onc or to several
assignees, Operator shall continue 1o issue statements and bitlings to the Selling Party for the entire interest conveyed until such time as
Sclling Party has designated and qualified one assignee to receive the billings for the entire interest and such designated assignee has been
approved and accepted by Operator.

In order to qualify one assignee 1o receive the billing for the entire interest credited to Selling Party on Exhibit "A", Seliing Party shall
fumnish to Operator such information as may be requested, including, but not limited to, the following:

1. Written notice to Operator of the conveyance followed by photostatic or certified copies of the recorded assignments as soon as
available.

2. The name of the assignee to be billed along with such assignee's writlen consent 1o receive statements and billings for the entire
interest credited to Selling Party on Exhibit "A", hereto, and further, agrecing to handle any necessary sub-billings attributable 1o such
interest in the event such designated assignee does not own the entire interest credited to Selling Party on Exhibit "A",

The parties agree that the sale of any interest in the leases covered by this Agreement shall be made specifically subject to the
provisions of this section.

M. Billings to Direct Account:

All expenses, including salaries, wages and exp of p 1, legal or Itant fees, and administrative filing fees and court
costs, shall be a direct charge, bome by the Joint Account as provided in Exhibit "C" and shall not be included in administrative overhead
Part I1I on Exhibit "C" if incurred for obtaining spacing, pooling or other orders or rulings from state regulatory bodies or courts deemed by

the Operator, in its sole judgment, as necessary.
N.  Lien:

The lien and security interest granted by each Non-Operator to Oparator and by Operator to the Non-Operator under Article VILB.
shall extend not only o such party's oil and gas rights in the Contract Area (which for greater certainty shall include all of each party's
leasehold interest and leasehold estate in the Contract Area), the oil and/or gas when extracted and equipment (as mentioned in said Article)
but also to all accounts, contract rights, inventory and general intangibles constituting a part of, 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 security interest of each of said parties shalf extend to all proceeds and products of al} of the property and collateral described in this
paragraph and in Article VILB. as being subject to said lien and security interest. Any party, to the extent it deems necessary to perfect the
lien and security interest provided herein, may fite this Operating Agreement as a [ien or mortgage in the applicable real estate records and as
a financing statement with the proper officer under the Uniform Commercial Code. Further, and not in limitation of the foregoing, cach party
hereby grants to Operator full right, power and authority (o execute in each such party's name and on its behalf any financing statement which

Operator deems necessary in order to perfect the security interest hereby granted under the applicable Uniform Commercial Code.
O. Memorandum:

At the request of any party, all the parties hereto shall execute the Model Form Recording Supplement to Operating Agreement and
Fi ing Stat ttached hercto as Exhibit “H” referring to this Agreement, the Contract Area of this Agreement, and the rights and
obligations of the parties under this Agreement.
P. Legal Costs:

In the event Operator shall ever be required to bring legal proceedings in order to collect any sums due from any Non-Operators under
this Agreement, then Opoerator shall also be entitled to recover all court costs, costs of collection and a reasonable attomey's fee, which the
lien provided for herein shail also secure.

Q. Controlling Language:

In the event of a conflict between the provisions of this Article XV. and any other provision of this Operating Agreement, the
provisions of this Article XV, shall control and prevail. Should the provisions of this Operating Agreement conflict with the provisions of
that certain Exploration and De t Agr dated September 1, 2004 b Devon Energy Production Company, L.P. and
Chesapeake Exploration Limited Parinership, the terms of the Exploration and Devslop Ag nt shall control and prevail.

R.  Operator Indemnity:

1. Notwithstanding any provision containad herein to the contrary, Operator shall not be obliged to perform nor shall be liable for its
failure to perform or to continue any work or incur any expenditure or indebtedness hereunder for the Joint Account until all funds requested
of Non-Operators pursuant to cash calls given in d with the applicable provisions hereof have been received by Operator.

2. Any provision of this Agreement to the contrary notwithstanding, and without limiting any other provision of this Agreement
(inctuding, again without limitation Article V.A.), Operator shall not be liable to the other parties for any failure of Operator, except such
failures as may result from willful misconduct, to comply with the requirements of any Federal, state or local ordinance, statute, law, rule,
regulation or procedure, pertaining to the establishment of prices for oil, gas or other minerals, or to the classification of wells for such
purpose, or pertaining to any other matter related to the regulation of entitlements, supply, demand, allocation, delivery, contracting for or
pricing of oil, gas or other minerals, it being understood and agreed by all parties that compliance with current laws and regulations is subject
to confusion and to numerous risks, inth flicting opinions and burd filing requi Any liability for refund of sums
obtained because the parties have been paid amounts in excess of lawful prices shall be borne severally by the pacties to the same extent that

such excess funds were paid to the parties.
S.  AFE:

An AFE is an estimate only of costs; in no way shall the execution of an AFE limit the liability of the party.
T. Defaults and Remedies:

If any party fails to discharge any financial obligation under this agreement, including without limitation the failure to make any
advance under Article VILC. or any other provision of this agreement, within the period required for such payment hereunder, then in
addition to the remedios provided in Asticle VILB. or elsewhere in this agr , the dies specified below shall be applicable. For
purposes of this paragraph, all notices and elections shall be delivered only by Operator, except that Operator shall deliver any such notice
and electi quested by a defautting Non-Operator, and when Operator is the party in default, the applicable notices and eiections can
be delivered by any Non-Operator. Election of any one or more of the following dies shall not preclude the subseq use of any other
remedy specified below or otherwise available Lo a non-defaulting party.

1. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default, specify the
action to be taken to cure the default, and specify that failure to take such action will resuit in the exercise of one or more of the remedies
provided in this Article. if the default is not cured within thirty (30) days of the delivery of such Notice of Default, all of the rights of the
defaulting party granted by this agreement may upon notice be suspended until the default is cured, without prejudice to the right of the non-
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defaulting party or parties to continue to enforce the obligations of the defaulting party previously accrued or thereafler accruing under this
agreement. If Operator is the pasty in default, the Non-Operators shall have in addition the right, by vote of Non-Operators owning a
majority in interest in the Contract Area afler exciuding the voting interest of Operator, to appoint a new Operator effective i diately.
The rights of a defaulting party that may be suspended hercunder at the election of the non-defaulting parties shall include, without
{imitation, the right Lo receive information as to any operati ducted h der during the period of such defaul, the right to elect to
participate in an operation proposed under Article VLB. of this agreement, the sight to participate in an operation being conducted under this
agreement cven if the party has previously elected to participate in such operation, and the right to receive proceeds of production from any

well subject Lo this agreement.
2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint account expense) to
collect the amounts in default, plus interest ing on the ts 1 d from the date of defauit until the date of collection at the rate

specified in Exhibil "C" attached hereto. Nothing herein shall prevent any party from suing any defaulting party to collect consequential
damages accruing to such party as a result of the defanit.

3. Deemed Non-Consent; The non-defaulting party may deliver a written Notice of Non-Consent Election 1o the defaulting party at any
time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in which event if the billing is for the
drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a well which is to be or has been plugged as a dry hole,
or for the Completion or Recompletion of any well, the defaulting party will be conclusively deemed to have elected not to participate in the
operation and to be a Non-Consenting Party with respea. thereto under Article VIB. or VL.C,, as the case may be, 1o the extent of the costs
unpaid by such party, notwithstanding any el to i fore made. If election is made to proceed under this provision, then

P P

the non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article XV.T.2 above.

Until the defivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure its default by
paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, h er, such p it shall not prejudice the
rights of the non-defaulting partics to pursue remedies for damages incurred by the non-defaulting parties as a result of the default. Any
interest relinquished pursuant 1o this Article XV.T.3. shall be offered 1o the non-defaulting parties in proportion to their interests, and the
non-defaulting parties electing to participate in the ownership of such interest shall be required to contribute their shares of the defaulted

amount upon their clection to participate therein.

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or Non-Operators if
Operator is the defsulting party, may thereafter require advance payment from the defaulting parly of such defaulting party's anticipated share
of any item of expense for which Operator, or Non-Operators, as the case may be, would be entitled to reimbursement under any provision of
this agreement, whether or not such expense was the subject of the previous defantt. Such right includes, but is not limited to, the right to
require advance payment for the estimatad costs of drilling a well or Completion of a well as 1o which an election to participats in drilling or
Completion has been made. If the defaulting party fails to pay the required advance payment, the non-defaulting partics may pursuc any of
the remedies provided in the Article XV.T. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced

g when the operation is pieted and all costs have been paid shall be promptly returned to the advancing party.
S. Costs and Attomevs' Fees: In the event any party is required to bring legal p dings to enforce any fi ial obligation of a party

hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of collection, and a reasonable attorney's fee,
which the licn provided for herein shall also sscure.
U. Mandatory Operations:

Notwithstanding the other provisions hereof, and parucularly Article VI, if any well proposed hereunder is an obligation well, a party
not participating in drilling the well shall assign to the participating parties its interest in the leases or portion thereof which would be lost or
not eamed if the well was not drilled. Such assignment shali be due upon the t of operations for such well and shall be free
and clear of all mortgages (unless such mortgages are subordinated to this Agreement), claims, liens, overriding royalty interests, production
pay , net profits i , and other or leasshold burdens placed thercon by or resulting from the Assignor’s ownership
and operations subsequent to the date of this Operating Agreement, but otherwise without wamranty of title, sither express or implicd. An
“obhgauon well” is defined as a well which must be drilled to eam or maintain a lease or portion thereof which cannot otherwise be

d. A well proposed within the last one hundred eighty (180) days of the primary term of a lease (whether as a unit well or lease
well) shall constitute an “obligation well™,

In the event a party should propose to rework or recomplete a well which has ceased to produce and such operation is necessary to
perpeluate a lease or Jeases which would otherwise expire, a parly choosing to go non on such operation shall assign to the
Consenting Parties its interest in the lease or leases or portion thereof which would expire if the proposed operation was not conducted, Such
assignment shall bo made in the manner provided for hereinabove for the drilling of an obligation well.

