
STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

OIL CONSERVATION DIVISION

APPLICATION OF CHISHOLM ENERGY OPERATING, LLC
FOR A NON-STANDARD SPACING AND fiRR 30 2018 PNGS: 1
PRORATION UNIT AND COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

CASE NO. 16115

CHISHOLM’S RESPONSE IN OPPOSITION TO PREMIER OIL & GAS. INC.’S
MOTION TO DISMISS

Chisholm Energy Operating, LLC (“Chisholm”), by and through its undersigned 

attorneys, files this response in opposition to Premier Oil & Gas, Inc.’s (“Premier”) motion to 

dismiss. For the reasons stated, the motion should be denied.

Contrary to Premier’s argument, the joint operating agreement (“JOA”) at issue does not 

supersede the authority of the Division to issue pooling orders. To the contrary, the JOA 

expressly states that it is subject to state regulatory orders. See, infra, Exhibit A. Nor does the 

JOA control the rights and obligations of the parties in this circumstance where the subject 

contract area overlaps the proposed spacing unit only across a portion of Section 31. The parties 

have no agreement to address the portion of the well and spacing unit within Section 6. Statutory 

pooling is thus necessary to combine all mineral interests within the proposed spacing where it 

crosses both Sections. As important, the Division has no authority or jurisdiction to determine or 

adjudicate the “private rights” and obligations of the parties under the JOA. But even if the 

Division does have that authority, the JOA does not preclude Chisholm from drilling a well 

outside and across the subject contract area. Premier points to no such provision within the JOA. 

Moreover, Premier has admitted that the JOA does not preclude proposing a well that extends



beyond the boundaries of the contract area. See, infra. Accordingly, for at least these four 

reasons, more fully addressed below, Premier’s motion should be denied.

First, contrary to Premier’s contention, the JOA does not preclude imposition of a 

Division order pooling all mineral interests. The JOA, in fact, expressly provides that “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.” See JOA, attached as Exhibit A, Art. XIV.A (emphasis added); see also Art. XV.I (“This 

Agreement shall be subject to the conservation laws of the state” and the “valid rules, regulations 

and orders of any duly constituted regulatory body of said state.”). Premier, as a party to the 

JOA, thus expressly acknowledged and agreed that the JOA is subject to the Division’s spacing 

and pooling orders and has no basis to contend otherwise.

Second, the JOA governs the parties’ voluntary agreement to explore and develop oil and 

gas interests only within the lands committed to the contract area. See generally, Exhibit A. It 

does not, however, proscribe development outside the contract area, nor does it preclude the 

Division from entering a pooling order that covers a portion of the lands within the contract area. 

Because the contract area under the JOA does not extend to lands in Section 6, which is partially 

included within the spacing and proration unit proposed by Chisholm, Premier and Chisholm do 

not have a voluntary agreement covering the lands necessary to develop the proposed well and 

spacing unit. Chisholm must therefore obtain an order combining all mineral interests within its 

proposed spacing and proration unit, including interests in Section 31 and 6, pursuant to NMSA 

1978, Section 70-2-17(C). Chisholm’s pooling application falls squarely within the Division’s 

authority to approve well spacing and to issue pooling orders combining mineral interests. The 

JOA is expressly subject to the Division’s authority and pooling orders. Premier’s attempt to
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obstruct Chisholm’s reasonable and equitable proposal for development is precisely the ‘“dog in 

the manger’ attitude” that forced pooling is intended to overcome. See Tenneco Oil Co. v. El 

Paso Natural Gas Co., 687 P.2d 1049, 1052 (Okla. 1984).

Third, courts, not the Oil Conservation Division, have jurisdiction to determine “private 

rights” regarding a contractual dispute between the parties as to any supposed limitations 

imposed by the operative joint operating agreement (“JOA”). The Division has jurisdiction and 

authority only to determine “public rights” relating to the public issue of conservation of oil and 

gas and the prevention of waste, not the private contractual rights between parties to a JOA. See, 

e.g., Hartman v. El Paso Nat. Gas Co., 1988-NMSC-080, ^ 30763 P.2d 1144 (recognizing 

distinction between “public rights vs. private rights” with respect to the (citing Tenneco Oil Co., 

687 P.2d 1049). The rights and obligations of parties within a contract area under voluntary 

agreements, such as the JOA at issue, “are to be determined by the district court.” Tenneco Oil 

Co., 687 P.2d at 1053; see also Samson Res. Co. v. Oklahoma Corp. Comm 'n, 742 P.2d 1114, 

1116. “The Oil Conservation Commission is a creature of statute, expressly defined, limited and 

empowered by the laws creating it.” Santa Fe Expl. Co. v. Oil Conservation Comm 'n of State of 

N.M., 1992-NMSC-044, ]f 27, 835 P.2d 819. Its powers extend to preventing waste and 

protection of correlative rights, not the adjudication of private rights between parties to a JOA. 

Marbob Energy Corp. v. New Mexico Oil Conservation Comm ’n, 2009-NMSC-013, 2, 206 

P.3d 135. The Division thus has no jurisdiction or authority to rule that the JOA relied on by 

Premier proscribes Chisholm’s proposal to drill across and outside of a contract area subject to a 

JOA.

