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1 OPERATING AGREEMENT

2

3 THIS AGREEMENT, entered into by and between Productio] v, L.P.

4 hercinafter designated and

5 referred 10 as “Operator”, and the signatory party or parties other than Op i hereinaft ferred to individually herein

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

7

8 WITNESSETH:

9
10 WHEREAS, tho parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the lund identified in
11 Exhibit “A”, and the pasties hercto have reached an agreement to explore snd develop these lenses and/or oil and gas interests for the
12 production of oil and gas to the extent and as hereinafter providad,

13

14 NOW, THEREFORE, it is agreed as follows:
15
16 ARTICLE I,
17 DEFINITIONS
18
19 As used in this agreement, the following wordg and terms shall have the meanings here ascribed to them:
20 A. The term “oil and gas™ shall mean oil, gss, casinghend gas, gas condensate, and all other liquid or gaseous hydrocarbons
21 and other marketable substances produced therewith, unfess an intent to limit the inclusivencss of this tenm is specifically stated.
2 B. The terms “oil and gas lease”, “Icase” and “leaschold” shall mean the oil and gas leases covering tracts of land
23 lying within the Contract Area which are owned by the partes 1o this agreement.
24

C. The tenn “oil and gas interests” shall mean unicased fec and mincrel interests in tracts of land lying within the
‘ 25 Contracl Arca which are owned by parties to this agreement.

26 D. The term “Conlract Arca™ shall mean ell of the lands, oil and gus leaschold interests and oil and gas interests intended to be
| 27 developed and operated for oi) and gas purpascs under this ags Such lands, ot and gas Tcaschold interests and oil and gas Inerests
. 28 arc described in Exhibit “A”™.

‘ 29 E. The term “drilling unit” shall meen the erea fixed for the drilling of one well by order or rule of any slate or
| 30 federal body having suthority. If @ drilling unit is not fixed by any such rule or order, 8 drilling unit shall be the drilling unit as establish-

31 ed by the pattern of drilling in the Controct Arca or as fixed by express agreement of the Drilling Partics.

‘ 32 F. The term “drillsite”™ shall mean the oil and gos lease or interest on which a proposed well is (o be located.
‘ 3 G. The terms “Drilling Party” and “Conscnting Party” shall mean a party who agrecs to join in and pay its share of the cost of
’ 34 any operation conducted under the provisions of this agreement.

‘ 35 H. The terms *Non-Drilling Party” and “Non-Consenting Paty” shall mcan a party who clects not to participate
36 ina proposed operation.
\ »
38 Unless the context otherwise clearly indicates, words used in the singuler include the plural, the plural includes the
‘ 39 singular, and the neuter gender includes the masculine and the feminine,
. 40
| 41 ARTICLE L.
. 42 EXHIBITS
ﬂ 4
i 44 The following exhibits, as indicated below and attached hzreto, are incorp d in and inade a pan hereof:
45 B A.Exhibit “A", shall includc the following infornation:
‘ 46 (1) Identification of lands subject to this agreement,
47 (2) Restrictions, if any, as to dcpths, formations, or substances,
48 (3) Percentages or fractional interests of parties to this agreeicnt,
49 (4) Oil and gas leascs and/or oil and gas interests subject to this agreement,
50 (5) Addresses of parties for notice purposes.

51 B—BBxhibit:B=Form-of Lease:
C. Exhibit “C”, Accounting Procedure.

52 8

53 @  D.Exhibit“D", Insurance.

sS4 ® E. Exhibit “E”, Gas Balancing Agreement.

55 B F. Exhibit “F”, Non-Discrimination and Centification of Non-Segregated Facilitics.
56 B—G-Exhibit G Fax hip

57 If any provision of any exhibit, except Exhibits “E" end—"G™—is inconsistent with any provision contained in the body
58 of this agreement, the provisions in the body of this agreement shall prevail,

59

60

61

62

63

64

65

66

67

68

69
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ARTICLE IIL
INTERESTS OF PARTIES

A.  Oil aud Gas laterests:
If any party owns an oil and gas interest in the Contraid Area, (hat interest shall be treated for ell 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 thereof
shall be deemed to own both the royalty interest reserved in such Icase and the intcrest of the lessee thereunder,

L -EN- I - W I A

10 B. luterests of Parties fu Costs and Production:

12 Unless changed by other provisions, all costs and liabilities incurred in operstions under this sgreement shall be bome and
13 paid, ond all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties ns their interests arc set
14 forth in Exhibit “A™ In the same manner, the partics shall also own all production of oil and gas from the Contract Area subject to the

15 payment of royaltics to the extent of onc-cighth (1/8%) which shatl be bome as hereinafier set forth.

17 Regerdless of which party has conlributed the lease(s) and/or oil and gas interest(s) bercto on which coyalty is due and
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Arca shall beor and shall pay or deliver, or
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinebove and shall hold the
20 other partics free from any liability therefor. No party shall ever be responsible, hawever, on a price basis higher than the price recelved
21 by such party, to any other party’s lessor or royally owner, and il any such other party's lessor or royalty owner should demand and
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additionn! royalty burden stuibutable to
23 such higher price.

24
‘ 25 Nothing contained in this Article 111.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
26
27 C.  Excess Royaltles, Overriding Royalties and Other Payments:
28
29 Unless changed by other provisions, if the intcrest of any party in any lease covered hereby is subject to eny royalty,

30 overriding royalty, production payment or other burden on production In excess of the amount stipulated in Article HLB., such party so
31 burdencd shall assume and alone beur all such excess obligations und shall indemnify and hold the other parties hereto harmless from any
32 and qli claims and demands for payment asserted by owners of such excess burden.

13

34 D. Subscquently Created Intercsts:

35

36 If any parly should bereafler creatc an i ) other _burden ynbl out uction
37 altributable to its working interest hereunder, or if such a bmﬁdé&f%rsﬁoo;d ﬂrd\“ l‘xe‘Eunn}y jtr Eﬂ uulﬁ 131/\ c?r
38 was not disclosed in writing to all other pertics prior to the execution of this ngreement by all parties, or is not & jointly acknowledged and
39 accepted obligation of all parties (any such inferest being hereinafler referred to as “subsequently created interest™ irrespective of the
40 liming of ils creation and the party out of whose working interest the subscquently created interest is derived being hercinafier referred
41 o as “burdencd party™), and:

42

43 1. If the burdencd party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
44 of its working interest and/or the production attributable ticreto, said other party, or partics, shall receive said assignment and/or
45 production frec and clear of said subsequently created intcrest and tho burdened party shall indemnify and save sald other party,
46 or partics, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
47 and,

43

49 2. If the burdened party fails Lo pay, when due, its share of h ble h der, oll provisions of Asticle VII.B. shall be
30 enforceable against (he subscquently created interest in the same manner as they are enforcenble agninst the working intercst of
51 the burdened party.

52

53 ARTICLE IV,

54 TITLES

55 '

56 A. Tile Examination:

57

58 Title cxamination shall be made on the drillsitt of any proposed well prior 1o commencement of drilling operetions or, if

59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
60 cd, in the drilling unit around such well. The opinion will include the ownership of the working intcrest, mincrals, royalty, overriding
61 royalty and production payments under the applicable leases. Al the time a well is proposed, each party contributing leases and/or oil and
62 gas interests to the drillsite, or to be included in such drilling unit, shall fumnish to Of all b (including federal tease status
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
64 mado available to Operstor by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
65 causs title to be examined by attomcys on its staff or by outside attomeys. Copies of all tltle opinions shal) be fumished to each party
66 hereto, The cost i d by Opcrator in this title program shall be bome as follows:

68 O QOption No, 1: Costs incurred by Operator in procuring eb ond title (including preliminary, supplemental,
69 shut-in gas royalty opinions and division order litle opinions) shall be a part of the edministrutive overhead as provided in Exhibit “C*,
70 and shall not be a direct charge, whether perfonmed by Operator's stalF attorneys or by outside attomcys.

«2-
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ARTICLE IV
continued

B Option No 2; Costs incwrred by Operator in precuring ebstracts and fees poid outside attomeys for title examination
(including preliminary, suppl I, shul-in gas royalty opinions and division order titlc opinions) shall be bome by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the tota) interest of all Drilling Partics as such interests appear in Ex-
hibit “A”. Operutor shall make no charge for scrvices rendered by its stafl attorneys or other personnel in the performance of the above
functions.

Each party shall be responsible for sccuring curative maiter and pooling amendments or agreements required in connestion
wilh leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and ding of pooling

designations or declarations as well as the conduct of hearings before govemmentat ogencies for the sccuring of spacing or pooling orders.
10 This shall not prevent any party from appearing on its own behalf et any such hearing.

L R Y N O

12 No well shall be drillcd on the Contract Area unti! after (1) the title to the drillsite or drilling unit has been examined as above

13 provided, and (2) the title has been approved by the ing y or titlo hos been accepted by all of the partics who are to par-
14 ticipate in the drilling of the well.

s

16 B. Lossof Tille:

17
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ARTICLE V,
OPERATOR

A. Deslgoation and Responsibilities of Operator:

Devop Energy Production Company, L.P. shall be the
Operator of the Contract Area, and shall conduct and dircct and have full control of ull operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct afl such operations in a good and workmanlike manner, but it shall
have no liability es Operator to the other parties for losscy sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

No S CewuwuowmawN—

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

14 1. Resignation or Removal of Operator; Operator may resign at any time by giving written notice thercof to Non-Operators.
§5 If Operator terminates its legal existence, no longer owns an intcrest hereunder in the Contract Arca, or is no longer cepable of serving as
16 Operator, Op shall be d d to have resigned without uny action by Non-Opcrators, except the selection of a successor. Operator
17 may be removed if it fails or refuses to carry out its duties h der, or b insolvent, bankrupt or is placed in receivership, by the
I8 affirmative vots of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “A” remaining
19 after excluding the voting interest of Op Such resignation or | shall not b effective until 7:00 o’clock AM. on the
20 first day of the calendar month following the expiration of nincty (90) dnys after the giving of nofice of resignation by Operator or action
21 by the Non-Op to remove Op , unless a Operutor has been sefected and assumes the duties of Operator at an carlier
22 date. Op , afler effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator’s interest to eny single subsidiary, parent or successor corporation shall not
24 be the basis for removal of Operator.

25
26 2. Sclection of Successor Operator; Upon the resignation or ! of Op 2 Operntor shall bo selected by
27 the parties. The Op shall be sclccted from the partics owning an interest in the Contract Area ot the time such successor

28 Opentor is selected. The successor Operntar shall be selected by (he affinnative vote of two (2) or more partics owning 8 majority interest
29 based on ownership as shown on Exhibit “A™; provided, however, if an Operator which has been removed fails 1o vote or votes only to

30 d itself, the Op shall be sclected by the aflismative vote of two (2) or more partics owning a majority interest based
31 on ownership as shown on Exhibit *A” remaining after excluding the voting Interest of the Operutor that was removed.
32
| 33 C. Employees:
| 34 !
35 The number of employees used by Operator in ducting operalions h der, their sclection, and the hours of labor and the
‘ 36 compensation for services performed shall be determined by Operator, and all such cmployees shal! be the employees of Operator.
37
‘ 38 D. Drilling Coutracts:
39

! 40 All wells drilicd on the Contract Arca shall be drilled on a compelitive conlract basis at the usual rates prevailing in the area. If it so
} . 41 desires, Operator may employ its own tools and cquipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
i 42 rates in the area and the rate of such cherges shall be agreed upon by the parties in writing before drilling operations are commenced, and
: 43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the arca in contracts of in-
i 44 dependent contractors who are doing work of a simitar nature.

49 ARTICLE VI.
50 DRILLING AND DEVELOPMENT

52 A, Initlal Well:

54 On or before the 1st day of February Joear) 2008 , Operotor shall cominence the drilling of a well for
55 oil and gas at the following location: 920 FSL & 1310” FEL of Section 31-T225-R26E, Eddy Couuty, New Mexico

60 i illing of ith due dill, to s depth sulficient to test the Morrow formation, expected ¢
e T PR ety 1 Yot due diligence to 8 depth sullicleat o fes pected to

M & W, '

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

Operator shall make reasonable tests of all formationg encountered during drilling which give indication of containing oil and
gas in quantities sufficicnt to test, unless this agreement shall be limited in its application to a specific formation or formations, in which
event Operetor shall be required to test only the formatien or fo-mations to which this agreement may apply.