Y. AREAS OF OPERATION: Article XV.V, is deleted from this Agreement,
W. NON.CONSENT ELECTION: .

Should any party hereto be deemed a Non-Consenting Party in the initial well in a proration unit, and such well is timely commenced
and completed as a commercial well, such Non-Consenting Pmy shall forfeit all of its right, title and interest in and to the proration unit for
such well.

X. WELL PROPOSAL LIMITATION:
No party to this Operating Agreement shall propose the drilling of more than one well at a time nor shall any party to this Operating
Agreement propose the drilling of a well during the time that another well is being drilled except:

1. By mutual consent of all parties hereto; or

2. In the event a well (or wells) is required to maintain any interest subject to this Operating Agreement, or to maintain any
contractual rights jointly entered into by the parties which are subject to this Operating Agreement; or

3. In the event a party outside of this Operating Agreament is drilling or producing a well in a contiguous section which may be
draining lands in the Contract Area.

"
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ARTICLE XVL
MISCELLANEOUS
This agreement shall be binding upon and shall inure 1o the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.
This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.
IN WITNESS WHEREOF, this agreement shail be effective as of st day of March ,(year) 2005 .
— bha-h d dot t d-thia-fc £e 'H V) that-the-f¢
wr'md; - ath-thy r" Lict JL: " +d. H L toth AARL K. L‘nlngg Madal E. f\r .B‘—w' 5
P b Lok ad in-diak !‘ R I.J F e l\. ‘Al_D‘ l_;" ‘l! 3 b i % 'H hasth, k. in-Arteal
—have 5. do-to-the-fe
OPERATOR
€ Todn A

NON-OPERATORS
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Exhibit “A”
Attached to and made a part of that certain Operating Agreement
dated March 1, 2005 by and between DEVON ENERGY PRODUCTION COMPANY, L.P.
and YATES PETROLEUM CORP., et al.
Identification of lands subject to this agreement:
Township 22 South, Range 35 East, Lea County, New Mexico
Section 33: §/2
Township 22 South, Range 35 East, Lea County, New Mexico
Section 4:  All
Section 9. All
Section 16: All
Section 21: All
Restrictions, if any, as to depths, formation, or substances:

None

Percentages or fractional interests of parties to this agreement and their addresses for notice
purposes:

PARTNER ' INTEREST
Devon Energy Production Company, L.P. 73.589520%
20 North Broadway
Oklahoma City, Oklahoma 73102-8260
Yates Petroleum Corporation 9.717900%
105 S. 4™ Street :
Artesia, NM 88210
Magnum Hunter Production, Inc. 9.717900%
P.O. Box 140907
Trving, TX 75014
Robert Landreth " 4.198130%

505 N. Big Spring, Suite 507
Midland, TX 79701

Amerada Hess Corp 1.388273%
P.O. Box 2040
Houston, TX 77252

Oxy USAWTP,LP. .174645%
6 Desta Drive
Midland, TX 79705

Kerr-McGee Onshore Oil and Gas, LLC .349012%
P.O. Box 809004
Dallas, TX 75380

Sid R. Bass, Inc. 216155%
201 Main, Suite 3100
Fort Worth, TX 76102

Thru Line, Inc. .216155%
201 Main, Suite 3100
Fort Worth, TX 76102 .

Robert M. Bass Group, Inc. 216155%
201 Main, Suite 3100
Fort Worth, TX 76102

Lee M. Bass, Inc. .216155%
201 Main, Suite 3100
Fort Worth, TX 76102

Oil and gas leases and/or oil and gas interests subject to this agreement:

1. Lessor: State of New Mexico )
Lessee: Devon Energy Production Company, L.P.
Serial Number: ST NM V0-6334
Lease Date: August 1, 2001
Land Description: Township 23 South, Range 35 East
Section 21: N2
Lea County, New Mexico
2. Lessor: State of New Mexico
Lessee: Devon Energy Production Company, L.P.
Serial Number: ST NM V0-6317




Lease Date:

Land Description:

Lessor:
Lessee:

Serial Number:
Lease Date:

Land Description:

Lessor:
Lessee:

Serial Number:
Lease Date:

Land Description:

Lessor:

Lessee:

Serial Number:
Lease Date:

Land Description:

Lessor;
Lessee:

Senial Number:
Lease Date:

Land Description:

Lessor:
Lessee:

Serial Number:
Lease Date:

Land Description:

Lessor:
Lessee:

Serial Number:
Lease Date;

Land Description:

August 1, 2001

Township 23 South, Range 35 East
Section 21: S/2

Lea County, New Mexico

State of New Mexico

Devon Energy Production Company, L.P.
ST NM V0-6366

September 1, 2001

Township 23 South, Range 35 East
Section 4: Lot 1, 8/2N/2, 572

Lea County, New Mexico

State of New Mexico

Devon Energy Production Company, L.P.
ST NM V0-6368

September 1, 2001

Township 23 South, Range 35 East
Section 9: W72

Lea County, New Mexico

State of New Mexico

Devon Energy Production Company, L.P.
ST NM V0-6399

October 1,2001 )
Township 22 South, Range 35 East
Section 33: 872

Lea County, New Mexico

State of New Mexico

Yates Petroleum Corp./Matador Exploration
ST NM V0-6369

September 1, 2001

Township 23 South, Range 35 East

Section 21: N2

Lea County, New Mexico

United States of America

Daniel Gonzales

NMNM - 108047

March 1, 2002

Township 23 South, Range 35 East
Section4: Lots2,3,& 4

Lea County, New Mexico

State of New Mexico

Amerada Hess Corp

ST NM B0-1040-001

August 1, 1932

Township 23 South, Range 35 East
Section 16: E/2SE/4

Lea County, New Mexico

END OF EXHIBIT




EXHIBIT “B”

Attached to that certain Operating Agreement dated March 1, 2005
by and between Devon Energy Production Company, L.P., as Operator,
and Yates Petroleum Corp., et al, as Non-Operator.

There is no Exhibit “B” to this Operating Agreenent.

hi\custer mountain\custermtjoa.exb.doc Page 1
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Societles
EXHIBIT “C” COPAST

Attached to and made a part of __that certain ratin recment dated March 1, 2005 by and between Devon
Energy Production Company, L.P._and Yates Petroleum Corp., et al

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L. GENERAL PROVISIONS

1. Delinitions

*Joint Property” shall mean the real and pessonal property subjoct to the agreememt 1o which this Accounting Procedure
is attached,

“Joint Operstions” shall mecan all operations nccessary or proper for the development, operation, protection and
maintenance of the Joint Property.

"Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are 1o be shared by the Parties.

“Operator” shall mean the party deginated to conduct the Joint Operations.

*Non-Operalors" shall mean the Partics to this agreement other than the Operator.

"Parties” shall mean Operator and NosOperators.

“First Level Supervisors® shall mean thosc cmployees whose primary function in Joint Operations is the direct
supervision of other employees andfor contract labor dircctly employed on the Joint Property in a field operating

capacity.
"Technical Employces” shall mean thosc employces having special and specific enginccring, geological or other
professional skills, and whose primary function in Joint Operati is the handling of specific operating conditions and

problems for the benefit of the Joint Property.

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

*Malerial” shall mean p | property, equip or suppli quired or held for use on the Joint Property.

"Controllable Matcrial® shall mean Material which at the timc is so classified in the Material Classification Manual as

| A <

most recently recommended by the Council or P
2 Statement and Bitlings

Operator shall bill Non-Operators on or beforc the last day of each month for their propottionate share of the Joint
Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and wunusual charges and credits shall be scparately identified and

fully described in detail.
3 Advances and Payments by NotDperators

A Unless otherwise provided for in the agreement, the Operator may require the NonOperstors to advance their
R . 5 - thirt 90) .
share of estimated cash outlay for the succeeding month's operation wnthm—ﬁﬁnn—(-li days aftor receipt of the
billing or by the first day of the month for which the ady is required, which is later. Operator shall adjust
esch monthly billing to reflect advances received from the No©perators.

B. Each NowOperator shall pay its proportion of sll bills within fificen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear intereshonthly at the prime raic in effect at__Bank of America, Dallas, Texas
on the first day of  the month  in which delinquency  occurs plus 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
of unpaid

whichever is the lesser, plus attorncy's fecs, court cosis, and other costs in ion with the

amounts.
4. Adjustments

Poyment of any such bills shall not prejudice the right of any NonOperator to protest or question the correctness thereof,
provided, however, all bills and stat s dered to NonOp by Operator during any calendar year shail
conclusively be presumed to be truc and correct after twentyfour (24) months following the end of any such calendar
year, unless within the said twentyfour (24) month peried a Non-Operator takes written exception thercto and makes
claim on Operator for adj No adj f: ble 1o Opentor shall be made unless it is made within the same

prescribed peried The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

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

A. A Non-Opcrator, upon notice in writing to Operator and all other NonOperators, shall have the right to audit
Operator's  accounts and records relating to the "Joint Account for any calendar yesr within the twenty-four
(24) month period following the end of such calendar year; provided, h , the making of an audit shall not
extend the tlime for the taking of written cxception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section l. Where there are two or more NonOperators, the NonOperators shall make

every reasonablc cffort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator, Operator shall bear no portion of the NonOperators' audit cost incarred under this
paragraph  unless agreed to by the Operator. The audits shell not be conducted more than once each year
without prior approval of Operator, cxcept upon the resignation or removal of the Operator, and shall be made
at the expensc of those NonOperators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days afler receipt of such report.

6. Approval By NonOpenlon‘

Where an  app | or other agr of the Parties or NonOp is expressly required under other sections of this
Accounting Procedure and if the agreement to  which this  Accounting Procedure i aftached conlains no
contrary provisions in rtegard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the
agreement or approval of a majorityin interest of the NonOperators shall be controlling on all NotOperators.

11. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1 Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of go 1 or regulatory requi ts to satisfy
envi 1 iderati pplicable to the Joint Operations. Such costs may include surveys of an ecological or
hacological nature and pollution control procedures as requiredy applicable laws and regulati
2, Rentals and Royalties

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

3. Labor

A. (1) Salaries snd wages of Operator’s field employces directly employed on the Joint Property in the conduct of

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

(3) Salaries and wages of Technical Employees dircctly employed on the Joint Property if such charges are
excluded from the overhead rates.

(4) Salaries and wages of Technical Employ either porarily or p tly igned to and directly
employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holidsy, vacation, sickness and disability benefits and other customary allowances paid to
employces whose salarics and wages are chargeable to the Joint Account uader Paragraph 3A of this Section IL
Such costs under this Paragraph 3B may be charged on a "when and as paid basis” or by “percentage assessment”
on the amount of salaries snd wages chargeable to the Joint Account under Paragraph 3A of this Section IL If
percentage assessment it used, the rate shall be based on the Operator's cost expericnce.

C.  Expenditures or ibuti made p 10 imposed by g | authority which are
applicable to Operalor’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II.

D. Personal Expenses of thosc cmployees whose salarics and wages arc chargeable to the Joint Account under
Paragraphs 3A and 3B of this Section I1.

4. Employee Benefits

Operator's  current  costs  or  cstablished plans for employees' group life i hospitalizati pension,

stock purchasc, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent
most recently recommended by the Councibf Petroleum Accountants Societics.

(OPAS,
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Material

Material purchased or fumished by Operator for use on the Joint Property as provided under Scction IV.  Only such
Material shall be purchased for or fered to the Joint Property as may be required for immediale use and s
bl ical and i with efficient and ical § The lation of surplus stocks shall be

Y P P

avoided.

Transportation
Transportation of employees and Material necessary for the Joint Opdians but subject to the following limitations:

A, If Material is moved to the Joint Property from the Operator's warchousc or other properties, no charge shall be
made (o the Joint Account for a distance preater than the distance from the necarest reliable supply store where like
material is normally available or raitway receiving point nearest the Joint Property unless agreed to by the Partics.

B.  If surplus Material is moved to Opemator's warchouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliablc supply storc where like matenial is normally
available, or railway recciving point nearest the Joint Property unless agreed to by the Partics. No charge shall be
madc Lo the Joint Account for moving Material to other propertics belonging to Operator, unless agrecd to by the
Parties.

C. In the lication of sub, hs A and B above, the option to equalize or charge actual trucking cost is

PP paragiap

availsble when the actual charge is $400 or less excluding accessorial charges. The 3400 will be adjusted o the

. a qQ

amount most recently recommended by the Council of P

Services

The cost of contract services, equipment and utilitice provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section 1II. The cost of professional consultant services and contract
services of technical p | directly engaged on the Joint Property if such charges arc excluded from the overhead

rates. The cost of professionsl consultant services or contract services of technical personnel not directly engaged on the

Joint Property ahall not be charged to the Joint Account unless previovsly sgrecd ty the Parties.

Equipment and Facilities Furnished By Operator

A Operator shall charge the Joint Account for use of Operstor owned cquipment and facilitics at rales commensurate
with costs of ownership and operation. Such rates shall include cost of tmaintenance, repairs, other operating

cxpense, insurance, taxes, depreciation, and intcrest on grosa i less lated depreciati not to
exceed eight percent 8 %) per annum. Such rates shall not exceed average comnreial

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

B. In licw of charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%.  For aulomotve cquipmeant, Operator may clect to wuse rates
published by the Petroleum Motor Transport Associati

Damages and Losses 1o Joint Property

All costs or ecxpenses necessary for the repsir or replacement of Joint Property made y b of damages or
fosses incurred by fire, flood, storm, theft, accident, or other causc, cxcept thosc resulting from Operator’s gross

negligence or willfol misconduct. Operator shall fumish Non-Operator written mnotice of damages or losses incurred as

soon aspracticabie after a report thereof has been received by Operator.

Legal Expense

Bxpensc of handling, investigating and settiing litigation or clsims, discharging of liens, payment of judgments and
amounts paid for settlement of claims d in or ling from operati under the agreement or necessary to
protect ot recover the Joint Property, except thst no charge for services of Operator's legal staff or foes or expense of
outside attorneys shall be madc unless proviously agreed to by the Partics. All other. legal expensc is considered to be
covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section

1, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thercof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes arc based in whole or in part upon scpardc valuations of cach party's working interost, then
notwithstanding lhyﬂling to the contrary hercin, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party's working interest.

COPKS;
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1 12. Insurance
2
3 Net premivms paid for insurance required to be carried for the Joint Operati for the pi ion of the Partics. In the
4 cvent Joint Operstions are conducted in a state in which Operstor may act as selfinsurer for Worker's Compensatin
5 and/or Bmployers Liability under the respective stais's laws, Operator may, at its eclection, include the risk under its self-
6 insurance program and in that event, Operator shall include & charge at Operator's cost not to exceed manual ratés.
9
8 13 Aband ¢t and Recl;
9
10 Costs incurred for abandonment of the Joint Property, including costs roquired by g 1 or other regulatory
11 authority.
12
13 14 Communications
14
15 Cost of acquiring, leasing, installing, opersting, rcpairing and intaining ication systems, including radio and
16 microwave facilities dircctly serving thc Joint Property. In the cvent communication facilitics/systems serving the Joint
17 Property are Operator owned, charges to the Joint Account shall be made as provided Reragraph 8 of this Section II.
18
19 15, Other Expenditures
20
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section II and which
22 is of direct benefit to the Joint Property and is incurred by the Opentor in the nccessary and proper conduct of the Joint
23 Operations.
24
25
26 11I. OVERHEAD
27 ,
28 1 Overhead- Drilling and Producing Operations
29
30 i As P it for administrative, supervision, office services and warchousing costs, Operator shall charge
31 drilling and producing operations on cither:
32
33 (X ) Fixed Rate Basis, Paragraph 1A, or
34 ( ) Percentage Basis, Paragraph IB
35
36 Unless otherwise sgreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
37 salaries or wages plus applicable burdens and cxpenses of all personnel, except thosc dircctly chargeable under
38 Paragraph 3A, Section 1L  The cost and expense of services from outside sources in conneclion with matters of
3¢ taxation, traffic, accounting or matters before or involving governmental agencies shall be comsidered as included in
40 the overhead ratcs provided for in thc above selected Paragraph of this Section III uniess such cost and expensc are
41 agreed to by the Parties as 8 direct charge to the Joint Accont.
42
43 ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
44 services and contract services of technical p 1 directly employed on the Joint Property: '
45
46 ( ) shall be covered by the ovetheadratss, or
47 (X )shali not be covered by the overhead rates.
48
49 “iii. The salarics, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
50 and contract services of technical p | either temporarily or permanently assigned to and dircctly employed in
51 the operation of the Joint Property:
52
53 (X ) shall be covered by the overhead rates, or
54 ’T > hall b Jl.l th. chaad-xat .
55
56 A Overhead - Fixed Ratc Basis
57
58 (1) Operator shall charge the bint Account at the following rates per well per month:
59
60 Drilling Well Rate § 6,000.00
61 (Prorated for less than a full month)
62
63 Producing WellRate $__ 60000
64
65 (2) Application of Overhead- Fixed Rate Basis shall be as follows:
66
67 (3) Drilling Well Rate
68
69 (1) Charges for drilling wells ahall begin on the date the well is spudded and (crminatc on the datc
70 the drilling rig, completion rig, or other units used in completion of the well iz released, whichever
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is later, except that no charge shall be made during suspension of drilling or complelion operations
for fifteen (15) or more consccutive calendar days.

Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work days or morc shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operations, with rig or other units used in workover,
commence through date of rig or other unit releasc, cxcept that no charge shall be madc during
suspension ofoperations for fifteen (15) or more consecutive calendar days.

(b} Producing Well Rates

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

(2) Each active completion in a multicompleted well in  whick produclion is not gled down
hole shall be idercd as a one-well charge providing cach pletion s idered a sep
well by the governing regulatory authority.

(3) An inmactive gas well shut in because of overproduction or failure of purchaser to take the
production shall be idered 85 a 1! charge providing the gas well is directly conmected to
a permanent sales outlet.

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

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lcase
allowable, transferred allowable, cte.) 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 ecffective date of the
agreement to which this Accounting Procedure is atached.  The adjustment shall be computed by multiplying
the ratc currently in use by the p ge i or d in the average wockly camings of Crude
Petrol and Gas Prod Workers for the last calendar year pared to the calendar year preceding as

shown by the index of average weekly eamings of Crude Petroleum and Gas Production Workers as published

or the equival Canadian index as

by the United States Depariment of Labor, Burcau of Labor S
published by Statistics Canada, as applicable. The adjusted rates shall be the
minus the computed sdjustment.

rates currently in use, plus or
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Overbead- Major Construction

To compensate Operator for overhead costs i

d in the ion and llati of fixed asscts, the ecxpansion of

fixed assets, and any. other project clearly discemible as a fixed amet required for the development and operation of the
Joint Property, Opcrator shal! cither ncgotiate a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $ 25,000.00 :
A s % of first $100,000 or total cost if less, ptus

B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus

C. 2 % of costs in cxcess of $1,000,000.

Total cost shall mcan the gross cost of any one project. For the purpose of this paragraph, the component parts of a singlc

project shall not be treated separately and the cost of drilling and workover wells and arlificial lit cquipment shall be

exchuded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the cvent of expenditures resulting from 2 single occurrence due
or other hes as agreed to by the Parlies, which are

P

+

to oil spill, blowout, explosion, fire, storm,
nccessary to  restore the Joint Property to the cquivalent condition that existed prior to the event causing the
expenditures, Operator shall cither negotiate 3 rate prior 1o charging the Joint Account or shall charge the Joint Account

for overhead based on the following rates:

A s % of total costs through $100,000; plus

B. ____3 _ %oftotal costs in excess of $100,000 but less than $1,000,000; plus
C. 2 % of total costs in exess of $1,000,000.