Fourth, even if the Division did have jurisdiction to review this private right issue, which 

it does not, the JOA relied on by Premier does not prevent Chisholm from proposing a well that 

includes but extends beyond the limits of the contract area. Premier generally relies on the fact
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that a portion of the lands subject to Chisholm’s pooling application in Section 31 are within the 

contract area governed by the JOA, but cites no provision in the agreement that precludes or 

limits a party from proposing a well that extends beyond the contract area. In fact, no provision 

in the JOA imposes such a limitation. In fact, Premier admits that the JOA cannot be interpreted 

in that manner when it suggested extending Chisholm’s proposed well outside the contract area 

in an east-west direction, rather than north-south as Chisholm proposes. See email from K. Jones 

to B. Sullivan, 4/20/18, attached as Exhibit B. Here, Premier nevertheless urges this unsupported 

interpretation in an attempt to force Chisholm to position its proposed well in a lay-down 

orientation. Such an interpretation—where no such intent is expressly stated—would have far- 

reaching perverse results and will demonstrably result in waste. As will be shown through 

testimony and exhibits at hearing, Chisholm has determined that the geology in the area supports 

drilling horizontal wells in a stand-up orientation.

At issue is simply whether such a proposal complies with the Division’s well drilling and 

spacing rules and compulsory pooling authority. Contrary to Premier’s argument, the JOA is 

expressly subject to the Division’s regulatory authority to impose such orders.
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CONCLUSION

For the foregoing reasons, Premier’s motion to dismiss must be denied.

Respectfully submitted,

& HART LLP

H. Feldewert 
Adam G. Rankin 
Julia Broggi 
Post Office Box 2208 
Santa Fe, New Mexico 87504-2208 
(505) 988-4421 
(505) 983-6043 Facsimile 
mfeldewert@hollandhart.com 
agrankin@hollandhart.com 
jbroggi@hollandhart.com

Attorneys for Chisholm Energy 
Operating, LLC

CERTIFICATE OF SERVICE

I hereby certify that on April 30, 2018,1 filed a copy of the foregoing document with the 
Oil Conservation Division clerk and served a copy to the following counsel of record via Electronic 
Mail:

Ernest L. Padilla, Esq.
Padilla Law Firm, P.A.
P.O. Box 2523
Santa Fe, New Mexico 87504 
(505) 988-7577 
padillalaw@qwestoffice.net

Attorneys for Premier Oil & Gas, Inc.

109224461
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January 9,2008

Devon Energy Corporalion 
20 North Broadway 
Oklahoma City, Oklahoma 73102-6260 
Fax 406-552-6113

Premier Oil & Gas, Inc.
P. O. Box 1246
Artcsia, New Mexico 88210
Attn: Ken Jones

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

Gentlemen:

i

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

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

Hackberry 31 State Com #2 
S/2 Section 31 

920’FSL& 1310’ FEL 
Township 22 South, Range 26 East 

Eddy County, New Mexico 
100%WI

l
'RECEWE-0

% \ \

2. State of New Mexico Oil and Gas Leases V-6205 and V-6218 covering all of Section 
31-T22S-R26E are currcndy communitized by State of New Mexico agreement dated 
April 11, 2006, dedicating die S/2 Section 31 as the drilling and spacing unit for the 
Initial Development Location. Such leases have been extended beyond die expiration 
of their primary terms of April 30, 2006 by the use of a spudder rig and continuous 
operations in accordance with the terms of such Leases.
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Premier Oil & Gas, Inc.
January 9, 20OH 

Page 2

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

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

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

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

Hackberry 31 State Com #2
‘-'^30.5861% before casing point, not to exceed 110% of 

die dry hole cost as reflected on die Audiority for Expenditure 
attached hereto as Exhibit “C” and 20.00% after casing point

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

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

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

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

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

EXHIBIT A



Premier Oil & Gas, Inc.
January 9, 2008 

Page 3

If there are any questions or if additional information is required feel free to call me at 405-552- 
4633.

Yours very truly,

DEVON ENERGY PRODUCTION COMPANY, L. P.

1-s.cji wtay

Senior Land Advisor

Enclosure

Agree to and accept the above this_L day of January, 2008.

Premier Oil & Gas, Inc.

EXHIBIT A



EXHIBIT “A”

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

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

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

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

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

oi
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GAS

OIL

devon

DRILLING

COMPLETION

20 N. BROADWAY', SUITE 1500, OKLAHOMA CITY, OK 73102

AUTHORITY FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE

Exhibit "C" attached to letter agreement dated 
January 9, 2008 between Devon Energy Production 

AFENO.: 126323 Company, L.P. and Premier Oil & GaehontyKrish: Eddy

Lease Name - Well #: Hackberry 31 State 2 Slate: New Mexico
legal Description: SE/4 Sec. 3I-T22S-R26E Prepared By: Abbitl, Wyatt

AUTHORITY REQUESTED TO:

Drill and complete the Hackberry 31 State #2.