4.
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ARTICLE VI
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantitics, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE. 1. shall thereafler apply.

D. Subsequent Operations:

1. Proposed Operations: Should an A art: lh(em(pd edesn to drill eny well on the Contract Arca other than the well provided
for in Anticle VEA., or to rework, decpen, / or plig batk 8 cf:'y‘ Fiole drilled at the joint expensc of all purtes or p well ipinly owned by l
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen,l}cor CL 3 8 well shall give the
other parties wrilten notice of the proposed operation, specifying the work to be performed, the , proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days afier seceipt of the notice
13 within which to notify the party wishing to do the work whether ct to uamcu&me in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back, / ;sc Iupcr mny given by telephone and the response period shall be
15 limitcd to forty-cight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within
16 the period bove fixed shall constitute an election by that perty not to participate in the cost of the proposed operation. Any notice or
17 response given by telephone shall be prompuly confirmed in writing.

O B~ W N -
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18
19
20
21 If all parties clect lo participate in such a proposed operation, Operutor shall, within nincty (30) days alter expiration of the notice
22 period of thirty (30) days (or as promptly as possible nﬁcr the cxplmion of the fony-cight (48) hour period when @ drilling rig is on loca-
23 tion, as the casc may be), Iy the prop ond lete it with due diligence at the risk and expense of all par-
24 ties herclo; provided, h : suid date mny be extended upon wrilten notice of same by Operator to the other partics,

25 for a period of up to thity (30) additionn} days if, in the solc opinion of Operatar, such additional time is reasonably necessary to obtain
26 pemiits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete tille ex-
27 amination or ive matter required for litle approval or accep Notwith ding the force maj provisions of Article XL, if the
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29 if any party hercto slill desires to conduct said operation, written nolice proposing same must be resubmitied to the other parties in accor-

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

34 2, Operationg by Less than All Parties; If any pasty recciving such notice as provided in Article VLB.1. or VILD.1. (Option
35 No. 2) clects not to participato in the proposed operation, then, in order to be entitled to the benefits of this Anticle, the party or parties
36 giving the notice and such other partics as shall clect to participate in the operation shall, within nincty (90) days after the expiration of
37 the nolice period of thirty (30) days (or as promptly es possible after tho expiration of the forty-cight (48) hour period when a drilling rig is
on location, as the caso may be) actually the propcsed operalion and plete it with duc diligence. Operator shell perform all
39 work for the account of the Consenting Partics; provided, hovever, if no drilling rig or other equipment is on location, end if Operator is
40 a Non-Consenling Party, the Consenling Partics shall cither: (a) request Operator to pesform the work required by such proposed opers-
41 tion for the account of the Consenting Parties, or (b) designatz one (1) of the C ing Pasties as Op to perfonm such work, Con-
42 senting Partics, when conducting operations on the Contract Area pursuant to this Articlo V1.B.2., shall comply with all tcrms and con-
ditions of this agreement.

w
=

S
w

47 If tess than all parties approve any proposed operation, the proposing panty, i fistely aflcr the expiration of the applicabl

48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
49 to whether the Consenting Partics should p d with the operation as proposed. Each C ing Party, within forty-cight (48) hours
50 (exclusive of Saturday, Sunday and legal holidays) afler receipt of such nolice, shall edvise the proposing party of its desire to (8) limit pan
ticipation to such party’s interest as shown on Exhibit “A” or (b) cary its proportionate part of Non-C ing Parties’ i and
52 failure to advise the proposing party shall be deemed an clection under (a). In the event a drilling rig is on location, the time permitted for

53 such a response shall not exceed a tota} of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,

w

54 et its clection, may withdraw such proposal if thers is insufficicnt particlpation and shall promptly notify all parties of such declsion.

55

56

57

58 The cntire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions thcy have

59 clected to bear same under the terms of the preceding paragraph. Consenting Parties shall kecp Uie leaschold estates involved in such
60 operations freo and clear of all liens ond encumbrances of every kind created by or arising from the operations of the Consenting Parties.
61 If such an operstion results in a dry hole, the Conscnting Partics shall plug and sbandon the well and restore the surface location at their
62 sole cast, risk and expense, If any well drilled, reworked, decpened or plugged bock under the provisions of this Article results in a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,

.5.
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1 and the well shall then be tumed over to Operutor and shall be operated by It at the expense and for the account of the Conscnting Par-
2 Lies. Upon commencement of operations for the drilling, rewceking, deepening or plugging back of any such well by Consenting Parties
3 in d with the provisions of this Article, each Non-Consenting Party shall be deemed 1o have relinquished to Consenting Partes,
4 end the Consenting Pertics shall own and be cntiled o reecive, in proportion to (heir respective interests, all of such Non-Consenting
5 Party’s interest in the well and share of production therefrom until the proceeds of the sale of such shore, calculated af the well, or
6
7
8
9

market value thereof if such sharc is not sold, (after deducling production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article 1ILD. paynble 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:

10
1
12 (2) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the welihead
13 connections (including, but not limited to, stock tanks, scp s, treaters, pumping equip and piping), plus 100% of cach such
14 Non-Consenting Party’s share of the cost of operation of the well ing with fist productlion and inuing unti! each such Non-

15 Consenting Party's relinquished interest shall revert to il under other provisions of this Article, it being sgreed that each Non-
16 Consenting Party’s share of such costs and cquipment will be that interest which would have been chargeable to such Non-Consenting
17 Party had it participated in the well from the beginning of the operations; and

21 ®) 300 % of that portion of the costs and expensces of drilling, reworking, deepening, plugging back, testing and completing,
22 ofter deducting any cash ibuti ived under Article VIILC, and 300 % of that portion of the cast of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargesble o such Non-Consenting Party if it had
24
25

participated therein,

28 An election not to participate in the drilling, f ?r“ﬁ‘fw"ﬁenmg of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, 1o which the initial Non-Conscal clection applied that is
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Ci ing Party’s p Any such
31 reworking or plugging back operation conducted during the p period shalt be deemed part of the cost of operation of said well
32 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
33 the reworking or plugging back operation which would have been chargeablo to such Non-Consenting Party had it panticipated therein, If
34 such a reworking or plugging back operation is proposed during such recoupment peried, the provisions of this Article VEB. shall be ap-
35 plicable as between said Consenting Parties in said well.

36

37

38

39 During the period of time Consenting Parties arc entilled to receive Non-Consenting Party’s shoare of production, or the
40 proceeds therefrom, Consenting Perties shall be responsible for the pay of all producti , excise, gathicring and other
4] laxes, and all royalty, overriding royalty and other burd pplicable to Non-C ing Party’s share of production not excepted by Ar-
42 ticls lIL.D.

43

44

45

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permilted to use, free

47 of cost, all casing, lubing and other equipment in the well, but the o hip of all such equip shall emain unchanged; and upon
48 abandonment of a well afler such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owncrs thereof, with cach party recelving its proportionate part in kind or in valug, less cost of salvage.

50
51
52
s3 Within sixty (60) days after the pletion of any operati undu this Article, the party conducting the operations for the
54 Conzenting Partieg shall fumich each Non-Consentin, y of the cquip in and d to the well, and an
§5 itemized statement of the cost of drilling, deepening, ﬁ ‘ruggmg Eﬁck, testing, completing, and equlppmg the well for production; or, at its
56 oplion, the opcrating party, in lieu of an itemized statement of such costs of operation, may submit a detniled of Iily bill-

57 ings. Each month thereafer, during the time the Consenting Parties are being reimbursed as provided sbove, the parly conducting the
58 operations for the Conscnting Partics shall fumish the Non-Consenting Parties with an itemized statement of all costs and linbilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
60 realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
61 produced during any month, Conscnting Partics shall use industry accepted methods such as, but not limiled to, metering or periodic
62 well tests, Any amount realized from the sale or other dispesition of cquip newly ucquired in jon with any such operation
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the tote! unretumed costs
64 of the work done and of Lhe equipment purchased in detenrining when ths interest of such Non-Consenting Party shall revert to it as

65 above provided; and if there is a credit balance, it shall be paid to such Non-Conscating 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 smounts provided for above,
the relinquished interests of such Non-Consenting Pasty shall eutomatically revert to it, and, from and afler such reversion, such Non-
Consenting Party shall own tho same interest in such well, tho material and equl in or pertaining thereto, and the prodi

therefrom as such Non-Conscating Party would have been entitled to had it participated in the drilling, reworking, despening or plugging
back of said well. Thereafter, such Non-C ing Party shall be charged wilh and shail pay ils proponionate part of the further costs of
the operation of said well in accordance with the terms of this agr and the A ing Procedure attached hereto.

L R Y O N e

10 Notwithstanding the provisions of this Anticle VL.B.2,, it is agreed that without the mutual conscnt of all partics, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
12 well conforms to the then-existing well spacing pattemn for such source of supply.

16 The provisions of this Article shall have no application whatsoever to the drilling of the | deseribed in Article VLA,
17 except (o) as to Article VIL.D.1, (Option No, 2), if sclected, ot (b) as to the reworking, deepening, , ant! 5253 back of such initial well
18 after if has been drilled to the depth specified In Article VLA, if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceascs lo produce in paying quantitics.

21

2

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tesis have been
24 completed, and the iésults thereof fumished to the partics, stand-by cosis incured pending response to a party’s notice proposing a
25 reworking, decpening, plugging back or completing opcration in such a well shall be charged and bome as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all pestics responding, or expiratian of the response time permilted, whichever
27 first occurs, end prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

28 matical paragraph of Asticle V1.B.2,, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
29 withdrawn because of insufficient participation, such stand-by costs shall be al! d b the C ing Parties in the proportion
30 each Consenting Parly’s intcrest as shown on Exhibil “A™ bears to the lotal interest as shown on Exhibit “A™ of alf Consenting Par-
3] Ues,

32

kX]

34

35 4, Sidetrpeking: Except os hereinalter provided, those provisions of this ag pplicable 1o a “decpening™ operation shall
36 also be zpplicable to any propasal to directionally control and i ionally deviate a well from vertical so as to change (he bottom hole

37 location (herein call “sidetracking’), unfess donc to straighten the hole or to drill eround junk in the hole or becauss of other
‘ 38 mechanical difficultics. Any party having the right to participate in a proposed sidelracking operation that does not own an interest in tic

39 affected well bore at the time of the notice shall, upon electing to participate, tender lo the well bore owners its propontionate share (equal
‘ 40 (o its interest in the sidetracking operation) of the value of thet portion of the existing well bore to be utilized a3 follows:

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidztracking operation is initiated.

&
[y

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
50 salvable materials and cquipment down to the depth at which the sidetiacking operation is initiated, d ined in donce with the
s1 provisions of Exhibit “C™, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

$5 In the event that notice for a sidetracking operution is given whils the drilling rig to be utilized is on locatlon, the response period
56 shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legsl holidays; providcd, however, any party may request and
57 receive up to eight (8) additional days after expiration of the fosty-cight (48) hours within which to respond by paying for ali stand-by time
§8 incurred during such extended response period. If more than ono party elccts to take such addiilonal time to respond to the notice, stand
59 by costs shall be allocated between the partics taking additional time 1o respond on a day-to-day basis in the proportion cach electing par-
60 ty's interest as shown on Exhibit “A™ bears to the total intercst as shown on Exhibit “A™ of all the electing parties. In all other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

62

63

64

65 C. TAKING PRODUCTION IN KIND:

:'61 Each party shall take in kind or scparately dispose of its proponti share of all oil and gas produced from the Contract Arca,
68 exclusive of production Much mny be used in development and producing operations and in preparing and treating oil and gas for
69 keting purp and p idably lost. Any extru expenditure Incurred in the taking in kind or scparale disposition by any

70 porty of its proportionate share of the prnducunn shall be bome by such party. Asy-pasty—teking-its-share-of-production-in-kind-shall-bo

.7-
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ARTICLE V1
continued

- e : N . L
G {o-pay-for-only-its-prop share-of such-part-of Operator's-surface-facilities-which-it-uses,

Each party shall exccuts such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Aren, and, cxcept as provided in Article VI1.B., shall be entitied to reccive payment directly from the purchaser thereof for
its shere of all production.
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16 In the event one or more pastics® scparaile disposilion of its share of the gas causcs split-stream deliveries 1o sep pipelines and/or
17 deliveries which on a day-to-day basis for any reason arc not exactly equal to a party’s respective propostionale share of tolal gas sales to
18 be allocated to it, the balancing or m“lhg the respecti of the parties shall be in accordance with any gas balancing

19 agreement between the pertles hmto is hed as Exhibit “E” y—or—au—npamo—egrmnt

2] D. Access to Contract Area and Information:

23 Each party shall have access to the Contract Area of all reasonable times, at ils sole cost and risk (o inspect or obscrve operations,
and shall have access at reasonable times to information pertaining to the develoy or operation thereol, including Operetor's books
25 and records relating thereto. Operator, upon request, shall fumish each of the other partics with copics of o)l forms or reports filed with
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
27 ecach month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area The cost of
28 gathering and fumishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the Information.