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

provisiona of this Section TH shall apply.
4. Amendment of Rates

The overhcad ratcs provided for in this Section Il may be amended from time to time only by mutual agreement

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

Iv. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Openator is rezponsible for Joinl Account Material and shall make proper and timely charges and credits for all Material
movements  affecting the Joint Property. Operator shall provide all Material for wse on the Joint Property; however, at
Operator's option, such Material may be supplied by the Non-Operator. Operator shall meake timely disposition of idle and/or
surplus Material, such disposal being made cither through salc to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, imterest of Non-Operators in sumplus condition
A or B Material. The disposal of surplus C. Ilable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

di ced

Moaterial purchased shall be charged st the price paid by Operator after deduction of all T . In casc of
Material found to be defective or retumed to vendor for any other reasons, credit shall be passed to the Joint Account

when adjustment has been receivd by the Opentor.
2. Transfers and Dispositions

Material fumished Lo the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Partics, shall be priced on the following tia exclusive of cash discounts:

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

{a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastem mill
published carload basc prices effective as of date of plus transp ion cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail ratcs for tubular goods exist If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may bc uscd. Freight charges for tubing will be calculated from Lorain, Ohio

and casing from Youngstown, Ohio.

(b) For grades which arc special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway rcceiving point nearest the Joimt Property as provided
sbove in Paragraph 2.A.(1){a). For transportation cost from points other than Eastern mills, the 30,000

COPAS
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2

(3)

)

pound Oil Ficld Haulers Assocition interstate truck rate shall be used.

(¢) Special ond finieh tubular goods shall be priced st the lowest published out-ofstock price, fob. Houston,
Texas, plus ftransportation cost, using Qil Field Haulers Association interstete 30,000 pound truck rate,

10 the railway receiving point nearest the Joint Property.

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

Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
morc shall bc priced under provisions of tubular goods pricing in Paragraph A.(1)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 shail be priced at Easten mill published carload base prices cffective as of date of shipment,
plus 20 percent, plus lransportation costs based on freight rates as sct forth under provisions of tubular
goods pricing in Paragraph A.(1)(a) as provided above. Freight charges shall be calculoted from Lorain,
Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced fio.b. the point of
manufacture at current new published prices plus transportation cost to the railway receiving point

nearest the Joint Property.

(d) Linc pipe, including fabricated linc pipe, drive pipe and  conduit not listed on published price lists shall
be priced at quoted prices plus freight lo the railway receiving point nearest the Joini Property or at
prices agreed to by the Parties.

Other Materis! shall be priced at the current new price, in cffect at date of movement, as listed by 3 reliable
, plus portatdbn costs, if licable, to the

-

supply slore nsarest the Joint Property, or point of
railway receiving point ncarest the Joint Property.

Unused new Material, except tubulsr goods, moved from the Joint Property shall be priced at the current
new pricc, in cffect on date of movement, as listed by a relisbie supply storc nearest the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to thc railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) andX2
Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current now price, as determined by Pagraph A.

{2) Material uscd on and moved fram the Joint Property

(a) At scventyfive percent (75%) of current new price, 8¢ determined by Paragraph A, if Material was
originally charged to the Joint Account as new Material or

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

(3) Material not used on and moved from the Joint Propecty
At seventy-five percent (75%) of current new price addetermined by Paragraph A.

‘The cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Uscd Material

(1) Condition C
Material which is not in sound and servicesble condition and not suitable for ils original function until
after reconditioning shall be priced at fily percent (50%) of current new price as determined by

Panagraph A, The cost of rteconditioning shall be charged to the receiving property, provided Conditi

C value plus cost of reconditioning doenot exceed Condition B value,

COPKS
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1 (2) ConditionD
2
3 Material, excluding junk, no longer suitable for ils original purpose, but usable for some other purposc
4 shall be priced on a2 basis commemsurate with its use. Operstor may dispose of Condition D Material
5 under procedures normally used by Operator without prior approval of Nédperators.
6
7 (a) Casing, tubing, or driil pipe used as line pipe shall be priced as Grade A snd B scamless finc pipc
8 of comparable size and weight  Used casing, tubing or drill pipe utilized as linc pipe shall be
9 priced at used linc pipe prices,
10
11 (b) Casing, tubing or drill pipe used as higher pressurc service lines than standard line pipe, e.g.
12 power oil lines, shall be priced under normal pricing procedurcs for casing, tubing, or drifi pipe.
13 Upset tubular goods shall be priced on a non upset basis.
14
15 (3) Condition E
16
17 Junk shall be opriced at prevailing prices. Operator may dispose of Condition E Material under
18 procedures normally utilized by Operator without prior appwal of NonOperators.
19 .
20 D.  Obsolete Material
21
22 Mbaterial which is serviceable and usable for its original function but condition and/or valuc of such Material
23 is nol equivalent to that which would justify a pricc as provided above may be specially priced as agreed to by
24 the Parties, Such price should result in the Joint Account being charged with the value of the service
25 rendered by such Materisl.
26
27 E. Pricing Conditions
28
29 (1) Loading or unloading costs may bc charged to the Joint Account at the rats of twentyfive cents (25¢)
30 per hundred weight on all tubular goods movemenis, in lieu of actual loading or unloading costs
31 sustained at the stocking point. The above rate shall be adjusted as of the fimt day of April cach year
32 following  Janvary [, 1985 by the samc percentage increasc or decrease used to adjust overhoad rales in
33 Section ITl, Paragraph 1.A.(3). Each year, the ratz calculated shall be rounded to thc nearest cent and
34 shall bc the ratc in cffect until the fist dsy of April next year. Such ratc shall be published each year
35 by the Council of Petroleum Accountants Socicties.
36
37 (2) Material involving erection costs shall be charged st applicablc percentage of the current knocked-down
38 price of new Material.
39
40 3 Premjum Prices
4]
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or other
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
44 Material at the Operatofs actual cost incurred in providing auch Materisl, in making it suitable for use, and in moving it
45 to the Joint Property; provided notice in writing is fumished to Non-Op of the proposed charge prior to billing
46 Non-Operators for such Material.  Each Non-Operator shall have the right, by so clecting and notifying Operstor within
47 ten days afler receiving notice from Operator, to fumish in kind all or part of his share of such Materisl suitable for use
48 and acceptable to Operator.
49
50 4, Warranly ¢ Material Furnished By Operator
51
52 Operator does not warrant the Material fumished. In case of defective Material, credit shall not be passed to the Joint
53 Account until adjustment has been received by Operator from the manufacturers or their agents.
54
55
56 V. INVENTORIES
57
58 The Operalor shall maintain detailed records of Conteollable Mlteriai‘
59
60 1 Periodic Inventories, Notice and Representation
61
62 At 1 ble intervals, i ies shall be taken by Operator of the Joint Account Controllable Material. Written aotice
63 of intention to take inventory shall be given by Operator at least thirty (30) days beforc any inventory is 1o begin so that
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Op s to be rep d at an
65 inventory shall bind NosOperators to accept the inventory taken by Operator.
66
67 2 Reconciliation and Adjustment of Inventories
68
69 Adjustments to the Joint Account resulting from the reconcilistion of a physical inventory shall bc made within six
70 months following the taking of the i Y. Inventory adj shall be made by Operator to the Joint Account for
-8-
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable difigence.

Special Invenbries

Special inventorics may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the parly selling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the secller and the purchaser shalt be g d by such i y. In cases
involving a change of Operator, all Partics shall be governed by such inventory.

Expense of Conducting Inventories

A. The exp of ducting periodic i ies shall not be charged to the Joint Account unless agreed to by the
Parties. .
B. The p of ducting special i ies shall be charged to the Pearties requesting such inventories, except

inventories required due b change of Operator shall be charged to the Joint Account.

COPAS




EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated March 1, 2005, by and
between Devon Energy Production Company, L.P. and Yates Petroleum Corp., et al.

The Operator shall carry insurance for the benefit 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 lability 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 each occurrence,
$2,000,000.00 aggregate.

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

The Operator shall require its contracts and subcontractors working or performing services
upon the Unit Area 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 Mexico 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 $50,000,000.00 any one
occurrence, which should apply to all coverage except (a) above. 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
Operator's policy. At all times while operations 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. If a Non-Operator elects 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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NOTE: Instructions For Use of Gas Balancing
Agreement MUST be reviewed before finalizing

this document.

EXHIBIT "E*
GAS BALANCING AGREEMENT ("AGREEMENT ")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED ___ March 1, 2005
BY AND BETWEEN Devon Energy Production Company, L.P. N
AND ___ Yates Petrolenm Corp., et at ("OPERATING AGREEMENT")

RELATING TO THE North Custer Mountain State Unit AREA,
Lea COUNTYARARISH, STATE OF New Mexico .

i. DEFINITIONS

The following definitions shall apply to this Agreement:

1.01 "Amm's Length Agreement' shall mean any gas sales agreement with an  unaffiliasted purchaser or any gas sales
agreement  with an  affiliated purchaser where the sales price and delivery oonditions under such agreement are
representative of prices and delivery conditions existing under other similar agreements in the area beiween
unaffiliated parties at the same time for natural gas of comparabls quality and quantity.

1.02 "Balarcing Area” shall mean (select one):

M each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. If a
single well is completed in twe or more producing intervals, cach producing interval from which the Gas

production is not ingled in the welibore shall be considered a separate well.
. sl sd-danthasibiect-tatha-O o A
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1.03 “Full Share of Cument Production” shall mean the Percentage Inlerest of each Party in the Gas actually produced
from the Balancing Area during each month.

1.04 "Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified
as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made
available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by
field equipment operated for the joint account. "Gas" does nol include gas used in joint operations, such as for fuel,
recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Balancing Arca.

1.05 *Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing Area in excess of its Full
Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof. '

1.06 "Mcf* shall mean one thousand cubic feet. A cubic foot of Gas shall mesn the volume of gas contained in one cubic
foot of space at a standard pressure base and at a standard temperature base.

1.07 "MMBt" shall mean one million British Therma! Units. A British Thermal Unit shall mean the quantity of heat
required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a
constant pressure of 14.73 pounds per square inch absolute.