Code
Intangible Drilling Completion Dry Hole Total

Description Costs Costs Costs Costs

Oil DRILL-LAND, LEGAL 5,000 0 0 5,000

012 COMPL-SURF DAMAGES/RIGHTOFWAY 0 2,500 0 2,500

012 DRILL-SURF DMGS/RIGHT OF WAY 2.000 0 0 2,000

013 DRILL-LOCATION,ROADS, PITS, FNCS 50,000 0 0 50,000

014 ARCHEOLOGICAL TESTING 1,800 0 0 1,800

019 OTHER SITE PREPARATION 0 2,000 0 2,000

043 DAYWORK 612,000 68,000 0 680,000

044 DRILL-MOB/DEMOBILIZATION 37,500 0 0 37,500

045 DIRECTIONAL DRILLING 158,000 0 0 158,000

049 DRILL-OTHER CONTRACTOR SERVICE 10.000 0 0 10,000

101 COMPL-DRILL BITS ■ 0 1,000 0 1,000

101 DRILL BITS 53,000 o 0 53,000

102 COMPLETION FLUIDS 0 2,500 0 2,500

102 DRILL-DRILLING FLUIDS 125,185 0 0 125,185

103 DRILL-SURFACE RENTAL TOOLS & EQUIP 69,960 0 0 69,960

103 SURFACE RENTAL TOOLS & EQUIP (incl. foam/air ui 0 5.000 0 5,000

104 COMPL-DOWNHOLE RNTL TOOLS & EQ 0 1,000 0 1,000

104 DOWNHOLE RENTAL TOOLS & EQUIPMENT 22,320 0 0 22,320

109 DRILL-OTHER MATRLS & SUPPLIES 1,500 0 0 1,500

109 OTHER MATERIALS & SUPPLIES 0 2,000 0 2,000

201 DRILL-WELD, ROUTABOUT & OTHER 17,000 0 o 17,000

201 WELDING, ROUSTABOUTS & OTHER SERV 0 5,000 0 5,000

202 COMPL-DIRT WORK & HEAVY EQUIPN 0 2,500 0 2,500

202 DIRT WORK & HEAVY EQUIPMENT 4,800 0 0 4,800

203 DRILL-TRUCKING & HOTSHOT 15,000 0 0 15,000

203 TRUCKING & HOTSHOT 0 4,500 0 4,500

251 CEMENT & CEMENTING SERVICES 23,000 83,000 0 106,000

254 FLOWBACK EQUIP-TESTING SERVICES 0 10,000 0 10,000

255 LOGGING 0 25.000 0 25,000

257 DRILL-OPEN HOLE EVALUATION 120,800 0 0 120,800

259 CASING & TUBULAR SERVICES 9.000 0 0 9,000

261 COMPL-MISC.PUMPING SERVICES 0 5,000 0 5,000

263 DRILL-FLUID DISPOSAL 75,000 0 0 75,000

263 FLUID DISPOSAL 0 8,500 0 8,500

265 STIMULATION* GRAVEL PACK 0 200,000 0 200,000

269 COMPL-CONSULTANTS 0 15,000 0 15,000

269 CONSULTANTS 45,000 0 o 45,000

281 COMMUNICATION SERVICES 1,800 0 0 1,800

302 DRILL-WATER 38,000 0 0 38,000

302 WATER 0 8,500 0 8,500

306 COMPL-OTHER POWER & FUEL 0 1,500 0 1,500

Please includc/attach well requirement data with ballot EXHIBIT A
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GAS ___

OIL . ■ .

DRILLING

COMPLETION

20 N. BROADWAY. SUITE 1500, OKLAHOMA CITY, OK 73102

AUTHORITY FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE

County/Parisb; Eddy 
suit: New Mexico
Prepared By: Abbitt, Wyatt

AUTHORITY REQUESTED TO:

Drill and complete the Hackbeny 31 Stale #2.

Code
Intangible Drilling Completion Dry Hole Total

Description Costs Costs Costs Costs

306 DRILL-POWER & FUEL 74,250 0 0 74,250

501 PULLING & SWABBING UNITS 0 50,000 0 50,000

503. BACKFILL PITS/RESTORE LOCATION 10,000 1,500 0 11,500

552 DRILL-SAFETY EQUIP & TRAINING 2,160 0 0 2,160

559 DRILL-ENVMNT & SAFETY MISC 1,080 0 0 1,080

711 COMPANY SUPERVISION 0 2,000 0 2,000

721 COMPL- COMPLETION OVERHEAD 0 1,500 0 1,500

895 DRILL-TAXES -OTHER IDC 169,775 0 0 169,775

Total Intangibles 1,754,930 507,500 0 2,262,430

Code
Tangible Drilling Completion Dry Hole Total

Description Costs Costs Costs Costs

901 SURFACE CASING 13,991 0 0 13,991

902 INTERMEDIATE CASING 35,776 0 0 35,776

903 PRODUCTION CASING .0 222,759 0 222,759

915 TUBING 0 70,000 0 70,000

925 SUBSURFACE EQUIP 0 15,000 0 15,000

931 WELLHEAD VALVES & EQUIPMENT 9,000 10,000 0 19,000

941 TANKS ; 0 30,000 0 30,000

945 TREATING EQUIPMENT 0 16,000 0 16,000

961 COMPL-LINE PIPE,METERS & FITTINGS 0 10,000 0 10,000

986 COMPL-SURFACE-OTH TANG EQUIPMENT 0 10,000 0 10,000

Total Tangibles 58,767 383,759 0 442,526

TOTAL ESTIMATED COSTS 1,813,697 891,259 0 2,704,956

Nttic: Coii» and participation* are gccerally esiiiwRtes. Billings will be based oo nciaal eapendHtirc*

WORKING INTEREST OWNER APPROVAL

Company name:

Signature: Print Name:

Title:

Date:

Email:

APE NO.: 126323
Lease Name - Well #: Hackberry 31 State 2
Legal Description: SE/4 Sec. 31-T22S-R26E

rr

Please include/attach well requirement data with ballot.EXHIBIT A



EXHIBIT “B”
Attached hereto and made part of that certain Letter Agreement dated January 9, 2008 

between Devon Energy Production Company, L.P., McCombs Energy, LLC, and
Premier Oil & Gas, Inc.