~
a

31 E. Abandenwmeant of Wells:

33 L m : Excopt for any well drillcd, For Jessd pursuant to Aticle VLB.2., any well which has been
34 drilled, / uemn: ed under the terms of this agreement and is proposed (o be completed as a dry hole shall not be plugged and abandoned
35 without the consent of all parties. Should Operator, sfter diligent cfort, be unable to contact any party, or should any party fail to reply
36 within forty-cight (48) hours (exclusive of Saturdoy, Sundny and legal holidays) after rcceipt of notice of the p | 10 plug and aband
37 such well, such party shalt be deemed to have consented o the proposed abandonmeat. All such wells shall be plugged and abandoned in
38 accordance with applicable regulations and at the cost, risk and expensc of the partics who participated in the cost of drilling or deepening
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well end conduct further
40 operations In search of oil and/or gas subject to the provislons of Article VI.B.

42 2. Abendonment of Wells that have Produced; Except for any well in which a Non-Consent operation has beea conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has becn completed as a
44 producer shall not be plugged and abandoned without the consent of all parties. If all partics to such aband the well shall
45 be plugged and abandoned in d with applicable regulations and ot the cost, risk and expense of all the parties hereto . If, within
46 thirty (30) days afier receipt of notice of the proposed abandonment of any well, all partics do not agres to the ebandonment of such well,

47 those wishing to continue its operation from the interval(s) of the formation(s) then open to producuon shall tender to each of the other
48 partics its proportionate share of the value of the well's salvable ial and equip d d in d wuhl.hz isions of
49 Exhibit “C™, less the estimated cost of salvaging and the estimated cost of plugging und bandoning. Each nbandoning party shall assign
50 the non-gbandoning parties, without wamanty, express or implied, as to title or o3 (o quantily, or fitness for use of the equipment and
51 material, all of its interest in the well ond related equipment, together with its interest in the leaschold cstate as to, but only as to, the in-
52 1erval or intervals of the formation or formations (hen open to production. If the interest of the abandoning party is or includes an 0i) and
S3 gns interest, such party shall exccute and deliver to the non-abandoning party or pasties an oil and gas lease, limited to the interval or in-
54 tesvals of the formation or formations then open to production, for a term of one (1) year and so lang thereafier as oil and/or gas is pro-
55 duced from the interval or intervals of the fi ion or {i i d thereby, such lease to be on the form ottached as Exhibit
56 «  [n the event any party shall fall to make the srraugements nccessary to take In kind or separutely dispose of its proportionate
57 share of the oil and gas produccd from the Contract Area, Operator shall have the right, subject to the revocation at will by the party
sg owalng It, but not the obligation, to purchase such ol and gas or sell It to others o an arms length transaction at any tme and from
time to tlme, for the account of the non-taking party and Operator will use i(s best efforts to market Non-operator’s share of the oil
and/or gas on the same ferms that Operator markets its own share of such production. Aoy such purcbase or sale by Operator shall
60 be subject always to the right of the owoer of the production upon thirty (30) days written notice to exercise its right to take in kind
61 or scparately dispose of, its share of all oil and gas not previousty delivered to & purchaser. Auy purchase or sale by Operator of any
other party's share of oil and gas shall be ouly for such reasonable perlods of time as are consistent with the minimum oeeds of the
industry under the particular circumstances, but In no event for a period In excess of one (1) year.

'S
-

65 Esach party electing to take in kind or upnrntely dispose of Its proportionate share of the production from the Contract Area
66 shall keep accurate records of the volume, sclling price, royalty and taxcs relative to its share of production. Nou-Operators shall,
67 upon request, furnhh operator with true and eomplele coples of the records required to be kept hereunder whenever, under the terms

of this egr t or any agr din tion herewith, it ls necessary for Operator to obtaln sald Information. Any
68 tuformation furnished fo Operator hereunder shall be uscd by Operalor only to the cxtent necessary to carry out its dutles as
69 Operator and shall otherwise be kept confidential,

70




’

SN
' ™
A.APL.FORM 610 - MOL ... FORM OPERATING AGREEMENT - . 32
ARTICLE V1
continued

“B", The assignments or Ieases so Jimited shall encanpass the “drilling unit™ upon which the well is located. The payments by, and the
assignments or leases to, the assignces shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area (o the aggregate of the percentages of participazion in the Contract Area of all assignees. There shall be no readjustment of
interests in the remalning portion of the Contract Aren.

Thereafter, abandoning parties shall have no further responsibility, lisbility, or interest in the operation of or production Gom
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to opcrate the assigned well for the account of the non-abandoning partics at the rates and cherges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned o leased, the assignor or fessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

DGO A W N -
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14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.1. or VI.E.2 above shall be npplicable as between
15 Consenting Partics in the event of the proposcd abandonment of any well excepted from said Articles; provided, however, no well shall be
16 permanently plugged and abandoned unless and until all partics having the right to conduct further operations therein have been notified
17 of the proposed abandonment and afforded the opportunity lo efect to take over the well in accordance with the provisions of (his Anticle

18 VLE. -

19

20 ARTICLE VII.

2] EXPENDITURES AND LIABILITY OF PARTIES

2

23 A.  Liability of Parties:

24

25 The liebility of the partics shall be several, not joimt or collective. Each party shall be responsible only for its obligations, and
26 shall be liable only for its proportionate share of Uie costs of developing and operating the Contract Area. Accordingly, the liens granted
27 emong the parties in Article VI1.B. are given to secure only the debts of cach ily. 1t is not the i ion of the parties to create, nor
28 shall this agreement be construed as creating, s inining or other partership or associution, or 1o render the partics liable as partners,

29

30 B. Licns and Paymeat Defaults:

31

kr3 Each Non-Operator grants to Operator s lien upon its oil and gas rights in the Contract Area, and 8 security intcrest in ils share

33 of oil and/or gas when extracted end its Interest in ail equif L, to secure pay of its share of expense, together with interest thercon
34 at tho rute provided in Exhibit “C™. To the extent that Operator has a sccurity interest under the Uniform Commercial Code of the
35 state, Operator shall be entitled o0 cxercise the rights and remedics of a secured party under lhe Code. The bringing of a suil and the ob-
36 taining of judgment by Operator for the sccured indebtedness shall nol be d d an el of dies or otherwise affect the licn
37 rights or scourity interest s security for the payment thereof. In additlon, upon default by any Non-Operator in the payment of its share
38 of expense, Operstor shall have the right, without prejudice to other rights or remedics, to collect from the purchoser the proceeds from
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid, Esch
40 purchaser shall be entilled to rely upon Operator’s wrilten statement conceming the amount of any default. Operator grants a like lien

41 and sccurity interest to the Non-Operators to secure payment of Operator's proporti share of
42
43 If any party fails or is unablc to pay ils share of expense within sixty (60) days after rendition of a slatement thercfor by

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
45 the interest of each such party bears to the intercst of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
46 reimbursement thercof, be subrogated to the scourity rights described in the foregoing paragraph.

47

48 C. Payments and Accountlng:

49

50 Except as herein otherwise specifically provided, Operator shail promptly pey end discharge cxp incurred in the development

51 and operation of the Contract Area pursuant to this agrecment and shall charge each of the partics hereto with their respective propor-
52 tionate shares upon the expensc basis provided in Exhibit “C". Opemtor shall keep an accurate record of the joint eccount hereunder,
53 showing expenses incurred and charges and credits made and reccived.

54

55 Operator, at its clection, shall have the right from time to time to demand nnd aclve l.'r‘m the Olht'l; J’ nen advunee
other ¢ i

56 of their respective shares of the estimatcd amount of the expense to be incurred ln o Y m?l v (M-l‘;,"s "r'.‘?&’n Kcmdmg

57 month, which right may be ised only by submission to each such party of an itemized of such

58 with an involce for its share thereof, Each such statement and invoice for the payment in ad of esti d exp shnll be uubmm:d

59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of seid cstimate within said Ume, the amount

61 due shall bear interest as provided in Exhibit “C™ until paid. Proper adjustment shall be made inonthly between advances and ectual ex-
62 pense to the end that each party shail bear and pay its proportionate share of ectual expenses incurred, end no more.

63

64 D. Limitation of Expenditurcs:

65

66 1. Drill or Decpen;  Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or decpencd
67 pursuant to the provisions of Article VLB.2, of this agreement. Conscat to the drilling o deepening shall include:

68

69

70
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O Option No, I: Al necessary expenditures for the drilling or deepening, testing, completing end equipping of the well, including
necessary tankage and/or surface facilities.

& Option No, 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its

cuthorized depth, and all (ests have been compicted, and the results thereof furnished to the parties, Op shall give i Jiate notice

to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-cight

(48) hours (exclusive of Saturday, Sunday and legal holidays) 1n which to elect to participate in the setting of casing and the completion at-

tempt. Such clection, when made, shall include consent o all necessary expenditures for the completing and cquipping of such well, in-

cluding necessary tankage and/or surface facilities, Failure of any party receiving such notice to reply within the period above fixed shall '
conslituls an clection by that pasty not o panticipate in the cost of the completion attempt. If one or more, but lcss than all of the parties,

elect to set pipe end o attempt a completion, the provisions of Article VL.B.2, hercof (the phrase “reworking, decpening or plugging

12 back” es containcd in Article V1.B.2. shall be deemed to include “completing”) shall apply to the operati hereaft ducted by less

13 than all parties,
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[} 2. Rework or Plug Back; Without the conseat of all pastics, no well shall be reworked or plugged back except a well reworked or
16 plugged bock pursuant to the provisions of Asticle VLB.2. of this agrecment. Consent to the reworking or plugging back of a well shall

17 include all necessary expenditures in Jucting such operations and completing and equipping of said well, including neccssary tankage
18 and/or surface facilities.

19

20 3. Other Operations: Without the consent of aff parties, Operator shall not undertake any single project reosonably estimated
21 to require an cxpendituro inexcessof ________ Thirty-five thousand nnd No/100 Dollars (S 35.000.00 )
22 except in connection with a well, the drilling, reworking, deepening, pleti pleting, or plugging back of which has been

23 previously authorized by or p to this agr provided, | , that, in case of explosion, firc, flood or other sudden
24 cemergency, whether of the same or different nalure, Operstor may take such steps and incur such expenses as in its opinion ere requircd
25 to deal with the emergency to safeguerd life and property butr Operator, as promptly ns possible, shall report the emergency to the other
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish eny Non-Operator so requesting
27 an information copy thercof for any single project casting in excess of Twenty-flve thousand and No/100

28 Dollass (3. 25,000,00 ) but less than the amount first sct forth ebove in this paragraph.

29

30 E. Rentals, Shut-In Well Paymeuts and Mioimum Royslties:

3

32 Rentals, shut-in well payments and minimum royalties which moy be required under the terms of any fease shall be paid by the
33 party or partics who subjccted such lease (o this agrecmenl ot its or their expense. In the event two or more partics own and hove con-

34 tributed interests in the same lease (o this agreement, such parties may designate one of such partics to make gaid payments for and on
35 behalf of afl such partics. Any party may request, end shall te entitled to receive, proper evidence of all such payments. In the event of
36 fuilurc to make proper payment of any reatal, shut-in well payment or mini royally through mistake or ight where such pay-

37 ment is required to continue the lease in force, any loss which results from such non-payment shall be bore in accordance with the pro-
38 visions of Article IV.B.2; 1. Whea sal¢s commence, Operalor shall notify non-Operator of the date of (irst sale,

40 Operalor shall notify Non-Op of the anticipated completion of a shut-in ges well, or the shutting in or retum to production
41 of a producing ges well, at Icast five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitied by
42 circumstances, prior to taking such action, but assumes no liabilily for failure to do so. In the event of failure by Operator (o so notify
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment

44 shall be bome jointly by the parties hereto under the provisions of Article IV.B.3 1.