1.08 "Operator” shall mean the individual or entity designated under the terms of the Operating Agreement or, in the
event this Agreement is not employed in connection with an operating agreement, the individual or entity
designated as the operator of the well(s) Jocated in the Balancing Area.

1.09 "Overproduced Party" shall mean any Parly having taken a greater quantity of Gas from the Balancing Area than
the Percentage interest of such Party in the Iative quantity of all Gas produced from the Balancing Area.

1.10 "Overproduction” shall mean the cumulative quantity of Gas taken by a Party in excess of ils Percentage Interest in
the cumulative quantity of all Gas produced from the Balancing Area.

1.11 "Party” shall mean those individuals or entities subject to this Agreement, and their respective heirs, successors,
transferees and assigns.

1.12 "Percentage Interest” shall mean the percentage or decimal imterest of each Party in the Gas produced from the
Balancing Area pursuant to the Operating Agreement covering the Balancing Area.

1.13 "Royalty" shall mean poyments on production of Gas from the Balancing Area to all owners of royalties, overiding

royalties, production pay or similar i
1.14 "Underproduced Party” shall mean any Party having taken a lesser quantity of Gas from the Balancing Arca than
the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area.

1.15 "Underproduction” shall mean the deficiency b the lative quantty of Gas taken by a Paty and its
Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area.
116 EOptional) “WinterReriod chatt ot (s} of :
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2. BALANCING AREA

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area were covered
by separate but identical agr All  balancing hereunder shall be on the basis of Gas taken from the Balancing Area

measured in (Alternative 1) & Mcfs or (Alternative 2)-5-MMBius.

2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject to one or more
maximum lawful prices, any Gas nol subject to price controls shall be considered as produced from a single Balancing Area
and Gas subject to each maximum lawful price catsgory shall be considered produced from a separate Balancing Area.

3. RIGHT OF PARTIES TO TAKE GAS

3.1 Each Party desiring to take Gas will notify the Operator, or cause the Operator to be notified, of the volumes
nominated, the name of the transporting pipeline and the pipeline contract number (if available) n:l&oﬂ;}e:térensml;‘g d/es ?gmﬂé
to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all nomination and other

-1-
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lnaccorda;) with each Parties’ interest in the well
requirements. Operator is authotized to deliver the volumes so nominated / and confimed (if mation 18 requmd) o the

transporting pipeline in accordance with the terms of this Agr 5 pro’ "P luble P dhe Wellis ca ble of delivering the nominated volume for

3.2 Each Party shall make a reasonable, good faith effort”lo take 1ts FulF‘Shnn: of Cumrent Production each month, to the
extent that such producti is required 1o intain leases in effect, to protect the producing capacity of a well or reservoir, to
preserve lative rights, or o maintain oi} production.

33 When a Party fails for any reason to take its Full Share of Current Production (as such Share may be reduced by the
right of the other Parties to make up for Underproduction as provided herein), the other Parties shall be entitled to take any
Gas which such Parly fails to take. To the extent practicable, such Gas shall be made available initially to each Underproduced
Party in the proportion that iis Percentage Interest in the Balancing Area bears to the total Percentage Interests of all
Underproduced Parties desiring to take such Gas. If all such Gas is not taken by the Underproduced Parties, the portion not
taken shall then be made available to the other Partics in the proportion that their respeclive Percentage Interests in the
Balancing Area bear to the total Percentape Interests of such Parties.

34 All Gas taken by a Parly in accordance with the provisions of this Agreememt, regardless of whether such Party s
underproduced or overproduced, shall be regarded as Gas taken for its own account with title thereto being in such (aking
Party.

3.5 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled in any month to iake any

Gas in  excess of three hundred gercem 3()0]"{:)1.:'31~ its Percentage Interest of the Balancing Area’s thea-current Maximum
es he]

Monthly Availability /, prow howe\'er ai this limitation shall not apply 1o the extent that it would preciude production
that is required to maiain leues in effect, to protect the producing capacity of a well or reservoir, to preserve correlative
nights, or to intain  oil product "Maxi Monthly  Availability” shall mean the maximum average monthly rate of

production st which Gas can be delivered from the Balancing Area, as determined by the Operator, considering the maximum
efficient well rate for each well within the Balancing Arca, the maximem allowable(s) set by the appropriate regulatory agency,
mode of operation, production facility capabilities and pipeline pressures.

36 In the cvent that a Party fails to make amangememts to take its Full Sharc of Cumrent Production required 1o be
produced to maintain leases in effect, to protect tﬁxﬁ mro«iucmg capacity of a well or reservoir, to preserve correlative rights, or
to maintain oil production, the Operator may sell / any pat of such Party's Full Share of Curremt Production that such Party fails
to take for the account of such Party and render 1o such Party, on a current basis, the full proceeds of the sale, less any

ble keting, pressi treating, gathering or transportation costs incurred directly in connection with the sale of
such Full Share of Current Production. In wmaking the sale contemplated herein, the Operator shall be obligated only to obtain
such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
markets. Any such sale by Operator under the terms hereof shall be onmly for such reasonable periods of time as are consistent
with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one
year, Notwithstanding the provisions of Article 3.4 hércof, Gas sold by Operstor for a Parly under the provisions hercof shall

be deemed to be Gas taken for the account of such Party,

4. IN-KIND BALANCING
reasonable notice of .
4.1 Effective the first day of any cd:ndar month fo(l’op at least thirty (30 )days' prior
written notice to the Operalor I.' y Underp duce Pmy may begin taking, in addition to its Full Share of Current

Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current production determined
by multiplying thirty-five percent (35 %) of the Full Shares of Current Production of all Overproduced Parties by
a fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which
is the total of the Percentage Interests of all Underproduced Parties desiring to take Makeup Gas. In no cvent will an
Overproduced Party be required to provide more than thivty-five percent ( 35 ____%) of its Full Share of Current

Production for Makeup Gas. The Operator will promptly notify all Overproduced Parties of the election of an Underproduced
Party to begin taking Makeup Gas.

43— (Optional 5 CHER TP Mol Ontion—1— Notwithatand: ha 1o f  Seeti 41 1k
g A 4 L Ld 7 -] I 4 TEy hid
4b1, £ Adal L talc h Lind. d A Dasris < th. i Linta Ronad s L PWNH -1
ag y P y P —Pearty—during—the—Winter—Period—p e o
ahal al. d. 1l th 1 reevs £ Adal G tale " soh. Und. d: & Part: duei: ih
L —6t- oeed——rihe- A Y ~oF P y——sueh- P Y 3 e
—a ¢ & } nerthst diatal dinptho-lllintorPoriod
—— Fmenth: ¥-p - :
1O V] ) 3 Lirmitats AMal Onti 2% Ilaty ‘i& A th . £ Saoti A1
—2—B—(ep P P U 7 P ¥
O & d-Past: HIE. HY O Y | 1h. porwd 0N afitc Bl
P y-will e P ¥ pe < ¥ Share
£ O mmacd Daad: . £e Adal C e ll. Jlins Paps A

i

4.3 B (Optional) Nutwnhstnndmg any other provision of this Agreement, at such time and for so long as Operator, or
(insofar as concems production by the Operator) any Underproduced Party, determines in good faith that an Overproduced
Party has produced all of its share of the ultimately recoverable resorves in the Balancing Area, such Overproduced Parly may
be required to make available for Makeup Gas, upon the demand of the Operator or any Underproduced Party, up to

one hundred percent (100 %) of such Overproduced Party's Fuli Share of Current Production.
S. STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriats accounting on a monthly and cumulative basis of the volumes, of 6§)ﬂs that each
Party is entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within / ays
after the month of production, the Operator will fumish a statement for such month showing (1) each Party's Full Sharc of
Current Production, (2) the total volume of Gas actually taken or sold for ecach Party's account, (3) the difference between
the volume taken by each Party and that Party's Full Share of Cument Produclion, (4) the Overproduction or
Underproduction of each Party, and (5) other data as recommended by the provisions of the Councit of Petroleum
A Societies Bulletin No. 24, as amended or supplemented hereafler. Each Parly taking Gas will promptly provide to
the Operator any data required by the Operator for preparation of the quired hereunder.

52 K any Party fails to provide the data required herein for four (4) consecutive production months, the Operator, or
where the Operator has failed 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 sudited. Al costs associated with such audit
will be charged to the account of the Party failing 1o provide the required data,

6. PAYMENTS ON PRODUCTION

6.1 Each Party taking Gas shall pay or cause 1o be paid all production and severance taxes due on all volumes of Gas
actually taken by such Party.
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6.2 B (Allernative 2 - Sales) Each Party shall pay or causc to be paid Royalty due with respect to Royalty owners to
whom it is accountable based on the volume of Gas actually taken for its account.

6.3 In the event that any govemmental authority requires that Royally payments be made on any other basis than that
provided for in this Section 6, cach Party agrees to make such Royalty payments accordingly, commencing on the effective date
required by such governmental authority, and the method provided for herein shall be thereby superseded.

7. CASHSETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing imterval in the Balancing Area, the termination
of the Operating Agreement or any pooling or unit agreement covering the Balancing Arca, or at any time no Gas is taken
from the Balancing Area for a period of twelve (12) consccutive months, any Party may give written notice calling for cash
settiement of the Gas production imbalances among the Parties. Such notice shatl be given to all Parties in the Balancing Area.

7.2 Within sixty (60) days afier the nolice calling for cash settlement under Section 7.1, the Operator will distribute to each
Party a Final Gas Seitlement Statement detailing the quanti of Ovemproducti owed by each Overproduced Parly to each
Underproduced  Party and  identifying the month to which such Overproduction is attributed, pursuant to the methodology
set out in Section 7.4.
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73 B (Altermative 2 - Settlement Through Operator) Within sixty (60) days afler receipt of the Final Gas Setilement
Statemnent, each Overproduced Party will send its cash settlement, accompanied by appropriste accounting detail, to the
Operator.  The Operator will distribute the monies so received, along with any scttlement owed by the Operator as an
Overproduced  Party, to each Underproduced Party to whom settlement is due within ninety (90) days afler issuance of the
Final Gas Setdement Statement. In the event that any Overproduced Party fails lo pay any settlement due hereunder, the
Operator may turn over responsibility for the collection of such settiement to the Party to whom it is owed, and the Operator
will have no further responsibility with regard to such settlement.