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

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT 

DATED

January 1 , 2008

OPERATOR Devon Energy Production Company, L.P.

CONTRACT AREA All of Section 31, anil W/2 of Section 32, all in 

__________________ Township 22 South, Range 26 East__________

COUNTY OR PARISH OF Eddy STATE OF New Mexico

COPYRIGHT 1982 - ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN, A100 FOSSIL CREEK HLVD.. FORI' 

WORTH. TEXAS, 76137-2791. APPROVED 

FORM. A.A.P.L. NO. 610 - 19X2 REVISED

1 •
rr
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A.A.P.L. FORM 610- MOD. ORM OPERA TING AGREEMENT - 1

TABLE OF CONTENTS

Aniclc Title Pam:
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A.A.P.L. FORM 610 - MC ^ FORM OPERATING AGREEMENT - .

1 OPERATING AGREEMENT
2
3 ITUS AGREEMENT. entered into by and between Devnn Energy Prndmtion Coniimnv, I..P.

4 _________________________________________________________________________ . liercniiillcr designated and

5 referred to as ''Operator'’, and the signatory patty or parties oilier than Operator, sometimes hereinafter referred to individually herein 

0 as •Non-Operator", and collectively as “•Non-Operators".

7

8 WITNESSETH:

9

10 WHEREAS. the parties to this agreement ate owners of oil and gas leases and/or oil and gas interests in the hind identified in

11 Exhibit -A", nntl (lie patties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for (he

12 production ofoil and gas to the extent and as hereinafter provided,

13

14 NOW, THEREFORE, it is agreed as follows;

15

16 ARTICLE I.

17 DEFINITIONS

18

19 As used in this agieement. the following words and terms shall have the meanings hcie asuibed to them:

20 A. The lemi "oil and gas” shall mean oil, gas. casinghead gas, gas condensate, and all oilier liquid or gaseous hydrocarbons

21 and oilier marketable substances produced therewith, unless an intent to limit die inclusivcncss of this term is specifically stated.

22 B. The terms "oil and gas lease", "lease" and "Daschold” shall mean the oil and gas leases cnvciaig tracts of land

23 lying within the Contract Area which are owned by the parties to this agreement.

2-1 C. The term "oil and gas interests" shall mean uileased fee and mineral mteicsts in tracts of iuml lying within the

25 Contract Area which are owned by parlies to this agreement.

26 D. The term "Conduct Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended tn be

27 developed and operated for oil and gas putposcs under this agreement. Such lands, oil und gas leasehold interests and oil and gas interests

28 are described in Exhibit "A".

29 E. The term "drilling unit” shall mean the area fixed lor the drilling of unc well by order or i ulc ol any state or

30 federal body having authority. If a drilling unit is not fixed b> any such rule or order, a drilling unit shall be the drilling unit as cstablish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Diilling Parties.

32 F. The term "drillsitc’’ shall mean the oil and gas le.isc or interest on which a proposed well is to be locuicd.

33 G. The terms "Drilling Parly" und "Consenting Patty" shall mean a parly who agices to join in and pay its slime of lite cost of

34 any operation conducted under the provisions of this agreement.

35 JI. The terms "Non-Drilling Parlv" and "Non-Consenting Party’' shall mean a parly who elects not to participate

36 in a proposed operation.

37

38 Unless the context otherwise clearly indicates, wuds used in the singular include the pluial. the plural includes the

39 singular, and die neuter gender includes the masculine and the teminine.

JU

41 ARTICLE II.

42 EXHIBITS

43

44 The following exhibits, us indicated below and attached hereto, are incorporated in and made a pail hereof:

45 0 A. Exhibit "A", sliull include the following information:

46 (I) Identification of lauds subject to litis ugieemenl.

47 (2) Restrictions, if any, us to depths, formations, or substances.

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

49 (4) Oil and gas lenses and/or oil and gas interests subject to this agreement.

5U (5) Addresses of panics Tor notice purposes.

51 E-----U. Exhibit -B'-VEonn of Leas*

52 0 C. Exhibit "C". Accounting Procedure.

53 0 D. Exhibit “D”, Insurance.

54 0 E. Exhibit “E”, Gas Balancing Agreement.

55 0 P. Exhibit “F”, Non-Discrimination and Certification of Nun-Segregated Facilities.

56 O—G. Exhibif^'G-.-Tax-Partnership:

57 If any provision of any exhibit, except Exhibits "L" and—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 

6U 

61 
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64 
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66
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A.A.P.L. FORM 610 - MC FORM OPERATING AGREEMENT -

; ARTICLE III.

2 INTE b. KSTS OF I* A H I IES

3

I A. Oil and Ciiis Interests:

5

6 If any party owns on oil and gas inlcrcsl in the Contract Area. that interest shall be Realed for all purposes of tins agreement 

? and during die term hereof as if it were covered by (he form of oil and gas lease attached herein as Exhibit "13", and (he owner thereof 

H shall be deemed to own buth the royalty interest reserved in such lease and the interest of the lessee thereunder.

9

10 It. Interests of Parties in Costs and Production:

11

12 Unless changed by other provisions, all costs and liabilities incurred in operation* under this agreement shall lie borne and

13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their inlctcsls ate set 

N forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas front the Contract Area subject to tire 

13 payment of royalties to Ihe extent ofone-ciuhlli fl/H11*) which sluill be borne as heieinafter set forth.