45

46 F. Taxes:

47

43 Beginning with the first calcndar year after the cffective date hereof, Operator shall render for ad val ion all propesty
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed (hercon before they
S0 become delinquent Prior (o the rendition date, cach Non-Opzrator shall fumish Op i jon as to burdens (lo include, but not
51 bo limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the d valuation of any lcasehold estate is reduced by reason of its being subject 10 outsianding excess royalties, oves-

53 riding royzlties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure (o the benefit of the owner or
54 owners of such leaschold estato, and Opcrutor shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon scparate valuations of each party’s working interest, then notwithstanding
56 anything to tho contrary herein, charges to the joint account shall be mads and pald by the partics hereto in accordance with the tax
57 wvalue generated by each party's working interest. Operator shall bifl the other parties for their proportionate shares of all tax payments in
58 the manncr provided in Exhibit “C™.

59

60 If Op iders any tax improper, Opcralor may, et its discretion, protest within thc time and manner
61 prescribed by law, and prosecute the protest to a final determination, unless ail parties agree to sbandon the protest prios to final deter-
62 mination, During the pendency of administrative or judicial proceedings, Operator may clect to pay, under protest, afl such taxes and any

63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shalt pay the tox for the joint ac-
64 count, together with any intcrest and penalty accrued, and the total cast shall then be assessed against the partles, and be paid by them, as
65 provided in Exhibit “C".

66

67 Each party shall pay or cause to be paid sil production, severance, excise, gathering and other taxes imposed upon or with respect
68 10 the production or handling of such party"s share of oil and/or gas produced under the terms of this agreement.

69

70
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ARTICLE VII
continued
1 G. [losurance:
2
3 At all times while operti are ducted h der, Operator shall comply with the workmen's compensation law of
4 the statc where the operations are being conducted; provided, however, that Operator may be a self-insurer for lability under said com-
5 pensation laws in which cvent the only charge that shall be made to the joint account shall be as provided in Exhibit “C". Operator shall
6 also cary or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made o part
7 hereof. Operator shall require all contractors engaged in work on o for the Contract Area to comply with the workmen's compensation
8 Iaw of the state where the operations are being conducted end to maintain such other i as Operator may require,
9
10 In the event automobile public liability insurance is specificd in said Exhibit “D”, or subsequently lves the epproval of the
11 parties, no direct charge shall be made by Operator for premiums paid for such i for Op '8 ive equip
12
13 ARTICLE VIiL,
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
15
16 A. Surrender of Lenses:
17
18 The leases covered by this agreement, insofar as thcy embrece acreage in the Contract Area, shall aot be sumendered in whole
19 or in part unless all parties consent thereto.
20
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and eny rights in production
24 thercafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest, the assigning party shall and deliver to the party or parties not ing to such der an oil and gas leass covering
26 such oil and gas interest for a term of one (1) year and so long therealler as oil und/or gas is produced from the land covered thereby, such
27 fease 1o be on the form sttached heseto as Exhibit “B”. Upon such assignment or lease, the assigning party shall be relicved from ell
28 obligations thereaRer accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equip and pro-
30 duction other than the royaltics rctained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
31 party assignor or lessor the reasonable salvage valus of the latler’s interest in any wells and equip ibutable to the assigned or leas-

32 ed acreage. The value of all materind shall be determined in accordance with the provisions of Exhibit “C”, less the estimated cost of
33 selvaging and the estimated cost of plugging and abandoning. If the assig or lease iy in favor of more than onc pasty, the interest
34 shall be shared by such parties in the proportions that the interest of cach bears to the total interest of all such parties.

35

36 Any nssignment, lease or surrcnder made under this provision shall not reduce or change the assignor's, lessor’s or surendering
37 penty’s interest as it was immedintely before the assignment, leaso or der in the bal of the Contract Area; and the screage
38 assigned, Icased or dered, and subseqy pertions thereon, shall not thercaficr be subject to the terms and provisions of this
39 agreement,

40

41 B. Reaewal or Extenslon of Leases:

42

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect Lo participate in the ownership of the
45 renewnl lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired il their several proper pro-
46 pontionate shares of the acquisition cost allocaled to that part of such [ease within (he Contract Area, which shall be in proportion to the
47 interests held at that time by the parties in the Contract Area.

48

49 If some, but less than all, of tho perties clect to participats in the purchase of a | jease, it shall be owned by tho partics
50 who elect to participats theseln, in a ratio based upon the relationship of their respective p ge of participation in the Contract Arca
S1 to the aggregate of the percentages of participation in the Contrect Asea of all parties participating in the purchase of such § leasc.
52 Any renewel lease in which less than all parties elect to panticipats shall not be subject to this agreement.

53

54 Each party who particif in tho purchase of a | lease shall be given an assignment of its proportionate interest therein
55 by the acquiring party without warranty of title, except as to acls by, through or under the acquirlug party,

56

57 The provisions of this Article shall apply to renewal leases whether they are for the entire intercst covered by the expiring lcase

58 or cover only a portion of its area or an interest therein. Any rencwal lease teken before the expiration of its predecessor lease, or taken or
59 contracted for within six (6) months after the expiration of the existing lcase shall be subject to this provision; but any lease taken or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewn) lease and shall not be subject to
61 the provisions of this agrecment.

62
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases.
64
65 C. Acreage or Cash Contributions:
|
66
! 67 While this agreement is in force, if any party contracls for a contribution of cash towards the drilling of a well or any other

68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
69 applicd 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-
70 tribution is made shall promptly tender an assignment of the acreage, without wamenty of title, to the Drilling Parties in the proportions
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ARTICLE VIl
continued

said Drilling Partics shared the cost of drilling the well. Such rereage shall become a separute Contract Area and, to the extent possible, be
8 d by provisions identical to this agr Eech party shall promptly notify all other parties of any acreage or cash coniributions
it may obtain [n support of any well or any other operation on the Contract Area. The above provisions shall also be epplicable to op-
tional rights to cam ecreage outside the Contract Area which are in support of a well drilied inside the Contract Area.

If any party for any iderali lating to disposition of such party's shars of sub fuced h der, such
ideration shall not be d d a contribution as confemplated in this Article VIILC,

D. Maintenance of Uniform Interests:

For the purpese of maintaining uniformity of ownership in the oil and gas leasehold i d by this agr w
party shall scll, cncumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
cquipment and production unless such disposition covers either:

1. the cntire interest of the party in all leases and cquipment and production; or
2. an equal undivided intcrest in afl leases and equipment and production in the Contract Area,

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

If, at any time the intcrest of any party is divided amcng and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners 1o appoint a single trustec or agent with full authority to receive notices, approve expenditures, receive billings for
and epprove and pay such party’s share of the joint expenses, end to deal gencrally with, and with power to bind, the co-owners of such
party’s interest within tho scopo of the operati braced in this ogr h , 8ll such co-owners shall have the right to enter
into and all or agr for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to reccive, separately, payment of the sule procecds thereof.

E. Whaiver of Rights to Pertition:

If permitied by the laws of the siate or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition end have sct aside to it in scveralty its undivided
interest therein.
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION
This agreement is not intended to creatc, and shall rot be d to create, a p of partnership or an association

for profit between or among the parties heseto, Notwithstanding any provision herein that the rights and liabilities hereunder arc several
and not joint or collective, or that this agreement and operations hereunder shall not constitule a partnership, if, for federal income tax
purposes, this agreement and the operations h der are rgarded as a p hip, cach party hereby affected elects excluded
from tho application of all of the provisions of Subchapter “K", Chapter 1, Subtitle “A”, of the Internal Revenue Code of , BS per-
mitted and authorized by Scction 761 of the Code and the regulalions p fgated th der. Op 13 authorized and directed to ex-
ecute on behalf of each party hereby affected such evid of this election as may be required by the S y of the Treasury of the
United States or the Federal [ | R Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations §.761. Should there be any requirement that cach party hercby affected give further
evidence of this election, each such party shall exccute such docwnents and fumish such other cvidence as may be required by the
Federzl Interna} Revenue Service or as may be necessery to evidence this clection. No such party shall glve any notices or take any other
action i i with the election made hereby. If any present or futurs income (ax laws of the state or states in which the Contract
Area is located or any future income tax la the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A™, of the Intemal Revenue Code of , under which an election similar to that provided by Section 761 of the Code is per-
mitted, cach party hereby affected shall make such election as may be permitted or required by such laws, In inaking the foregoing elec-
tion, each such party states that the income derived by such party fram operations b der can be adequately d ined without the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may scttle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does oot exceed Thirty thousand and No/100 Dollars
(. 30,000.00 ) and if the payment is in complete settlement of such claim or suit. If the emount required for settlement ex-

ceeds the above amount, the partics hereto shall essume and take over the further handling of the claim or suit, unless such authority is
delegated to Operalor. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
penss 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
sucd on account of any matter arising from operations hercunder over which such individual has no control 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 claim

it involvj A i i
gm:;tnlﬂo.mﬁmmspl:ﬁgg& t;:‘ll claims or suits involving ttle to any interest subject to this Agreement shall be treated as o

ARTICLE XI.
FORCE MAJEURE

If any party is rendesed unable, wholly or in part, by force majeure to camy out its obligations under this agreement, other than
the obligation to make moncy payments, that party shall give to il other partics prompt written notlce of the forco majeure with
reasonably full particul Ing it; th pon, the obligations of the party giving the notice, so far as they are affected by the force

ajeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the forco majeure situntion as quickly as practicable.

The requirement that any force maji shall be died with all ble dispaich shall not require the seltlement of strikes,

lockouts, 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 d

The term “force majeure”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, go ital action, gover | delay,
or inaction, unavailabilily of equipment, and any other cause, whether of the kind specifically enumerated ebove or otherwiss, which is
not reasonably within the control of the party claiming suspensian

ARTICLE X1l.
NOTICES

All notices suthorized or required between the parties and required by eny of the provisions of this agrecment, unless othenwise
specifically provided, shall be given in wriling by mail or tclegrum, postage or charges prepaid, or by telex or telecopier and addressed to
the parties 10 whom the nolice is given at the uddresses listed on Exhibit “A”. The originating notice given under any provision hercof
shall be deemcd given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice Is received. The second or eny responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex ar telecopier. Each party
shall have the right to change its address at any time, end from time to time, by giving written notice thereof to all other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This sgreement shall remain in full force and eflect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party heseto shall cver be construed as having any right, title or interest in or to any
Tease or oil and gas interest contributed by any other party beyond the term of this sgreement,

O Option No. 1; So long es 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 i I, or otherwise.

® Option No, 2; In the cvent the well described in Article VLA, or any subsequent well drilled under any provision of this

Br results in production of oil and/or gas in paying quantitics, this agreement shall continue in force so long as any such well or
wells produce, ar are capable of production, and for an additional period of __pinety (90) __ days from cessation of ell production; provided,

however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, rewerking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions hove been pleted and if production results thereliom, this agr shall inue in force as provided hercin. In the eveat the
well described in Article VLA, or any subsequent well drilled hereunder, resulls in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Arca, this agreement shall lerminate unless drilling, decpening, plugging back or rework-
ing operations are d within _ninety (90)  days from the date of abandonment of said well.

It is agreed, however, (hat the termination of this agreement shall not rclicve any parly hereto from any liability which has
accrued or attached prior to the date of such termination.