73.18 (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 Parties to demand that any settlements due such
Party for Overproduction be paid directly to such Party by the Overproduced Party, rather than being paid through the
Operator. In the event that an Overproduced Party pays the Operator any sums due to an Underproduced Party at any time
afler thity (30) days following the receipt of the notice provided for herein, the Overproduced Party wifl continue to be liable
to such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party.

74 B (AMermative 1 - Historical Sales Basis) The amount of the cash settlement will be based on the proceeds
received by the Overproduced Party under an  Arm's Length Agreement for the Gas taken from time to time by the
Overproduced Party in excess of the Overproduced Party's Full Share of Cument Production. Any Makeup Gas taken by the

Underproduced Party prior to monetary settiement hereunder will be applied to offset Overproducti hronologically in the
order of accrual.
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7.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds received for the sale of the
Gas by the Overproduced Parly calculated at the Balancing Area, afer deducting any production or severance taxes paid and any
Royalty actually paid by the Overproduced Party to an Underproduced Party's Royalty owner(s), to the extent said payments
to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression,
treating, gathering or transportation cosis incurred directly in connection with the sale of the Overproduction.

7.51H8 (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas
purchase contract providing for payment based on a percemtage of the proceeds obtained by the purchaser upon resale of
residue gas and  liguid  hydrocarbons extracted at & gas processing plant, the values used for calculating cash seitlement will
include procesds received by the Overproduced Party for both the liquid hydrocarbons and the residue gas attributable to the

d

Overproduction.
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7.526 (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of the
Overproduced Party at & gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating cash
sottlement will include the proceeds received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from
the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to
transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.

7.6 To the extent the Overproduced Paty did not sell all Overproduction under an Arm's Length Agreement, the cash
seftiement will be based on the weighted average price received by the Overproduced Party for any gas sold from the

-3-
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Balancing Area under Amm's length Agreements during the months to which such Overproduction is aftributed. In the event
that no sales under Arm's Length Agreements were made during any such month, the cash settlememt for such month will be

based on the spot sales prices published for the applicable geographic area during such month in a mutually acceptable pricing
bulietin,

7.7 Interest compounded at the rate of twelve percent (___12 %) per annum or the maximum lawful
rate of inferest applicable to the Balancing Area, which is less, will acorue for all amounts duec under Section 7.1 beginning

the first day following the date payment is due pursuant to Section 7.3. Such interest shall be bome by the Operstor or any
Overproduced Party in the proportion that their respective delays beyond the deadlines set out in Sections 7.2 and 7.3
contribuled to the accrual of the interest. The rator shall also be required to pay such interest if it has received payment from any Overproduced
Farey bat failed 1o ﬂﬂdﬂ?yﬁﬁﬁﬁﬁ?&mﬁyﬂ Section 7.3, an Overproduced Party may deliver to the Underproduced Party
an offer to settle its Overproduction in-kind and at such rates, quaniities, times and sources as may be agreed upon by the
Underproduced  Party. If the Parties are unable to agree upen the manner in which such inkind scttlement gas wilt be
fumished within sixty (60) days after the Overproduced Party’s offer to settie in kind, which period may be cxtended by
agreement of said Parties, the Overproduced Parly shall make a cash settlement as provided in Section 7.3. The making of an
inkind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash sctilement should the Parties
fail to reach agreement on an in-kind settlement. :

7.9 © (Optional - For Balancing Areas Subject to Federal Price Regulation) That portion of any monies collected by an
Overproduced Party for Overproduction which is subject 10 refund by orders of the Federal Energy Regulalory Commission or
other governmental . authority may be withheld by the Overproduced Party until such prices are fully approved by such
govemmental authority, unless the Underproduced Party fumishes a comporate undertaking, acceptable to the Overproduced
Party, agrecing to hold the Overproduced Party harmiess from financial loss due to refund orders by such governmental

authority.
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* Notwithstanding any provision of this Agreement to the conlrary, any Party shall have the right, from time to time, to
produce and take up to one hundred percent (100%) of a wells entire Gas stream 1o meet the reasonable deliverability test(s)
roquired by such Perty’s Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party 1o
conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only
after thirty ( 30 ) days’ prior written notice to the Operator and shall last no longer than

seven ( 7 ) hours: days including prior shut-in time,
9. OPERATING COSTS
Nothing in this Agreement shall change or affect any Partys obligation 1o pay its proportionate share of all costs and
liabilities tncurred in operations on or in jon with the Balancing Area, as ils share thereof is set forth in the Operating
Agroement, irrespective of whether any Paty is at any time selling and using Gas or whether such sales or use are in
proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS
The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated
for the joint account in d with their P tage I in the Belancing Area.

11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agrecement between the Parlies hereto, and further
notwithstanding any ion or {lation of this Agr for a period of two (2) years from the end of the calendar
year in which any information to be fumished under Section § or 7 hereof is supplied, any Perty shall have the right to audit
the records of any other Party regarding quantity, including but not limited to information regarding Btu-content.
Any Underproduced Party shall have the right for a period of two (2) years from the end of the calendar year in which any
cash seftlement is received pursuant to Section 7 to sudit the records of any Overproduced Party as to all matters conceming
values, including but not limited to information regarding prices and disposition of Gas from the Balancing Area. Any such
audit shall be conducted at the expense of the Party or Parties desiring such audit, and shall be ducted, after r bl
notice, during normmal business hours in the office of the Party whose records are being audited. Each Party hereto ngrees to
maintain records as to the volumes and prices of Gas sold each month and the volumes of Gas used in its own operations,
along with the Royalty paid on any such Gas used by a Paty in its own operations. The audit rights provided for in this
Section 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 conflict between the provisions of this Agreement and the provisions of
any gas sales contract, or in the event of any conflict between the provisions of this Agreement and the provisions of the
Operating Agreement, the provisions of this Agreement shall govern.

122 Bach Party agrees to defend, indemnify and hold hamless all other Parties from and against any and all liability for
any claims, which may be asserted by any third party which now or hercafler stands in a contractual relationship with such
indemnifying Party and which arise out of the operation of this Agreement or any activities of such indemnifying Party under’
the provisions of this Agreement, and does further agree to save the other Parties harmless from all judgments or damages
sustained and costs incurred in connection therewith.

12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer the provisions of this
Agreement, but shall have no lisbility to the other Parties for losses sustained or liability incurred which arise out of or in
connection with the performance of Operator's duties hereunder, except such as may result from Operators gross negligence or
willful misconduct. Operator shail not be liable to any Underproduced Party for the failure of any Overproduced Parly, (other
than Operator) to pay any amounts owed pursuant to the terms hereof,

12.4 This Agreement shall remain in full force and effect for as long as the Operating Agroement shall remain in force and
effect as to the Balancing Ares, and thereafter until the Gas accounts between the Parties are settled in full and shall inumrlu
the benefit of and be binding wupon the Parties hereto, and their respective heirs, successors, legal representatives
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and assigns, if any. The Parties hereto agree to give notice of the exist of this Ag t 1o any successor in interest of
any such Party and lo provide that any such successor shall be bound by this Agreement, and shall further make any transfer 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 cieardy indicates otherwise, words used in the simgular include the plural, the plural includes the

singular, and the nouter gender includes the line and the fe
12.6 In the event that any “Optional” provisi of this Ag is not adopted by the Partics to this Agreement by a
typed, printed or handwritlen indication, such provision shall not form a part of this Agr t, and no infe shall be

made concerning the intent of the Parties in such event. In the event that any "Altemnative” provision of this Agreement is not
so adopted by the Parties, AMemative | in ecach such instance shall be doemed toc have been adopted by the Parties as 2 result
of any such omission. In these cases where it is indicaled that an Optional provision may be used only if a specific Altemative
is selected: (i) an election to include said Optional provision shall not be cffective unless the Al tive in question is  selected;
and (i) the election to include said Optional provision must be expressly indicated hereon, it being understood that the
selection of an Altemative either cxpressly or by default as provided herein shall not, in and of itself, constitute an election to

include an associated Optional provision.

12.7 This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing herein shall be construed
or interpreted as creating any rights in any person or entity not a signatory hereto, or as being a stipulation in favor of any
such person or entity.

12.8 If contemporancously with this Agreement becoming effective, or thereafier, any Party requests that any other Pary
oxecute an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and
submits same for exccution in recordable form, such memorandum or netice shall be duly executed by the Party to which such
request is made and delivered promptly thercafter to the Party making the request. Upon receipt, the Paty making the request
shall cause the memorandum or notice to be duly recorded in the appropriate real property or other records affecting the

Balancing Area.
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13, ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sections 13.2 (if elected) and 133 hereof, and notwithstanding anything in this Agreement
or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange or other transfer) any of its
working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party, the assignment or other
act of transfer shall, insofar as the Parties hereto are concemed, include all interest of the assigning or transferring Party in the
Gas, all rights 1o receive or obligations 1o provide or take Makeup Gas and all rights to receive or obligations to make any
monetary payment which may ultimately be due h der, as applicable. Op and each of the other Parties hercto shall
thereafier treat the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other
transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be entitled, and shall
cause its assignee or other transferee to assume its obligations hereunder,
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13.3 The provisions of this Section 13 shall not be applicable in the event any Party mortgages its interest or disposes of its
interest by merger, reorganization, consolidation or sale of substantially all of its assets to a subsidiary or parent company, or to
any company in which any parent or subsidiary of such Party owns a majority of the stock of such company.

14, OTHER PROVISIONS

See Attachment.




14.

14.1

14.2

14.3

OTHER PROVISIONS

. Any Underproduced party can require cash settlement from the Overproduced

Parties in January of each even numbered year by providing written notice to the
Operator. Section 7 of this Gas Balancing Agreement shall govern cash ettlement
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, includingits estimate of remaining recoverable
reserves. The Operator shall notify all other Parties. If 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
areas of the well(s) in question, to compute the reserves. Its decision shall be final.
Costs incurred by the independent engineer shall be borne by the Parties hereto.