16

I? Regardless of which party has contributed the lcase(s) and/or oil and gus mtcresi(s) hereto on which royalty is due and

18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear und shall pay or deliver, m

19 cause to be paid or delivered, to (he extent of its interest in such production, lire royally amount stipulated hereinabove and shall hold the

20 oilier parties free from any liability therefor. Mo party shall ever be responsible, however, on a price basis higher than tire price received

21 hy such party, (u any other party's lessor or royalty owner, and if any such other party's lessor or royally owner should demand ami

22 receive settlement on a higher price basis, (he party contribut ng the affected lease shrill bear Ihe additional royalty burden*attributable to

23 such higher price.

2-1

25 Nothing contained in this Article III.B. shall be deemed an assignment or eross-ussignment uf interests covered hereby.

26

27 C. Excess Royalties, Overriding Royalties and Other Payments:

28

29 Unless changed by other provisions, if the interest of any party in any lease coveied hereby is subject to any ruyally,

30 overriding royally, production payment oi ether burden on production in excess of the amount stipulated in Article HI M , such party so

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from an>

32 and all claims und demands for payment asserted by owners of such excess burden.

33

3-1 I). Subsequently Created Interests:

35

36 If any parly should hereafter create an overriding royalty, production puvmcnt qj; other burden navable out ol production
pnd is.not,recorded With the Counts Clerk of Eddy ( pmily, New Mexico

37 atinbulable to its working interest hcicundcr. or it such a burden existed prior to tins agreement f and is not set forth in Exhibit "A", or

38 was nut disclosed in writing to all other parlies prior to die execution of litis agreement hy ail parties, or is not ajoimly acknowledged und

39 accepted obligation of all parlies (any such interest being hereinafter referred to us "subsequently created interest" irrespective of Hie

40 timing of its creation und the party out of whose working imercsl lire subsequently created interest is derived being hereinafter referred

41 to as "burdened party"), and.

43

44

45

46

47
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49
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54

55
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1. If the burdened party is required undci this agreement to assign or relinquish to any other parly, or parties, all or a portion 

of its working inlcrcsl and/or Ihe production attributable thereto, »aid other party, or parties, shall receive said assignment and/or 

production free and clear of said subsequently created interest and the burdened party shall indemnity and save said other party, 

or parties, harmless from any and all claims and demands far payment asserted by owners of the subsequently cicalcd interest: 

and.

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, nil provisions of Article VII.M. shall he 

cnlbrccublc aguinst ihe subsequently created interest in the suine manner us they arc enforceable against the working interest ol 

the burdened party.

ARTICLE IV. 

TITLES

A. T itle Examination:

Title examination shall be made on die drillsile of iny proposed well prior to commencement of drilling operations or. if 

the Drilling bailies so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ

ed. in the drilling unit around such well. The opinion will include die ownership of the working interest, minerals, royalty, overriding 

royally and production payments under the applicable leases. At lire lime a well is proposed, each part) contributing leases aud-'or oil und 

gas interests to the drillsile, or to be included in such drilling unit, shall furnish to Operator nil abstracts (including federal lease status 

reports), title opinions, title papers and curative material in its possession lice of charge. All such mlbrmalion not in die possession of or 

made available to Operator by the parties, but necessary for the examination of die title, shall he obtained hy Operator. Operator shall 

cause title to be examined by uttornevs on its staff or by outside attorneys. Copies uf all title opinions shall he furnished to cadi party 

hereto. I he cost incurred by Operator in this title program sluill be borne as follows:

□ Option No I: Costs incurred by Operator in proeui ing abstracts and title examination (including preliminary, supplemental, 

shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided m Exhibit V\ 

and shall not he a direct charge, whether performed by Operator s stall'attorneys or by outside attorneys.
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1

2

3

4

5

6 

7

a

9

10 

i I 

12 

13 

1*1

15

16

17

18

19

20 

21 

22
23

24

25

26

27

28

29

30

31

32

33 

3*1

35

36

37

38

39

40

41

13 Potion No 2: Cos Is incurred hy Operator in procuring abslracls and Ices paid outside attorneys for lille examination

(including preliminary, supplemental, stuil-in gas royally opinions and division order title opinions) shall be borne by tire Drilling Parlies 

in lire proportion that the interest of each Drilling Parly bears lo ilic total interest of all Drilling Parties as such interests appear in Ex

hibit "A'\ Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of lire above 

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements rcquiicd in connection 

with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 

designations or declarations as well as the conduct of hearing? before governmental agencies for lire securing of spacing or pooling orders. 

This shall not prevent .any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until alter (I) the title to the drillsilc or drilling unit has been examined as abuve 

provided, and (2) lire title has been approved by Lite examining attorney or title has been accepted by all of the parties who arc lo par* 

ticipalc in the drilling of the well.