.13-
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ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Lows, Regulations and Orders:

This agreement shall be subject to the conservation laws of the stets in which the Contruct Arca is localed, to the valid rules,
regulations, and arders of any duly constituted regulatory body of said state; and to all other appliceble federal, stote, and loce} laws, or-
dinances, rulcs, regulations, and orders.

B. Governing Law:

This agrecment and all matters pertaining hereto, including, but not limited to, malters of performance, non-performance, breach,
remedies, procedurcs, rights, duties, and interpretation or ion, shall be g d and d ined by the law of the state in which
the Contract Area is located, iFthe-Contrast-Asou-is-in-two-or-moro-states; the-dow-of thostateof —— 0 ——
shall-govern:

C. Regulatory Agencies:

Nothing herein contained shall grant, or bo construcd to grant, Operator the right or authority to waive or releasc any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, rcgulations or orders promulgnted

under such laws in rcference to oil, gas and mineral op , including the locati p or production of wells, on trects offset-
ting or adjecent to the Contract Area.

With respect to operati h der, Non-Op agree to relcase Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Op 's interpretetion or application of rules,
rulings, regulations or orders of the Department of Encrgy or pred or gencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees lo reimb Op for any applicable to such Non-
Operator's share of production that Op may be required to refund, rebate or pay as a result of such an Incorrect interpretation or
epplicalion, together with interest and penalties thereon owing by Operator as a result of such i interpretation or applicati

Non-Op authorize Op to prepare and submiit such documents as may be required to be submitted to the purchaser

of any crude oil sold hereunder or to any other person or entily pursunnt to the requirements of the “Crude Oil Windfall Profit Tox Act
of 1980", as same may be amended from time to time (“Act”), and any valid regulations or rules which may be issucd by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and ell certifications or other information
which is required to be fumnished by said Act in a timely manner and in sufficient detail to permit compliance with sald Act.

ARTICLEXY.
OTHER PROVISIONS

Sce actached Article XV,

-14-




ARTICLE XV.
OTHER PROVISIONS

A, With respect to a well drilled or deepened pursuant to Article VI.B.2. for which the
Consenting Parties have not been fully reimbursed for the amounts provided in Article VLB.
{"Non-Consent Well"), the right to propose and to participate in further operations under Article
VILB. for such Non-Consent Well shall be limited as follows:

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

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

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

C. Priority of Proposals:

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

control in the order enumerated, as follows:

1. Prior to Reaching the Objective Depth

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

b. In the event that impenetrable conditions or mechanical difficulties
prevent reaching the Objective Depth, a proposal to sidetrack in an effort

to reach the Objective Depth shall have priority over a proposal to attempt
a completion in a formation already reached.

2. After the Objective Depth Has Been Reached

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




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

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

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

e. An election to sidetrack the well. -

f. An election to plug and abandon.

It is provided, however, that if at the time said participating parties are considering any of
the above clections the hole is in such a condition that a reasonable, prudent operator would not
conduct the operations contemplated by the particular election involved for fear of placing the
hole in jeopardy or losing the same prior to completing the well in the objective depth or
objective formation, such election shall not be given the priority hereinabove set forth,

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

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

F. The lien and security interest granted by each Non-Operator to Operator and by Operator
to the Non-Operator under Article VIL.B. shall extend not only to such party's oil and gas rights
in the Contract Area (which for greater certainty shall include all of cach 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 shall extend to
all proceeds and products of all 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 file this Operating
Agreement as a lien or mortgage in the applicable real estate records and as a financing statement
with the proper officer under the Uniform Commercial Code.

G. If, following the granting of relief under the Bankruptcy Code to any party hereto as
debtor thereunder, this Agreement should be held to be an executory contract within the meaning
of 11 U.S.C. 365. then the Operator, or (if the Operator is the debtor in bankruptcy) any other
party, shall be entitled to a determination by debtor or any trustee for debtor within thirty (30)
days from the date an order for relief is entered under the Bankruptcy Code as to the rejection or
assumption of this Operating Agreement. In the event of an assumption, Operator or said other
party shall be entitled to adequate assurances as to future performance of debtor's obligation
hereunder and the protection of the interest of all other parties.




H. At the request of any party, all the parties hereto shall execute a recordable Memorandum
and Financing Statement referring to this Agreement, the Contract Area of this Agreement, and
the rights and obligations of the parties under this Agreement,

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

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

K. As to the Contract Area covered hereby and for so long as this Operating Agreement
remains in effect, this Operating Agreement is intended to supercede and take the place of any
previously existing Operating Agreement(s) the parties hereto may have entered into prior to the
date of this Operating Agreement.
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ARTICLE XV1.
MISCELLANEOUS

1
2
3
4 This agreement shall be binding upon and shall inure to the benefit of the partics hercto and to their respective heirs, devisces,
S legal representatives, successors and assigns.
6
7
8
9

This & may be d in any ber of parts, each of which shall be considered an original for all purposes.
IN WITNESS WHEREOF, this agreement shali be effective as of 1st day of Japuary  ,(year) 2008 .
0 h P Pmd d zimulaled this form for i p and that the form
ed
12 was printed from and W&M!wﬁs‘ft’u?&l {6 % AAPL Fom 610-1982 Model Form Operating Agreement, os

13 published in diskette form by Forms On-A-Disk, Inc. No-ehanges;-alierations;-er-modifications;-other-than-thoso-in-Astieleg———00—nu —
14 -havo-been-made-to-tho-form:

16 OPERATOR

19 Devon Energy Production Company, L.P.

e ICG gmiﬁent

26 NON-OPERATORS

MeCombs Energy, LLC

35 Premier Oil & Gas, lnc.

38 TKEHGENr Joiics, VIEE Presiaent

65 Hackberry 31 State #2
66
67
68
69
70
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STATE OF OKLAHOMA )
)SS
COUNTY OF OKLAHOMA )
The foregoing instrument was acknowledged before me this day of

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

My Commission Expires:
Notary Public
STATE OF TEXAS )
)SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 2008, by Ricky Haikin, Vice President of McCombs Energy, LLC, on
behalf of said corporation.
My Commission Expires:
Notary Public
STATE OF NEW MEXICO )
)SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

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

My Commission Expires:

Notary Public




EXHIBIT “A”
Attached to that certain Operating Agreement dated January 1, 2008,
by and between Devon Energy Production Company, L.P., as Operator,
and McCombs Energy, LLC, et al, as Non-Operator.
IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT .

All of Section 31, and W/2 of Section 32, all in T225-R26E, Eddy County, New Mexico,
Containing 953.80 acres, more or less

RESTRICTIONS, IF ANY. AS TO DEPTHS. FORMATIONS, OR SUBSTANCES:
None

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

BCP of ACP of Initial Well
Initial Well and Subsequent Wells

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

100.0000% 100.0000%

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

OVERRIDING ROYALTIES
To be determined

OIL & GAS LEASES SUBJECT TO THIS AGREEMENT:

Lease No. 1

Lease Serial No.: V-6025

Lease Date: May 1, 2001

Lessor: State of New Mexico

Lessee: Rolla R. Hinkle I

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

Lease No. 2

Lease Serial No.: V-6218

Lease Date: May 1, 2001

Lessor: State of New Mexico

Lessee: Rolla R. Hinkle I

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

Section 31: Lots 1,2,3,4,E2 W2




EXHIBIT “B”
Attached to that certain Operating Agreement dated January 1, 2008,

by and between Devon Energy Production Company, L.P., as Operator,
and McCombs Energy, LLC, et al, as Non-Operator.

There is no Exhibit “B” to this Operating Agreement.
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! Auached to and made a part of ___that certain Operating Agreement dated January 1, 2008 by and between Devon
2 Energy Production Company, L.P., as Operator, and McCombs Energy, LI.C, et al, as Non-Operator
3
4
5
6
. ACCOUNTING PROCEDURE
- JOINT OPERATIONS
11
12 1. GENERAL PROVISIONS
13
14 I. Definitlons
s
16 "Joint Property" shall mean the rcal and personal property subject to the agreement to which this Accounting Procedure
17 is attached.
18 “Joint Operations® shall mean all operations necessary or proper for the development, operation, protection and
19 maintenance of the Joint Property.
20 “Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
21 Operations and which are to be shared by Lhe Parties.
22 "Operator” shall mean the party designated to conduct the Joint Operations.
23 "Non-Operators® shell mean the Parties to this agreement other than the Operator.
24 “Parties” shall mean Operator and Non-Operators.
25 "First Level Supervisors” shall mean those ecmployees whose primary function in Joint Operations is the direct
26 supervision of other cmployees and/or contract labor directly employed on the Joint Property in a field operating
27 capacity.
28 *Technical Employees” shall mean those employees having special and specific enginecring, geological or other
29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
30 problems for the benefit of the Joint Property.
31 “*Personal Expenses” shall mean trevel and other reasonable reimbursable expenses of Operator’s employees.
32 "Material” shall mean personal property, equipment or supplies acquired or hield for use on the Joint Property.
33 “Controllable Material® shall mean Material which at the timc is so classified in (he Material Classification Manual as
34 most recently recommended by the Council or Petroleum Accountunts Socicties.
35
16 2, Staterent aud Billings
37
38 Operator shall bill Non-Operators on or before th: last day of cach month for their proportionate share of the Joint
39 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
40 expendilure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
42 fully described in detail.
43
44 3. Advances and Payments by Non-Operators
45
46 A. Unless otherwise provided for in the agreement, the Operator may require "}',f No -)Opcmors to advance Lheir
47 share of estimated cash outlay for the succeeding month's operation wilhin—-ﬂﬁo'eaﬂlg days after receipt of the
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
49 each monthly billing to reflect advances received from the Non-Operators.
50
; 51 B.  Each Non-Operator shall pay its proportion of all bills within fifteen (15) deys after receipt. If payment is not made
‘\ 52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Bapnle of Amerfen, Dallas, Texns
1 53 on the fist day of the month in  which  delinquency occurs  plus 1% or the
54 maximum conlract rate permitted by the applicable usury laws in the state in which the Joint Property is [located,
I 55 whichever is the lesser, plus attorney’s fecs, court costs, and other costs in connection with the collection of unpaid
1 56 amounts.
] 51
58 4, Adjustments
: 59
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Audits

A. A NonOperator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the Joint Account for any calendor ycar within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of writien exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section I Where there are two or more Non-Operators, the Non-Operators shali make
every reasonable effort to conduct a joint audit in a manner which will result in a minimum of Inconvenience
to the Operator. Operator shall bear no portion of the  Non-Operators' audit cost incured under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Opecrator, except upon the resignation or removal of the Operalor, and shall be made
at the expense of those Non-Operators approving such sudit.

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

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is altached contains no

contrary provisions in regard thereto, Opcrator shall notify all Non-Operators of the Operator's proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

IL. DIRECT CHARGES

Operator shall charge the Joint Account with the following itemns:

3.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements lo satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollution control procedures as required by applicable laws and regulations.

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

A. (1) Salaries and weges of Opemators field employees directly employed on the Joint Property in the conduct of
Joint Operations.

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

(3) Salaries and wages of Technical Employees directly employed on the lJoint Property If such charges are
excluded from the overhead rates.

(4) Solaries and wages of Technical Employees cither lemporarily or pennanently assigned to and directly
employed in the operation or the Joint Property if such charges arc excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salariess and wages are chargeable to the Joinl Account under Paragraph 3A of this Section 1l
Such costs under this Paragraph 3B may be charged on a "when and as paid basis® or by “percentage sssessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section L If
percentage assessment is used, the rate shall be bosed on the Operator's cost experience.