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)(Z) 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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1 15, COUNTERPARTS
2 This Agreement may be executed in covmerparts, each of which when taken with all other counterparis shall constitute
3 a binding agreement between the Parties hereto; provided, however, that if a Party or Parlies owning 2 Percentage Interest in
4 the Balancing Area equal W or greater than a percent ( %) therein faii(s) to execute this
5 Ag on or before _, this Ag; shall not be binding upon any Party and shall be of
6 o further force and effect.
7 IN WITNESS WHEREOF, this Agreement shall be effective as of the Ist _ dayof March 2008 .
8
4

10 ATFRSTORWITNESS: OPERATOR

11

12 BY:

13

14 Type or print name

15 Title

16 Date

17 Tex 1D or 8.8. No. -

18

19 NON-OPERATORS

20

21 BY:

22

23 Type or print name

24 ) Title

25 Date

26 Tax ID or 8.8. No.

27

28

29 BY:

30

31 Type or print name

32 ) Titlo

33 Date

34 Tax ID or 8.5. No.

35

36

37

38

39

40

41

4?2
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1 ACKNOWLEDGMENTS
2 Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

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

4

5 Individual acknowledgment:

6 State of )

7 )ss

8 County of _)

9 This instrument was acknowledged before me on
10 by

12 (Seal, if any)

13 Title (and Rank)
14 My ission expires:
15

16 Acknowledgment in repr ative

7 State of )

18 )ss.

9 County of )

20 This instrument was acknowledged before me on
2! by
22 of

23 (Seal, if any)

24 Titte (and Rank)

5 My ission expires:

26

27

28

29

30

31




EXHIBIT "F”
Attached to and made a part of that certain Operating Agreement dated March 1, 2005
by and between DEVON ENERGY PRODUCTION COMPANY, L.P.
and YATES PETROLEUM CORP., ET AL.

FEDERAL GOVERNMENT CONTRACT COMPLIANCE CERTIFICATION

The subsidiaricsand affiliates of the pany wnh ‘whom you are com.ractmg (Compmy) may be a Govcmmcm comrar:lor s defined by law, and

thereforerequiredto obtain certificati with certain appli orders, nd gaed by Federal and
State authorities from the party designated or unng as contractor, Opernor or Seller (Contractor) in the foregomg lgrecment of which this supplement

is a part,

Contractorhereby agrees to comply with the provisionsof the Equal Oppotunity clause, and any amendments thereto, all of which are incorporated in
this agreementby reference, and as are set forth in paragraph 64.4 of the regulations of the Secretary of Labor (41 CFR Chapter 60), issued pursuant
10 Executive Order 11246 dated Seplember 24, 1965, as well as all other rules and regulations set forth herein. Contractor is also aware of and
informed of his responsibilitiesunder the RehabxhtauonAcl of 1973 Section 503 (41 CFR 60-741) and ExccutlveOmder 11758 dated Jannary 15,
1974 (41 CFR 60-250) and hereby agrees that it shall comply with the requirementof saidorder. To ensure ith such requi ts and
to direct attentionto such laws, Contractorhereby agrees that the provisionsset forth below which may be apphcahleto contracts and purchase orders
between the parties shall, if appllcablc apply to all such transactions, and certifies its compliance as follows:

WRITTEN AFFIRMATIVE ACTION COMPLIANCE PROGRAM

The contractorcertifiesthat it has 50 or more employeesand is coveredby a Federal Governmentcontractor subcontractvatued at $50,000 or more,
and has developedwritten Affirmative Action Compliance Programs for each of its establishmentsconsistentwith the rules and regulationspublished
by the Department of Labor in 41 C.F.R. Chapter 60.

{41 C.F.R. §60-1.4]
EMPLOYER INFORMATION REPORT EEO1 STANDARD FORM 100

The contractor certifies that it files an annua) Employer Information Report E(Standard Form100.

{41 C.F.R §60-1.7}

CERTIFICATION OF NON-SEGREGATED FACILITIES

The contractor certifiesthat it does not, and will not maintain any facilitiesfor employeesin a segregatedmanner or permit its employeesto perform
their services at any location under its control, where segregated facilities are msintained. The contractor or subcontract will insure that facilities
providedfor employeesare providedin such a manner that segregationof the basis of race, color, religion, or national origin cannotresult. The term

"facilities” means any waiting rooms, work areas, restaurants and other eating areas, time clocks, restrooms, washrooms, locker rooms, and other

storage or dressing areas, parking lots, drinking founi T tion or enter tareas, transporiation and housing facilies provided for
employees.

The contractor further certifiesthat, where necessary, it will obtain identical certificationfrom its subcontract d notify its subcontractorsof their
responsibilities under Executive Order 11246, as amended.

[41 CE.R §60-1.8]
EQUAL OPPORTUNITY CLAUSE

(A) The contractor will not discriminate against any empl applicant for employmentb of race, color, religion, sex, or national origin.
The contractor will take affinmativeaction to ensure that npplncamx are employed,and that employeesare treated during employment, without regard

to their race, color, religion, sex, or national origin. Such action shall include, but not be imited to the following: Emplaymont upgrading, demotion,
or transfer, recrutment or recruitment adverlising; Iayoﬂ' or termination; rates of pay or other forms of compensation,and selection for training,
including apprenticeship. The contractoragrees to post in conspicuousplaces, available to employeesand applicants for employment, noticesto be
provided by the contracting officer setting forth the provisions of this nondiscrimination clause.

(B) The will, in all solicitationsor adverti sfor employeesplaced by or on behalfof the contractor, state that all qualified applicants
will receive consideration for employment without regard 1o race, color, rehglon, sex, of national origin.

{C) The contractor will send to each labor union or representativeof workers with which it has a collective bargaining agreement or contract or
understanding, a notice, 1o be provided by the agency contracting officer, advising the labor union or workers' P veof the tor's
commitmentunder Section 202 of ExecutiveOrder 11246 of September24, 1965, and shall post copiesof the noticein i )|
to employees and applicants for employment.

available

(D) The contractorwill comply with all provisions of Executive Order 11246 of September 24, 1965, and of the rules, reguiations, and relevant orders
of the Secretary of Labor.

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

{F) In the eventof the g pli ith the nondiscrimintion clauses of this contract or with any of such rules, regulations, or orders,

this com.r-ct may he led, terminated, or suspendedin whole or in part and the contractor may be declared mellgnblefor further Government
with p dv wauthonzed in Executive Order 11246 of September24, 1965, and such other sanctionsas may be nmposed

and rcmedles invoked as prowded in Executive Order 11246 of September24, 1965, and any other such jonsmay be i andr

invoked as provided in Executive Order 11246, or by rule, regulations, or order of the Secretary of Labor, or as otherwise prowded by law,

(G) The contractor will include the provisions of Paragraphs (1) gh (7) in every sub ctor purchase order uniess exempted by rules,
regulations or orders of the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September24, 1965, so that such
provisionswill be bindinp upon each sub vendor. The comractnnmll take such action Wn.h respectto any subaontmclor purchnse order
as may be directed by the Secretary of Labor as a means of enft h provisions includi for d, however, that
in the event the contractor becomes involved in, or is threatened with litigation with a subcontractoror vendor as a result of such direction, the
conlractor may request the United States to enter into such litigation to protect the interest of the United States.

[Executive Order No. 11246, 42 U.S.C. §200¢ and 41 C.F.R. §60- 1.4(a).]
EQUAL EMPLOYMENT OPPORTUNITY FOR WORKERS WITH DISABILITIES

The contractor agrees that the affirmative action clause for disabled workers as set forth in 41 C.F.R. 60-741.5(a) is incorporatedby referenceinto
each of its @vered Government contracts or subcontracts.

AFFIRMATIVE ACTION FOR DISABLED VETERANS
AND VETERANS OF THE VIETNAM ERA

(A) The contractor will not discriminateagainst any employeeor applicant for employmentbecause he or she is a disabled veleran or veteran of the
Vietnam era in regard to any position for which the employee or applicant for employmentis qualified. The contractor agrees to take affirmative
action to employ,advance in :mployment and otherwise treat qualified disabled veterans and vetes of the Vietnam era without dxscnmmuuon based
upon their disability or veterans status in all employmentpractices such as the following: employmentupgrading, d i ransfer, recr
advertising, Jayof! or icrmination, rates of pay orlutr forms of compensation, and s¢lection for training, including apprenticeship.

(B) The contractoragreesto list alt employmentopeningswhich exist at the lime of the execution of this contract and those which occur during the
performanceof this contract, mcludmgthose not genersatedby this conlm:t md mcludmg!hose occumng at an blish f the other
than the one whereinthe contract is being performed, but excludingthose of ¥ porateaffiliates, st an appropriate local office
of the State employmentservice system wherein the opening occurs. The contractor further agrees 1o provide such reports to such local office
regarding employmentopenings and hires as may be required. State and focal governmentagencies holding Federal contracts of $10,000 or more
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shalt aiso Jist al! of their employment openings with the appropriate office of the State employmentservice, but are not required to pravide those
reports set forth in paragraphs (D) and (E).

(C) Listng of empleymentopemngpwnh the employmentservice system pursbant to this clause shall be made at least concurrentlywith the use of
any other recrumncm source or effort and shall involve the normal obligations which attach to the placing of a bona fide job order, includingthe

ferrals of v md nonvel The listing of. " employmentopeningsdoes not require the biring of any particularjob applicantor
from nny pnmculu group of app and g herein s ded to relieve the contractor from any requirements in Executive orders or

"

g in employ
(D) The reporisrequired by paragraph (B) of this clause shall include, but not be Jimited to periodic reports which shall be fakeitast quarterly with
the appropriate local office or, where the contractor has more than one hiring locationin a State, with the central office of that State employment
service. Such reports shall indicate for each hiring location (1) the number of the individuals hired during the reporting period, (2) the number of
nondisabled veterans of the Vietnam ¢era hired, (3) the number of disabled veterans of the Vietnam era hired, and (4) the total number of disabled
veteranshired. The reports should include covered veleranshired for on-the-job training under 38 U.S.C. 1787. The contractorshall submita report
within 30 days afier the end of each reportingperiod whereinany performanceis made on this contractidentifyingdata for each hiring location. The
contractorshall maintain al each hiring location copiesof the reports submitieduntil the expirationof one year afier final paymentunder the contract,
during whichtime these reporis and related documentation shall be made available, upon requeSiyy examination by any authorized representatives of
the contracting officer or of the S y of Labor. D ation would include personnel records reflecting job openings, recraitment and
placement.