U. Loss of Title:

------- 1—Failure-oP-Title—Sheuld-any-o4-and gas4ntarest-oMeaser-*tfHntarest-Uiefgin,-bti lost ihrouglr-failtire-eP-titlth-whieh-loss-ftfsuits-in-a

irHluolion-of-intwwit-from-thHt-shown on Exhibit “A”, thc-party-uontfibuting-tlie-Bffected-lease-or-intofest-shoU-lutvo-ninety-(9(3>-dt*ys 

I'rom-nnaUloterminuhoir-oFtiUo-faiture-te-aequife-a-new-leuse or-olher-iiislrumenl uiiring-lho-o>itiroty-o(4he-lillo-4hiluier-whioh-ucquisi- 

tiim-will not-be-subjeet-to-ArtiGlo VllhU—ab4 failing-ttvdo-ser-this-agroenn?ntrH>ovc«rtholes5^shall-continutf m-foroe-as lo-all-remammg-ed 

aiidgasleasc5-andHMlerest&f-and,-

entiriiHl-te-fooovef-rrom-Opqrateeer-the-otlwr parties any devidepfflimFoM^wraling-oests-whiolt-iHiiay-liHve-ditfrelolbro-paid-oMUcnrredj

--------(b^-ft)ere shall be-n6-f«tfoaotive-adjustmeni-of-ojf)>tfnses-ine-urrcd-oM'<»venues-ftfoeivod-lrom-tho-operatiiHw>f-tl't»-imerest-whiclt has

been-4osh-but-tlre-tnttffests of-tJia-parties-shall-be-revisgd-on-an-aareagtf-basis.-as-of Qw-time-it-is detennined-finally-Uiat-litlo-failure-ltas-oe- 

ourred-so-UrBt-the-imerest-of-the-party-whese-lease-OFHntorest-is-afl'ected-by-the-titlu-failure will-ihereaf'tar-b&-redueeiJ-iH-4he-Goniraci 

Area-by-theumeum-of-tlre-interest'lostT

-------(o)—If-Uw-proportionate-imerest-ef-the-otlier-|Htft4es-heret<»-tn-any-prodwHrg well theretofore drilled-OH-the -€twiraot-Area 4s

increased-by-reasoii-of-tlie--t«tla--l'ailuFer4he--party-wh0so4rtle-lras--failod-shalLf<H:c*iv(Mlre-proceeds-altFibiitaWtf-4o-4he-increase--i»r--suGl»4H- 

turest-(less-oostir-amM>ufdeHs-atiributable4l>efeto)-unl4l4t-lifls- been reimbursed fof-OHreoovef-ed-oosts-i>ai44>^4t-rir-ot>nnec4ioir-vHttr-su<jli 

wc4k

-to be the-ownef of-any-mterest-m-Oio-tiile -winch has 

ition.devofepmenh-o^-equipincnfc-suuh-amcHml-shall-be-paid-to-U)e*-party-or-puith»

who-bore-tlre-eosts-whieli aie so refunded;

------ (c)—Any-fiabiltty to-aeoount-tB-a-thifd-part^Hor prior pFoduotion-of-oil-and-gas-whiolt-Hr-tses-hy reason-ol-litle-faduro-shalf-be

bome-by^lKJ-party-OF-parties-wIrose-titte-feiletMn-the-satHe-prt^urtioniHiMvhiulr they-slwred^sr-SHclt-prro^produenoiH-and;

-------(4)—No-clmrge-shall-bfr-made-to tha-jtunt-aaoounl-for-lcgal expenses, fees-iir-sakHes^iir-ooniUHHioth-wrllr-the-defense-ePtlie-Hrtctefrt

o}aimed-hy-any-party-heretOr4t-being4htMmention-eF4lie-pttr*4es-liereto-lhat-eaelr-shaU-deleml-title-to4ts-imorest-ai>d-boar-all-i»cpcnst>SHn 

cot m eel i im-lhefewi iIh
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------- 2—Loss-bv-Non-Favment-or-ErToneeus-PavmiHit-of-Amouiit-yue^—HV-thfuu^nnistako-or-oveFSighlr-any-feHtah-tdmtHH-well

paynientr-minimuni-foyally-or-royaUy payment,-4s-net-paid er-is erroneously pawl.-artd-as-a-fesulha-foase-ur-HHiereshUieRHtMermmaies; 

ihera-<dtall-b9-no-menetafy4iabilrty-ftgaiHS«-th«-party-wlto-failed-to make such paymwt^-hhiless-tfie-party-wIto-failed-to-inake tiuM'cHniiicd 

paymeiit-seaufas-a-

-aowago-basis, effective as of the 

I no-longer-be-crediled-wnli-un-mlerest-iu 

*• party-who-huled lo-make-lha

roquired-paymeHt-shall-not-bttve-beeu-fuUy-feimbuFsedral-the-tiHie-of-Uio-lossrfrom-lhu-prooiHsds or-thu-sule-of-oii-and-ga.s-tittrihutuble-40 

the4osl-intefcst,-oaloulaled-on an-aoFeago-basWj-feMlie-ilevelepmwU-Hiul-operaling-oosts-llierutofHre-paid-tur-Heuoum-of-suoli-hueK'sh-il

its-share-ol^lnMiosl-of-any-Uty-hole-prevHously-drilkKJ

------ (a)—Proceed s-oF-oil-and-ga.’TT-less-opofaOng-expcusesHhefetoftn'e-fleeriwil-to-the-CFedit-of-tlie-ltitit-interesh-on-Hn-iiefeHge-basitr

------ (b)—ProceedsHess-opefaling-^tpeflses.-thereaAer-aeeFued-allributable-lo-the lost interest-on-au-aefeage-basiih-oMJ>Ht-portion-of

oiLand-gas-thoreaftor-produood-aiid-maFketod-ta^FoludiHg-pFodoetion-lfom-any-wells-tliefealWF-drilledJ-whiohHH-the-absence-oF^uelHlease 

termination;-woultl-be-allrtbutafele-te-lhe lost interest on-an-a&feage-basis, up to-lhe-aiHount-trf-umeoevered-eostSr-the-pFoeeeds-of-Srtid 

portion-of-Utered-and-gas-te-bo-contfibuted by the other parties-mi>fopertion-<o-tlieFMespeuti*e4nteresH-and;