C. Expenditures or contributions made pursuant (o assessments imposed by govemmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11

(OPAS
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1 S. Material
2
3 Materiul purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be
6 avoided.
7
8 6. Transportation
9
10 Transportation of employees and Material necessary for the Joint Operations but subject o the following limitations:
1"
12 A. If Material is moved to the Joint Property [rom the Operator's warchouse or other properties, no charge shall be
13 made to the Joint Account for a distance greater than the distance from thc nearest reliable supply store where like
14 meterial is normaily available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
15
16 B. I surplus Material is moved to Operator's warehousc or other storage point, no charge shall be made to the Joint
17 Account for a distance greater than the distance to the ncarest reliable supply store where like material is normally
18 available, or railway receiving point ncarest the Joint Property unless agreed to by the Parties. No charge shall be
19 mede to thc Joint Account for mwoving Material to other properties belonging to Operator, unless agreed to by the
20 Parties.
21
22 C. In the application of subparagraphs A and B above, the option to cqualize or charge actual trucking cost is
23 available when the actusl charge is $400 or less exciuding accessorial charges. The $400 will be adjusted to the
24 amount most recently recommended by the Council of Petroleum Accountants Socictics.
25
26 1. Services
27
28 The cost of contract services, equipment and utilities provided by outside sources, excepl services excluded by Paragraph
29 10 of Section II and Paragraph i, ii, and iii, of Section 1Il. Thec cost of professional consultant services and contract
30 services of technical personnel directly cngaged on the Joint Property if such charges are excluded from the overhead
31 rates, The cost of professional consultant scrvices or contract services of technical personnel not directly engaged on the
32 Joint Property shall not be charged to the Joint Account unlzss previously agreed to by the Parties.
33
34 8. Equipment and Facilitics Furnished By Opcrator
35
36 A Operator shall charge the Joint Account for usec of Opecrator owned cquipment and facilitics at rates commensurate
37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
38 expense, insurance, taxes, depreciation, and interest on pross investment less accumulated depreciation not to
39 exceed cight percent ( 8 %) per annum. Such rates shall not exceed average commercial
40 rates currently prevailing in the immediate area of the Joint Property.
41
42 B. In lieu of charges in Paragrmph 8A above, Operator may elect to use average commercial rates prevailing in the
43 immediate area of the Joint Property less 20%. For automotive cquipment, Operator imay elect 10 wvse rales
44 published by the Petroleum Motor Transport Association.
45
46 9. Damages and Losscs to Joint Property
47
48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dameges or
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross
50 negligence or willful misconduct. Operator shall fumish Non-Opcrator written nolice of damages or losses incurred es
51 soon as practicable after a report thereof has been received by Operator.
52
53 10. Legal Expense
54
55 Expense of handling, investigating aend settling litigation or claims, discharging of liens, payment of judgments and
56 smounts paid for sewlement of claims incurred in or resulting from operations under the agreement or necessary to
57 protect or recover the Joint Property, except thal no charge for services of Operators legal staff or fees or expense of
58 outside attomeys shall be made unless previously sgreed to by the Parties. All other legal expenso is considered 1o be
59 covered by the overhead provisions of Section HI unless atherwics aoreed tn hu the Dartier evmant ae ameided ie Cociiee
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Insurance

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

Abaad t and Recl tlon

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

Communications

Cost of acquiring, leasing, installing, operating, repniring and maintzining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the ecvent communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be inade as provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 11 and which
is of direct bencfit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

1iI. OVERHEAD

Overhiead - Drilling and Producing Operations

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

( X )Fixed Rate Basis, Paragraph |A, or
( ) Percentage Basis, Paragraph 1B

Unless othenwise agreed to by the Parlies, such charge shall be in lieu of costs and oxpenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section 1. The cost and expense of services (rom outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be congidered as included in
the overhead rates provided for in the above selected Paragraph of this Section LI unless such cost and expense are
agreed to by the Parties as a dircct charge to the Joint Account.

ii. The salarles, wnges and Personal Expenses of Technical Einployees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property:

( ) shall bs covered by the overhead rates, or
( X )shall not be covered by the overhead rates.

iti. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professlonal consuitant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in

the operation of the Joint Property:

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

A Overhead - Fixed Rate Basis

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

COPAS
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i is later, except that no charge shall be made during suspension of drilling or completion operations
2 for fifteen (15) or more consecutive calendar days.
3
4 (2) Charges for wells undergoing aony type of workover or recompletion for a period of five (5)
5 consecutive work days or more sball be made at the drilling well rate. Such charges shall be
6 applied for the period from date workover operations, with rig or other units used in workover,
7 commence through date of rig or other unit release, except that no charge shall be made during
8 suspension of operations for fifteen (15) or morc consccutive calendar days.
9
10 (b) Producing Well Rates
t
12 (1) An active well either produced or injected into for any portion of the month shall be considered as
13 a one-well charge for the entire month.
14
5 (2) Each active completion in a multicompleted well in which production is not commingled down
16 hole shall be considcred as a onc-well charge providing each completion is considered a separate
17 well by the governing regulatory authority.
18
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the
20 production shall be considered ss a one-well charge providing the gas well is directly connected to
2] a permancnt sales outlet.
22
23 (4) A onewell charge shall be made for the month in which plugging and abandonment operations
24 are completed on any well. This onc-well charge shall be made whether or not the well has
25 produced except when drilling well rate applies.
26
27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
28 allowable, transferred allowable, elc.) shall not qualify for an overhead charge.
29
30 (3) The well rates shall be adjusted es of the first day of April each year following the cfective date of the
3 agreement to which this Accounting Procedure is attached. The adjusiment shall be computed by multiplying
32 the rate currently in use by thc percentage increase or decrease in the average weekly eamings of Crude
33 Petrolcun and Gas Production Workers for the last calendar year compared to the calendar year preceding as
34 shown by the index of average weekly 2amings of Crude Petroleum and Gas Production Workers as published
35 by the United States Depariment of Labor, Burcau of Labor Statistics, or the equivalent Canadian index as
36 published by Statistics Canada, us applicable. The adjusted rates shall be the rates currently in use, plus or
37 minus the computed adjustment,
38
39 B—0verhead—Poreentage-Basis
40
41 ¢H—Operater-shall-charge-theJoint-Accountat-the-following-rates:
42
43 {ay—Development
44
45 Neroant %%} of the-cost-of-development-ulthe-JointProperiy-exelusive-ofeests
46 provided-under-Raragraph-10-of-Section-H-and-all-salvage-credits:
47
43 (b)—Operating
49
50 Percent-{————%)-ofthe-cost-efoperating-the-Joint-Rroperty-exclusive-ofcesis-provided
51 under—Paragraphs—3—and—10—of—Section—H,—all—salvage—credits—the—value—of—injected—substances—purchased
52 for—secondary—recovery—and——all—taxes—and-—assessments—which—are—levied,—assessed—and—paid—upon—uie
53 ntineral-interest-in-and-to-the-Jeint-Properay-
54
55 (D)—Application-oF Overhead—Percentage-Basis-shall-be-as-follows:
56
57 For—the—purpese—ef—determining—echarges—on—a—percentage—basis—under—Paragraph—tB—oF—this—Section—IL
58 development—shall—include—all—eosts—in—eonnestion—with—drilling,—redrillingr—deepeningr—er—any—ramodial
59 H ananu_ae nll _svalls i \ I7H tha wnra Af AilMllan ca 2w d camee. ce-ald. e . . . .
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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, plus
B. ___3  %ofcosts in excess of $100,000 but less than $1,000,000, plus
C. 2 % of costs in excess of $1,000,000.

Tota]l cost shall mean the pross cost of eny one preject. For the purpose of this paragraph, the component parts of a single
project shall not be treated separutely and the cost of drilling and workover wells and anificial lift equipment shall be
excluded.

3. Catastrophe Overhead
To compensate Operator for overhead costs incumed in the cvent of expenditures resulting from & single occurmrence due
to oil spill, blowout, explosion, fire, storm, humricane, or other catastrophes as agreed 1o by the Parties, which are
necessary to restore the Joint Property to the equivalent condition that existed prior to the event cousing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:
A. ___ 5 _ %oftotal costs through $100,000; plus
B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus

C. 2 % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Section III shall apply.

4. Amendment of Rates

The overhead mtes provided for in this Section 1l may be amended from time to time only by mutual agreement
between the Partics hereto if, in practice, the rates are found to be insufTicient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements affecting the Joint Property. Operator shall provide all Material for use on Lhe Joint Property, however, at
Operator's  option, such Material may be supplied by the Non-Opecrator, Operator shall make timely disposition of idle andfor
surplus  Material, such disposal being made either through sale 10 Operator or Non-Operator, division in kind, or sale to
outsiders. Operalor may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Partics.

1. Purchases
Material purchased shall be charged at the price paid by Operator afler deduction of all discounts received. In cese of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Matenal transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash di

A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(CPAS
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pound Oil Field Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priccd at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Associetion interstate 30,000 pound Wuck rate,
to the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priccd at the lowest published out-of-stock prices
fo.b. the supplier plus transportation cousts, using the Qil Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway recciving 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
more shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above.
Freight charges shall be calculated from Lorzin, Ohio.

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

(c) Line pipe 24 inch OD and over and % inch wull and larger shall be priced fob. the point of
manufacture  at cumrent new published prices plus transportation cost to the railway receiving point
nearest the Joint Property.

(d) Line pipe, including fabricated linc pipe, drive pipe and conduit not listed on published price lists shall
be priced 8t quoted prices plus freight to tho milway receiving point necarest the Joint Property or at
prices agreed to by the Parties.

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

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

railway receiving point nearest the Joint Property.

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

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

point of manufacture, plus transportation costs, il applicable, to the milway receiving point nearest the Joint

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

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 new price, as determined by Paragraph A.

(2) Material used on and moved from the Joint Property

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

(b) At sixty-five percent (65%) of current new price, as dctermined by Paragraph A, if Material was
originally charged to (he Joint Account as used Material

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as detennined by Paragraph A.

COPAS
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| (2) ConditionD
2
3 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
4 shall be priced on a basis commensurate with its use. Operotor may dispose of Condition D Material
5 under procedures normally used by Operator without prior approval of Non-Operators.
6
7 (8) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B scamless line pipe
8 of comparable size and weight.  Used casing, tubing or drill pipe utilized as line pipe shall be
9 priced at used line pipe prices.
10
1" (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.p.
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
13 Upset tubular goods shall be priced on a non upset basis.
14
15 (3) Condilion B
16
17 Junk shell be priced at prevailing prices. Operator may dispose of Condition E Material under
18 procedures normally utilized by Operator without prior approval of Non-Operators.
19
20 D. Obsolete Material
21
22 Material which is serviceable and usable for i3 originel function but condition and/or value of such Malerial
23 is not equivalent to that which would justify a price 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 Material.
26
27 E.  Pricing Conditions
28
29 (1) Loading or unloading costls may be charged to the Joint Account at the rate of twenty-five cents (25¢)
30 per hundred weight on all tubuler goods movements, in lieu of actual loading or unloading costs
3l sustained at the stocking point. The above rale shall be adjusted as of the first day of April each year
32 following January 1, 1985 by the same percentage increase or decrcase used to adjust overhead rates in
33 Section 1If, Paragraph 1.A.(3). Each year, the ratc calculated shall be rounded to the nearest cent and
34 shall be the reto in ecffect until the first day of April next year. Such rate shall be published each year
35 by the Council of Petroleum Accountants Societies.
36
37 (2) Material involving erection costs shall be charged at applicable percentoge of the cument knocked-down
38 price of new Material.
39
40 3. Premium Prices
41
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 (he Joint Account for the required
44 Material at the Operator's sctual cost incurred in providing such Materiol, in making it suitable for use, and in moving it
45 to the Joint Property; provided notice in writing is fumished to Non-Opcrators of the proposed charge prior to billing
46 Non-Operators for such Material.  Each Non-Operator shall have the right, by so electing and notifying Operator witlhin
47 ten days after receiving notice from Operator, to fumish in kind ell or part of his share of such Material suitable for usc
48 and acceptable to Operator.
49
50 4, Warranty of Material Furnished By Operator
51
52 Operator does not warrant the Material fumished. 1In case of defective Material, credit shall not be passed to the Joint
53 Account until adjustment has been received by Opertor from the manufacturers or their agents.
54
55
56 V. INVENTORIES
57
58 The Operator shall maintain detailed records of Controllable Material,
59




==, COPAS 1984 ONSHORE
Recommended by the Council
of Petroleum Accountants
Sodleties

- N . . S W,

overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be takon whenever there is any sale, chamge of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Partics as quickly as possible after the transfer of
interest tzkes place. In such cases, both the seller end the purchaser shall be govemed by such inventory. In cases
involving a change of Operatar, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged w0 the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account.