(E) Whenever the contractor b L ibound to the listing provisions of this clause, it shall advise the employment service system in cach
State where it has establishments of the name and location of each hiring location in the State. As long as the contractor is contractually boursbeo th
provisionsand has so advisedthe State systemthere is no need to advise the State system of subseq The cont, may advise the State
system when it is not Jonger bound by this contract clause,

(F) This clause does not apply to the listing of employmentopeningswhich occur and are filled outside of the 50 States, the District of Columbia,
Puerto Rico, Guam, and the Virgin Islands.

(G) The provmonsof paragraphs (B), (C), (D), and (E) of this clause do not apply to opemngswhlch the contractorproposesto fill from within his
i

own orgumzauon This exclusiondoes not apply to a particular opening once an employ py outside his own organization
for that opening.
(H) Asusedin this clause; (1) “All employ includesall p iveand top those positionsthat will be

filled from within the contractor’s organization, and posmons lasting three days or less. This term includes fulltime employment, temporary
employment of more than three days’ duration, and patiine employment.

UTILIZATION OF SMALL BUSINESS CONCERNS
AND SMALL DISADVANTAGED BUSINESS CONCERNS

(A) It is the pohcy of the United States that small busi d small busi d and controlledby sociallyand economically
disad idualsshall hnvethe practicabl icipate in performingcontracts led by any federal agency, including

contractsand subcontractsfor subs bli nts, and rew.ed servicesfor major systems. It is furtherthe policy of the United States
that its prime establish proceduresto ensure the timely payment of duep to the terms of their subcontracts with smail
busi and smal] busi concerns owned and controlled by socially and eoonemxcnlly disadvantaged individuals.

(B) The contractor hereby agrees to carry out this policy in the awarding of contracts to the fullest extent consistent with efficient contract
perfonnancc The contractor forther agrees to cooperate in any studies or surveys as may be conducted by the Umted States Small Business
istrationor the ding agency of the United States as may be necessaryto determinethe extent of the undersigned's compli with this

clnuse.

(C) Asused in this contract, the term “small businessconcern”shall mean a small business as defined pursuant to Section 3 of the Small Business Act
and relevant regulations promulgated p thereto. The term "small business concern owned and controlled by socially and economically
disadvantaged individuals” shall mean a small business concern:

(1) Which is at Jeast fifty-one pement owned by one or more socially and icallydisadvantagedindividuals;or in the case of any
publicly owned business, at least fifty-one percent of the stock of which is owned by one or more sociallyand economically disadvantaged
individuals; and

(2) Whose management and daily busi perations are controlled by one or museh individuals.

The contractor shall presume that socially and economically disadvantaged individuals include black Americans, Hispanic Americans, native
Americans, Asian-Pacific Americans, AsiarrIndian Americans and other minorities or any other individual found to be disadvantaged by the
administration pursuant to Section 8(a) of the Small Business Act.

(D) The contractor acling in good faith may rely on written repi jonsby its sub garding their status as cither 2 small business
concern or a small business concern owned and controlled by socially and economzcnlly disadvantaged individuals.

{48 CF.R. §52.2198}

PREFERENCE FOR LABOR SURFLUS AREA CONCERNS

(A) Applicability This clause is applicableif the contract exceedsthe appropriate small purchase limitation in Part 13 of the Federal Acquisition
Regulation.

(B) Policy Itisthe pohcy of the g award to concemnsthat agree 1o performsubstantiallyin labor surplus areas (LSA's) when
this can be done ith the efficientperfc f the contractand at pricesno higherthan are obtainableelsewhere. The contractoragrees

to use its best efforts to place subcontracts in accordance with this policy.

(C) Order of Preference In comp]ymgthh paragraph B above and with paragraph C of the clause of this contract entitled Utilization of Small
Business Concerns and Small Di the contractor shall observe the following order of preference in awarding
subcontracts: (1) small business concems that are LSA concerns, (2}her small business concems, and (3jther LSA concemns.

(D) Definitions "Laborsurplusarea,” as used in this clause, means a geogmphlca.lmn identified by the Department of Labor in accordamovith 20

C.F.R. 654, Subpart A, as an area of ated ployment or ployment, or an area of labor surplus.
“Labor surplus area concern” as used in thns clause, means a that togetherwith its first tier sub ct ill perform suk iallyin labor
surplus areas. Perfi iallyin labor surplus areas if the cost incurred under the on of facturing,production,or

performance of appropriate services in labor surplus areas exceed fifty percentinfcontract price.

{48 C.F.R. §52.2203)

UTILIZATION OF WOMEN-OWNED SMALL BUSINESSES

(A) "Women-owned businesses”as used in this clause, means smali business concernsthat are at least fifty-one percent owned by women who are
United States citizensind who also control and operate the business.

“Control* as used in this clause, means exercising the power 1o make policy decisions.
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“Operate” as used in this clause, means being actively tnvolved in the day to day management of the business.

"Small business concern"” 2s used in this clause, means a concem including its affiliates, that is independently owned and operated, not dominant in the
field of operationin which it is bidding on governmentcontracts, and qualified as a small business under the criteria and size standardsin 13 C.F.R.
121

(B) It is the policy of the United States that d busi hall have the i practicable opportunityto participate in performing
contracts awarded by any federal agency.

(C) The contractor agrees to use its best effortsto give d small busi he maximum practicable opportunityto participate in the
subcontracts it awards to the fullest extent consistent with the efficient performance of its contract.

(D) The contractor may relyon written repr ions by its sub actors regarding their status as woreaaned small businesses.
{48 C.F.R. §52.21913]
CERTIFICATION REGARDING A DRUGFREE WORKPLACE
(MARCH 1989)

(A) Definitions. As wsed in this provision, "Controlled substarce” means a controlled substance in schedulesI through V of section 202 of the
Controlled Substances Act (21 U.S.C. 812) and as further defined in regulation at 21 CFR 13081308.15.

"Conviction"means a finding of guilt (includinga plea of nolo dere)or i itionof sent ,or both, by any judicial body charged with the

responsibility to detenmine violations of the Federal or State criminal drug statutes.
"Criminal drug statute” means a Federal or non-Federal criminal statute involvingth facture, distribution,dispensing,p ionor use of any
controlled substance.

"Drug-free workplace”means a site for the pcrfon'nanceof work done i in ionwith a specificcontract at which employeesof the Contractorare
prohibited from egaging in the unlawful manufacture, distrib , dispensing, p ion, or use of a controlled substance.

"Employee” means an employee of a Contractor directly engaged in the performance of work under a Government contract.
“Individual” means an offior/contractor that has no more than one employee including the offeror/contractor.

(B) By submissionof its offer, the offeror, if other than an individual, who is making an offer that equals or exceeds $25,000, certifies and agrees, that
with respect toall employees of the offeror to be employed under a contract resulting from this solicitation, it-will

nirolled

(1) Publish a smemcnt notifying such cmploycesthat the unlawful manufacture, distribution, disp ionor use of a
t is p din the C r's workplace and specifyingthe actions that will be taken agamst employeesfor violations of such

prohibition;

(2) Establish a drugfree awareness program to inform such empioyees about
(i) The dangers of drug abusan the workplace;
(ii) The Contractor's policy of maintaining a druffes workplace;
(iii) Any available drug counseling, rehabilitation, and employee assistance programs; and
(iv) The penalties that may be imposed upon employees for drug abuse violaieccurring in the workplace;

(3) Provide all 1 d in perfc of the with a copy of the statement required by subparagraph (b)(1) of this provision;

ploy &35! P

(4) Notify such employeesin the st d by subparagraph (b} of this provision, that as a condition of continued employment on the
contract resulting from this solicitation, the employee will

(i) Abide by the terms of the statement; and

(ii) Notify the employerof any criminal drug statule convictionfor a violation eccurring in the workplaceno later than five (5) days after
such conviction;

(5) Notify the contractingofficer within ten (10) days afler receivingnotice under subdivision(b)(4)(ii) of this provision, from an employecor
otherwise receiving atual notice of such conviction; and

(6) Within 30 days afler receivingnotice under subparagraph(a)(4) of this provision of a conviction, impose the following sanctions or remedial
moasures on any employee who is convicted of drug abuse violations oaeng in the workplace:

(i) Take appropriate personnel action against such employee, up to and including termination; or

(if) Require such employeeto satisfactorilyparticipatein a drug abuse assi rehabilitationprogram approvedfor such purposes by
a Federal, State, or local health, law enft t, or other appropriate agency.

(7) Make a good faith effort to maintain a drufyee workplace through implementation of subparagraphs (b)(1) through (b)(6) of this provision.

(C) By submxssmnof ns offer, the offeror, if an indjvidual who is making an offer of any dollu va]ue, cemﬂesmd agrees that the offeror will not
engage in the facture, distribution, disp or use of a in the perfi f the contract i

from this solicitation. i

(D) Failure of the offeror to provide the certification required by paragraph (b) or (¢) of this provision, renders the offeror unqualified and ineligible for
award. (See FAR 9.104(g) and 19.602(a)}2)(i}

(E) In additionto otherremedies available to the Government, the certificationin paragraphs (b) and (c) of this provision concerns a matter within the

jurisdiction of an agency of the United States and the making of a false, fictitious, or fraudulent certification may render the maker subject to
prosecution under Title 18, United States Code, Section 1001.
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