IosMof theiirivilege^l^Hiftreipating in tlie Contract Area of^ewming-a-partyMtHlus-agieementr

3. I. Ollier Losses: All losses incurred, otheMhaiv-lhose-'Sel forth in Articles IV.B.l. and IV.b.ir-abovo, shut! be joint losses 

and shall be borne by all parties in proportion lo their interests. There shall be no readjustment of interests in the remaining portion of 

the Contract Area.
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A.A.P.L. FORM 610 - MG _ FORM OPERATING AGREEMENT -

1 article; v.
2 OPERATOR

3

4 A. Designation and Responsibilities of Operator:

b Devon Energy Production Company, I-.P. shall he the

7 Operator of the Contract Area, and shall conduct and direct aid have full control of all operations on the Contract Area as pcntiiucd and

8 required by. and within tire limits of this agreement. It shall conduct all such operations in n good and workmanlike niunnei. Imt it shall

9 have no liability as Operator to die other parties lor hisses sustained or liabilities inclined, except such as ma> result horn gloss 

IU negligence or willful misconduct

11

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

13

14 I. Rcsiunalion or Removal of Operator: Operator may resign at any lime by giving written notice thereof to Nun-Opcialoix.

15 (('Operator laminates its legal existence, no longer owns an interest hereunder in the Cnuirael Area, or is no longer capable of saving as

16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator

17 may lie removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

IK affirmative vole of (wo (2) or more Non-Operators owning a majority interest based on ownership os shown on Exhibit "A” remaining

19 after excluding llic voting interest of Operator. Such resignation or removal shall not become effective until 7;U(J o'clock A M. on the

20 first day of the calendar month following the expiration of ninety (90) day s after the giving of notice of resignation by Operator or nciam

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an eat her

22 date. Operator, alter effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-

23 |H)rulc name or stiueluic of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not

24 be the basis for icmoval of Operator.

25

26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by

27 the parties, lire successor Operator shall be selected from tin panics owning an interest in the Contract Area at the lime such successor

28 Operator is selected. Hie successor Operator shall be selected by the affirmative vole of two (2) or more parties owning u majority interest

29 based on ownership as shown on Exhibit “A"; provided, however, if an Operator which Ims been removed fails to vote or votes only to 

3u succeed itself, the successor Operator shall be selected by the alTinuativc vote of two (2) or more parties owning a majority intucsi bused 

31 on ownership as shown on Exhibit **A” remaining alter excluding the voting interest of the Operator dial was removed.

33 C. Employees:

34

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

36 compensation for services performed shall be determined by ()| entlor, and all such employees shull be the employees of Opetatot

37

38 D. Drilling Contracts:

39

40 /Ml wells drilled on the Contract Area stiall be drilled on a competitive contract basis at the usual rates prevailing in die area If it m>

41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the picvailing

42 rates in the urea and llic rate of such charges shall be agreed upon by (lie parties in writing before drilling operations are commenced, and

43 such work shall be performed by Operator under the same terms and conditions as arc customary and usual in the area in contracts of in-

44 dependent contractors who arc doing work of a similar nature.

45

46

47

48

49 ARTICLE VI.

50 DKIM.INl. AND DEVELOPMENT

51

52 A. Initial Wrll:

53

54 On or befote the 1st dav ofFebruary , (t«»j 2008 . Operator shall commence llte drilling of a well lot

55 oil and gas at die following location: 920* FSL «& 1310* FKL of Section 31-T22SJ-R26E, Eddy County, New Mexico

56

57

58

59

60 and shall thereafter continue the drilling of the well with due diligence to a depth sufficient t» lest the Morrow formaliuu. expected 
. require drilling to a depth of approximately 11,675 feel

unless granite or other piactically impenetrable substance or condition in the hole, which renders further drilling itnpinciical, is en

countered at a lesser depth, nr unless all parlies agree to complete or abandon the well at a lesser depth

Operator shall make reasonable tests of all formations encountered during drilling which give indication of cuMauung ml and 

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, m which 

event Operator shall be required to lest only the formation or fo illations to w Inch this agreement may apply.

-4 -
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ARTICLE VI 

continued

1 if, in Operator's judgment, the well will not piodnec oil or gas in paving quantities, and it wishes to plug and abandon the

2 well its a dry hole, the provisions of Article VI.E.l. shall thereafter apply.

3

4

5

6 B. Subsequent Operations:

7

8 1. Proposed Operations: Should any party hereto desite to drill any well on the Contract Area other than the well piovidcd
recomplctc, sidetrack . „ ............ , ,

9 lor in Article VI.A., or to rework, deepen) / or plug back a dry hole drilled at the joint expense uf all parlies or ;i well nmitly owned bv all
recompute, sidetrack

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen. / or plug back such a well shall give the

11 other parties written notice uf the proposed operation, specify) ig the work to be performed, the location, proposed depth, objective Ibrma-

12 lion and the estimated cost of the operation. The parties receiving such ti notice shall have thirty (30) days alter receipt of the notice

13 within which to notify the parly wishing to do the work whether they elect to participate in the cost of the propused opeialion. If a drill-
reemunletc, sidetrack

14 ing rig is on locution, notice of a proposal to rework, plug hack, / or drill deeper may he given by telephone mid die response period shall he

15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a putty receiving such notice to reply within

16 the period above fixed stud! constitute an election by that parly not to participate in the cost of the proposed operation. Any notice or 

! 7 response given by telephone shall be promptly confirmed in writing.