COPAS
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EXHIBIT "D"

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

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

c) Automobile public liability 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 $10,000,000.00 any one
occurrence. Non-Operators shall elect, in writing prior to spudding, to be covered under such
policy or shall furnish Operator with evidence that it carries for its own account such insurance with
minimum limits corresponding to those provided for in 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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A.APL.FORM 610-E - GAS BALANCING AGREEMENT - 1992 bopidCAN ASSOCIATION OF FPETROLEUM LANDMEN

APPROVED FORM AAPL NO.6

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 __January 1, 2008

BY AND BETWEEN Devon Energy Production Company, L.P., as Operator .

AND ___McCombs En LC, etal on-Operator ("OPERATING AGREEMENT")

RELATING TO THE __All of Section 31-T22S8-R26E AREA,
Eddy COUNTY/RPARISH, STATE OF New Mexico

1. DEFINITIONS

The following definitions shall apply to this Agreement:

1.0l "Arnm's Length  Agreemenl" shall mean any pas sales agreement with an  unaffiliated purchaser or any gas sales
agreement with an affiliated purchaser where the sales price and delivery conditions wunder such agreement are
representative of prices and  dclivery condiions existing under other similar agreements in the area belween
unaffiliated parties at the samc time for natural gas of comparable quality and quantily.

1.02 "Balancing Area" shall incan (select one):

& 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 two or more producing intervals, each producing interval from which the Gas
production is not commingled in the wellbore shall be considered a separate well.

O all of the acreage and deplhs subject to the Operating Agreement.

u]

1.03 "Full Share of Current Production" shall mean the Percentage Interest 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 aegency having jurisdiction in such malters, which arce or may be made
available for sale or scparate disposition by the Parties, excluding oil, condensale and other liquids rccovered by
field equipment operated for the joint account. "Gas" does not include pas used in joint operations, such as for fuel,
recycling or reinjection, or which is vented or los! prior to its sale or delivery from the Balancing Area.

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 Scction 4.1 hercof.

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

1.07 "MMBWw" shall mean one million British Thermal Units. A Brilish Thennal Unit shall mean the quantity of heat
required (o raisc one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a
constant pressurc 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 cmployed in conncction with an operating agreement, the individual or entity
designated as the operator of the well(s) located in the Bulancing Area.

1.09 “Overproduced Party" shall mean any Parly having taken a pgreater quantity of Gas from the Balancing Arca (han
the Percentage interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area.

1.10 "Overproduction® shall mecan the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in
the cumulative quantity of all Gas produced from the Balancing Area.

1.1t "Party” shall mean those individuals or enlities subject to this Agreement, and their respective heirs, successors,
transferees and assigns.

1.12 "Percentage Interest” shall mean the percentage or decimal interest of cach Party in the Gas produced [rom the
Balancing Arca pursuant to the Operating Agreement covering the Balancing Area.

1.13 "Royalty" shall mean payments on production of Gas from the Balancing Arca to all owners of royalties, overriding
royalties, production payments or similar interests.

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

1.15 "Undemproduction® shall mean the deficiencv  hetwean  tha  mumidative  acscdibes af  Aao oo o -
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, . , . . in accordance with each Parties’ interest ju tl I}
requircments, Operator is authorized (o deliver the volumes so nominated / ang confimmed ('n,f con malfon |'s rlgcﬂfred) to the

tmni arllvﬂﬁli ‘elimr’. j n;n_c,cordance with the terms of this Agreement., provided however, the Well is capable of delivering the nominated voluiue for the
P 5.2 chy garty sﬁill mmake a reasonable, good faith effort to take its Full Share of Current Production each month, 10 the
extent that such production is required lo maintain leases in effect, to protect the producing capacity of a well or reservoir, to
preserve correlative rights, or to maintain oil production.

33 When a Party fails for any reason lo lake ils Full Share of Curremt Production (as such Share may be reduced by the
right of Wie other Paries to make up for Underproduction as provided hercin), the other Partics shall be entitled to take any
Gas which such Party fails to take. To the extent practicable, such Gas shall be made available initially to each Underproduced
Party in the proportion that its Percentage Interest in the Balancing Area bears to the total Percentage [Interests of all
Underproduced Parties desiring to teke such Gas. If all such Gas is not taken by the Underproduced Parties, the portion not
taken shall then be made avoiloble to the other Partics in the proportion that their respective Percenlage Interests in the
Balancing Area bear to the total Percentage Interests of such Parties.

34 All Gos tesken by a Party in accordance with the provisions of this Agrcement, regardiess of whether such Party is
underproduced or overproduced, shall be regarded as Gas taken for its own account with fitle thereto being in such (taking
Party.

3.5 Notwithstanding the provisions of Section 3.3 lhereof, no Overproduced Party shall be entitled in any month to take any
Gas in excess ot‘m“lhr!::c‘:l rhcuxdacg n\’fﬁf}’:‘m 932%) of its Percentage Interest of the Balancing Area's then-current Maximum
Monthly Availability; 78 p! veidccl, Howcver, at tqls limitation shall not apply to the cxtent that it would preclude production
that is required to maintain lecases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative
rights, or (o maintain oil production. "Maximum Monthly Availability" shall mean the maximum average monthly rate of
production at which Gas can be dclivered from the Balancing Arca, os detenmined by the Operator, considering the maximum
cfficient well rate for each well within the Balancing Area, the maximum allowable(s) set by the appropriate regulatory agency,
mode of operation, production facility capabilities and pipeline pressures.

36 In the event that a Party fails to makc arrangements to ftake its Full Share of Current Production required to be
produced to maintain leases in effect, lo pmlcctI ll‘t:w%ccn’!u::ing capacity of a well or rescrvoir, to preserve comelative rights, or
to maintain oil production, the Operator may sell / any part of such Party's Full Share of Current Production that such Pany fails
to lake for the account of such Party and render to such Party, on a cument basis, the full proceeds of the sale, less any
reasonable marketing, compression, treating, gathering or transportation costs incurred directly in connection with the sale of
such Full Share of Current Production. In meking the sale contemplated herein, the Operator shall be obligated only to obtain
such price and conditions for the salc as are rcasonable under the circumstances and shall not be obligated to sharc any of its
markets. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are consistent
with the minimum nceds of the industy under the particular circumstances, but in no event for a period in excess of one
year. Notwithstanding the provisions of Article 3.4 hereof, Gas sold by Operator for a Party under the provisions hercof shall
be deemed to be Gas taken for the account of such Party.

4, IN-KIND BALANCING .
. . reaspnable notice of .

4.1 Effective the first day of any fPlrcendu rmlo ith o}lgv(:gg atlcast thirty (__30 __)days' prior
written notice to the Operator, / %ny lhderi)roauce’d Party may begin taking, in addition to its Full Share of Current
Production and any Makeup Gus taken pursuant to Section 33 of this Agreement, a share of current production delermined
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 Perceniage Interest of such Underproduced Party and the denominator of which
is the total of the Percentage Interests of all Underproduced Partics desiring to take Makeup Gas. In no event will an
Overproduced Party be required to provide more than thirty-five percent (35 %) of its Full Share of Current
Production for Makeup Gas. The Operator will prompty notify all Overproduced Parties of the election of an Underproduced
Party to begin taking Makeup Gas.

42 0O (Optional - Seasonal Limitation on Makeup - Option 1) Notwithstanding the provisions of Section 4.1, the
average monthly amount of Makeup Gas taken by an Underproduced Party during the Winter Period pursuant (o  Section 4.1
shall not exceed the aversge monthly amount of Mokeup Gas taken by such Underproduced Party during  the

( ) months immediately preceding the Winter Period.
42 0O (Optional - Scasonal Limitation on Makeup - Option 2) Notwithstanding the provisions of Section 4.1, no
Overproduced Party will be required to provide more than percent (___ %) of its Full Share

of Current Production for Makcup Gas during the Winter Period.

43 [ (Optional) Notwithstanding any other provision of this Agreement, at such (ime 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 hos produced all of its share of the uilimately recoverable reserves 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 fo

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

S.1 The Opecrator will maintain approprialc accounting on a monthly end cumulalive basis of the volumes iof that each
1 ays

Parly is entitled to reccive and the volumes of Gas aclually taken or sold for each Party's account. Within /
afler the month of production, the Operator will furnish a statement far cnch manth  chavdan 21V oot n-
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owners to whom it is accountablc as if such Perty were taking its Full Share of Cument Production, and only its Full Share of
Current Production,

6210 (Optional - For use only with Section 6.2 - Alternative I - Entitlement) Upon written request of a Party
tuking less than its Full Share of Cument Production in a8 given month (“Cument Underproducer”), any Parly teking more than
itts Full Share of Cument Production in such month ("Current Overproducer”) will pay to such Cument Underproducer an
amount ecach month cqual to the Royalty percentage of the proceeds received by the Current Overproducer for that poition of
the Current Underproducer's Full Share of Current Production teken by the Current Overproducer; provided, however, that
such payment will not excced the Royalty percentage that is common to all Royalty burdens in the Balancing Area. Paymenls
made pursuant to (his Scction 6.2.1 will be deemed payments to the Underproduced Party’s Royalty owners for purposes of
Section 7.5.

6.2 (Alternative 2 - Sales) Each Party shall pay or cause to be paid Royally duc with respect to Royaily owners to
whom it is accountable based on the volume of Gas actually taken for its account.

6.3 In the cvent that any governmental authority requires that Royally payments be made on any other basis than (hat
provided for in this Section 6, each Parly agrees to make such Royalty payments accordingly, commencing on the elfective date
required by such governmental authority, and the method provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlicr of the plugging and abandonment of the last producing interval in the Balancing Area, the termination
of the Operating Agreement or any pooling or unil agreement covering the Balancing Arca, or at any time no Gas is taken
from the Balancing Arca for a period of twelve (12) conseculive months, any Parly may pgive written notice calling for cash
settlement of the Gas production imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Arca,

7.2 Within sixty (60) days after thc notice calling for cash settlement under Section 7.1, the Operator will distribute to cach
Party a Final Qas Scltlement Statement detailing the quantity of Overproduction owed by each Overproduced Party (0 each
Underproduced  Party and  identifying the month 10 which such Overproduction is altributed, pursuant to the methodology
set out in Section 7.4.

73 DO (Alternative 1 - Direct Party-to-Party Settlement) Within sixty (60) days aRer receipt of the Final Gas Sculement
Statement, each Overproduced Parly will pay to each Underproduced Party entitled to scttlement the appropriate  cash
settlement, accompanied by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the
Operator of the Gas imbalance seltled by the Overproduced Party's payment.

73 B (Alternative 2 - Settlement Through Operator) Within sixty (60) days after receipt of the Final Gas Seulement
Statement, each Overproduced Party will send its «cash settlement, accompanied by appropriate accounting detail, to the
Operator. The Operator will distribute the monies so received, along wilth any setilement owed by the Operstor as an
Overproduced Party, to each Underproduced Party to whom sclilement is due within ninety (90) days aficr issuance of the
Fina! Gas Scttlement Statement In the event that any Overproduced Party fails to pay any settlement due hereunder, the
Operator may turn over responsibility for the collection of such scttlement to the Parly to whom it is owed, and the Operator
will have no further responsibility with regard to such seltlement.

73.1 4 (Optionat - For use only with Section 7.3, Alternative 2 - Settleaent Through Opcrator) Any Parly shall have
the right at any time upon thity (30) days' prior wrilten notice to all other Parties to demand that any settlements due such
Party for Overproduction be paid directly to such Paty by the Overproduced Party, rather than being paid through the
Operator. In the event that an Overproduced Party pays the Operator any sums duc to an Underproduced Party at any time
after thity (30) days following the roceipt of the notice provided for herein, the Overproduced Party will continue to be liable
to such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party.

74 © (Alternative 1 - Historical Sales Basis) The amount of the cash settlement will bc based on the proceeds
received by the Overproduced Party under an Amn's Length Agreement for the Gas taken from time to tme by the
Overproduced  Party in cxcess of the Overproduced Party's Full Sharc of Current Production. Any Makeup Gas taken by the
Underproduced Party prior to monetary settlement hereunder will be applied to offset Overproduction chronologically in the
order of accrual.

74 0O (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will be based on the proceeds
reccived by the Overproduced Party under an Armm's Length Agreement for the volume of QGas that constituted Overproduction
by the Overproduced Party from the Balancing Area. For the purpose of implementing the cash setlement provision of the
Section 7, an Overproduced Party will not be considered to have produced any of an Underproduced Party's share of Gas until
the Overproduced Party has produced cumulatively all ¢f its Percentage Interest sharc of the Gas ultimately produced fiom the
Balancing Area.

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 Party calculated at the Balancing Area, after deducting any production or severance taxes paid and any
Royalty actually paid by the Overproduced Party to an Underproduced Party's Royally owner(s), to the extent said payments
amounted to a discharge of said Underproduccd Party's Royalty obligation, as well as any reasonable markcting, compression,
treating, gathering or transportation costs incurred directly in connection with the sale of the Overproduction,

751 @ (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas
purchase contract providing for payment based on a percentage of the proceeds obtained by the purchaser upon resale of

rnoidie  mar  aad  lacdd kodemaadbecaa cccanceaed
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Balancing Area under Arm's Length Agreements during the months to which such Overproduction is atiributed. In the event
that no sales under Arm's Length Agreements were made during any such month, the cash settlement for such month will be
based on the spot sales prices published for the applicable pecographic arca during such month in a mutually acceplable pricing
bulletin.

7.7 Interest compounded at the / gg.len};fratc In effect at Bank of America, Daflas, Texas pereet-————5%)-peranmsm-or the maximum lawful
rate of Interest applicable to the Balancing Arca, whichever is less, will accrue for all amounts due under Section 7.1 beginning
the first day following the date payment is duc pursuent to Section 7.3. Such interest shall be borne by the Operator or any
Overproduced Party in the proportion that their respective dclays beyond the deadlines set out in  Sections 72 and 7.3

ntributed to the ac of the interest, ‘The Operator shall also be required to pay such interest If it has reccived payment from any Overproduced

ﬂrty?‘.)au ¢ %ﬁgﬁe‘? %gl{hgaycﬁﬁ ?e‘{llé rgn&t)&rﬁt‘:igéy "by Sestion 7.3, an Overproduced Party may deliver to the Underprod:ccd Party
an offcr lo seitle its Overproduction in-kind and at such rates, quantities, times and sources as may be agreed upon by the
Underproduced  Party. If the Parlies arc unable to agree upon the manner in  which such in-kind sctcment gas will be
fumished within sixty (60) days after thc Overproduced Party's offer to settle in kind, which period may be exicnded by
agreement of said Parties, the Overproduced Parly shall make a cash settlement as provided in Section 7.3. The wmeking of an
in-kind seutlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Partics
fail to reach agreement on an in-kind seltlement.

79 (Optional - For Balancing Arens Subject fo Federal Pricc Regulation) That portion of any monies collected by an
Overproduced Party for Overproduction which is subject to refund by orders of the Federal Energy Regulatory Commission or
other govcmmcnlni authority may be withheld by the Overproduced Party umtil such prices are fully approved by such
governmental  authority, wunless the Underproduced Party fumishcs a corporate underiaking, acceptable to the Overproduced
Party, agreeing (o hold the Overproduced Party harmless from financial loss due to refund orders by such governmental
authorily.

7.10 O (Optional - Iaterim Cash Balancing) At any Llime during the term of (his Agreement, any Overproduced Parly
may, in i sole discretion, make cash settlement(s) with the Underproduced Parties covering all or part of its outstanding Gas
imbalance, provided that such settlements must be made with all Underproduced Parties proportionately based on the relative
imbalances of the Underproduced Partics, and provided further (hat such sctilements may not be made more often than once
cvery twenty-four (24) months. Such scttlements will be calculaled in the same manner provided above for final cush
settlements, The Overproduced Party will provide Operator a detailed accounting of any such cash settlement within thirty (30)
days after the settlement is made.

8. TESTING

Notwithstanding any provision of this Agreement to the coantrary, any Party shall have the right, from time to (ime, to
produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the rcasomable deliverability tesi(s)
required by such Party's Gas purchascr, and the right to take any Makeup Gas shall be subordinate to the right of any Party to
conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only
after thirty ( 30 ) days’ prior writtcn notice to the Operator and shall last no fonger than

seven ( T heurs-days including prior shut-in time.
9. OPERATING COSTS

Nothing in this Agreement shall change or aflect any Party's obligation to pay its proportionate share of all costs and
liabilities incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operaling
Agreement, imrespective of whether any Parly 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 accordance with their Percentage Interests in the Balancing Area.
11. AUDIT RIGHTS

Notwithstanding any provision in this Agreecment or any other agreement between the Parties hereto, and  further
notwithstanding eny termination or cancellation of this Agreement, for a period of two (2) years from the end of the calendar
year in which any information to be fumished under Section 5 or 7 hereof is supplicd, any Party shall have the right to audit
the records of any other Party regarding quantity, including but not limited to information regarding Biu-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 scttlement is received pursuant to Section 7 to audit the records of any Overproduced Parly as to all matters concerning
values, including but not limited to information regarding prices and disposition of Gas from the Balancing Arca. Any such
audit shall be conducted at the expensc of the Parly or Partics desiring such audit, and shall be conducted, after reasonable
notice, during normal business hours in the office of the Party whose records are being audited. Each Party hereto agrees to
maintain records as to the volumes and prices of Gas sold cach month and the volumes of Gas used in its own operations,
along with the Royally paid on any such Gas used by a Party in its own opcrations. 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 Lhe provisions of this Agreement and the provisions of

any gas sales contract ar in tha evenl of anu canflict hat hn it _e e s . .. .. .
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and assigns, if any. Thc Parties fereto agree to give notice of the existence of this Agreement to any successor in interest of
any such Party and to 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 thercof, also subject to the terms of this Agreement.

12.5 Unless the conlext clearly indicates otherwisc, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

12.6 In the event that any “Optional® provision of this Agreement is not adopted by the Parties to this Agreement by a
typed, printed or handwritten indication, such provision shall not form a pat of this Agreement, and no inference shall be
made conceming the intent of the Parties in such event. In the event that any “Allemative" provision of this Agrecment is not
so adopted by the Parties, Altenative 1 in each such instance shall be deemed o have been adopted by the Parties as a result
of any such omission, In those cases where it is indicated that an Optional provision may be used only if a specific Allernative
is sclected: (i) an clection to include said Optional provision shall not be effective unless the Alternative 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 Altermative cither expressly or by default as provided herein shall not, in and of itself, constitute an election to
include an associated Optional provision.

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

12.8 If contemporancously with this Agrecement becoming effective, or thereafler, any Party requesis that any other Parly
execule an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and
submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Party to which such
request is made and delivered promptly thereafter to the Parly making the request. Upon receipt, the Party making the request
shall cause the memorandum or nolice to be duly recorded in the appropriate real property or other records affecting the
Balancing Arca.
——12:0-In—the—evont—Intemnal—Rovenuo—Service—ropulations—roquire—a—uniforn—methed—of—eemputing—taxable—income—by—all
Rarties,—euch—Rarty-—agroes—to—compute—and—reper—incomo—io—the—lnternal—Rovenue—Seprice—(seleet—one)—E—as—if—such—Party—were
taking—its—Full—Share—ef—Curront—Production—during—eaeh—relovant—tax—poried—in—ascerdanse—with—such—regulations,—insefar—as—same
rolate—to—entitlement—method—iax—computatisns;i—or—B—based—on—the—quantity —of —Gas—{aken—for—its—account—in—aceerdanso—with
such-regulations-insefar-as-samo-relate-to-sales-method-tax-computations: See 14.3 ou Page -5a-.

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sections 132 (if elected) and 13.3 hercof, and notwithstanding anything in this Agreement
or in the Operating Agreement to the contrary, if any Parly assigns (including any sale, exchange or other lransfer) any of ils
working intcrest in the Balancing Area when such Party is an Underproduced or Overproduced Party, Lhe assignment or other
act of transfer shall, insofar as the Parties hereto are concerned, include all interest of (he assigning or transferring Party in (he
Gas, all rights to receive or obligations to provide or take Makeup Gas and all rights to reccive or obligations to make any
monctary payment which may ultimately be due hcreunder, as applicable. Operator and each of the other Parties hereto shall
thercafter treat the assignment accordingly, and the assigning or ftransferring 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 assignce or other transferce (o assume its obligations hereunder.

13.2 O (Optional - Cash Settlement Upon Assignment) Notwithslanding anything in this Agreement (including but not
limited to thc provisions of Section 13.1 hereof) or in the Operating Agreement (o the contrary, and subject to (he provisions
of Section 13.3 hereof, in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of its
intcrest in a Balancing Area, such Overproduced Party shall notify in writing the other working intcrest owners who are

Parties hereto in such Balancing Area of such {act at least ( ) days prior to closing the
transaction.  Thereafter, any  Underproduced Party may demand from such  Overproduced Party in  writing, within
( ) days after receipt of the Overproduced Party’s notice, a cash settlement of its

Underproduction from the Balancing Arca. Thc Operator shall be notified of any such demand and of any cash settlement
pursuant to this Section 13, and the Overproduction and Underproduction of each Party shall be edjusied accordingly. Any cash
settlement pursuant to this Section 13 shall be paid by the Ovcrproduced Party on or before the earlier to occur (i) of sixty (60)
days after receipt of the Underproduced Party's demand or (ii) at the closing of the transaction in which the Overproduced
Party sclls, assigns, exchanges or otherwise transfers its interest in a Balancing Area on the same basis as otherwise set forth in
Sections 7.3 through 7.6 hereof, and shall bear interest at (he rate sct forth in Section 7.7 hereof, beginning sixty (60) days
after the Overproduced Party's sale, assignment, exchange or transfer of its interest in the Balancing Area for any mmounts not
paid. Provided, however, if any Underproduced Party does not so demand such cash scltlement of its Underproduction from the
Balancing Area, such Underproduced Party shall look exclusively to the assignee or other successor in interest of the
Overproduced  Party giving notice hereunder for the satisfaction of such Underproduced Parly's Underproduction in  accordance
with the provisions of Section 13.1 hereof.

13.3 The provisions of this Section 13 shall not be applicable in the event eny Parly mortgages its interest or disposes of its
intcrest by morger, reorganization, comsolidation or sale of substantially all of its assets to a subsidiary or parent company, or (o
any company in which any parent or subsidiary of such Party owns a majority of the stock of such company.

14. OTHER PROVISIONS




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
settlement under this provision.

In the event any Party feels a Party has produced more than its share of
recoverable reserves and wants to prohibit said Party from selling additional Gas,
the Party shall notify the Operator, including its estimate of remaining recoverable
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)(2) requires
that all co-producers of natural gas operating under the same joint operating
agreement must use the cumulative gas balancing method, as described under this
regulation, to report gas balancing for tax purposes. In the event of a conflict
between the provisions of this Section and any other provisions of this
Agreement, the provisions of this Section shall control.
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15. COUNTERPARTS

This Agreement may be executed in counterparts, cach of which when taken with all other counterparts shall constitute
a binding agreement belween the Parties hercto; provided, howcver, that if a Party or Parties owning a Percentage Interest in
the Balancing Area equal to or greater than a percent ( %) therein fail(s) to execute this

Agreement on or before , this Agreement shall not be binding upon any Party and shall be of
no further force and effect.

IN WITNESS WHEREOF, this Agreement shali be effective as of the day of

ATTEST OR WITNESS: OPERATOR

BY:

Type or print name

Tille

Date

‘Tax 1D or $.8. No.

NON-OPERATORS

BY:

Type or print name

Title

Date

Tax ID or S.S. No.

BY:

Type or print name

Tille

Date

Tax ID or S.S. No.
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ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The

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

Individual acknowledgment:
Statc of )

) ss.
County of )

This instument was acknowledged before me on

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

of

(Seal, if any)

Title (and Rank)

My commission expires:




EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY AND
NON-DISCRIMINATION SUPPLEMENT

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

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

During the performance of this contract, Contractor agrees as follows:

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

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

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

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

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

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

7. The Contractor will include the provisions of naraoranhe (1) thrauah 7V in avams