18

19

20

21 If all parlies elect to participate in such a proposed opc alion. Operator shall, within ninety (90) days after expiration of the notice

22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on luca-

23 lion, as tire case may be), actually commence the proposed operation and complete it with due diligence at die risk and expense of all par-

24 ties hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to the other panics.

25 for a period of up to thirty (30) additional days if, in die sole opinion of Operator, such additional lime is reasonably necessary to ohtuin

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

27 animation or curative matter required for title approval or acceptance. Notwillistanding the lorcc majeure provisions of Article XI. if the

28 actual operation has not been commenced within (lie time provided (including any extension thereof ns specifically permitted herein) and

29 if any party hereto still desires to conduct said operation, writ .cn notice proposing same must be resubmitted to the other panics in aecor-

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

31

32

33

34 2. Operations bv Less than All Parlies: If any party receiving such notice as provided in .Article VI.B.I. or VII.O.l. (Option

35 No. 2) elects not to participate in the proposed operation, then, hi order to be entitled to die benefits of this Article, the party or parties

36 giving die notice and such other parlies as shall elect to participate in the operation shall, within ninety (90) days after tlic expiration of

37 iltc notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is

38 on location, as die ease may be) actually commence tlie proposed operation and complete it widi due diligence. Operator shall perform all

39 work for die account of die Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Opeiutm is

40 a Non-Consenting Party, the Consenting Panics shall cither: (a) request Operator to perforin the work required by such propused opera-

41 tion for die account of the Consenting Parties, or (b) designate one (I) of the Consenting Parlies as Operator to perform such wink Con-

42 seining Parties, when conducting operations on the Contract Vea pursuant to this Article VLB.2., shall comply with all terms and cun-

43 dilions of this agreement.

44

45

46

47 If less than all parties approve any proposed operation, die proposing party, immediately after the expiration of (lie applicable

48 notice period, shall advise die Consenting Parlies of Uic total interest of the parlies approving such operation and its iccoinmendation as

49 to whether tile Consenting Parties should proceed with the iteration as promised. Each Consenting Party, within forty-eight (48) hours

50 (exclusive of Saturday, Sunday and legal I holidays) after receipt of such notice, shall advise die proposing party of its desire to (a) limit pur-

51 tieipaiion to such party’s interest as shown on Exhibit "A" or (b) cariy its proportionate port of Non-Consenting Parties’ interests, and

52 failure to advise the proposing putty shall be deemed an election under (u). In the event a drilling rig is on location, die lime permitted for

53 such a response shall not exceed a total of forty-eight (48) hours <inclusive of Saturday. Sunday and legal holidays). I lie proposing puny.

54 at its election, may withdraw such proposal if dicre is insufficient participation and shall promptly notify all parties of such decision.

53

56

57

58 The entire cost and risk of conducting such operations shall lie borne by the Consenting Parlies in the proportions llicy have

59 elected to bear same under the terms of the preceding paragraph. Consenting Parlies shall keep tlic leasehold estates involved in such

60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.

61 If such an operation rcsulis in a dry hole, the Consenting Purtics shall plug und abandon the well and restore the surface location at their

62 sole cost, risk and expense. If any well drilled, reworked, dce|>e»cd or plugged back under the provisions of this Article results in a pro-

63 dtieer of oil and/or gits in paying quantities, the Consenting Parties shall complete und equip tlic well to produce at their sole cost and risk,

64

65

66

67

68

69

70
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ARTICLE VI 

continued

1 and the well shall then be turned over to Opeintor and shall be operated by it at the expense and for the account of the Consenting I’ar-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Panics

3 in accordance will) the provisions of litis Article, each Non-Consenting Parly shall be deemed to have relinquished to Consenting Parties. 

A and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting

5 Party's interest in the well and share of production there Iron until die proceeds of (he sale of such share, calculated at the well, or

6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royally, overriding royalty and other in-

7 tcrcsls not excepted by Article lll.D. payable out of or measured by the production from such well accruing with respect to such inleiest

8 until it reverts) shall equal the total of the following:

9

10 

11

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such

14 Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Nun-

15 Consenting Party's relinquished interest shall revert to it under other piovisions of this Article, it being agreed that each Non-

16 Consenting Parly's share of such costs and equipment 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 

IK

19

20
21 Cb) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing.

22 after deducting any cash contributions received under Article VUI.C., and 300 %of dial portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it hud

24 participated therein.

25

26

^ sidetracking

28 Ail election not to participate in the drilling, / or (he deepening 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, to which the initial Non-Consent election applied that is

30 conducted at any lime prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

3! reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation uf said well

32 and there shall be added to llie 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 chargeable to such Non-Consenting Party had it participated ilicicin If

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article Vi.B. shall be :ip-

35 plicublc as between said Consenting Parties in said well.

36

37

38

39 During the period of lime Consenting Parlies are entitled to receive Non-Consenting Party’s share of production, or the

40 proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other

41 taxes, and all royalty, overriding royally and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-

42 tide lll.D.

43

44

45

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

47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

49 mcnl to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

50

51

52

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the

54 Consenting Parties shall furnish each Non-Consenting, Party with an inventory of lire equipment in and connected to [lie well, and an
55 itemized statement of the cost of drilling, deepening, /*plugging back, testing, completing, and equipping the well for production; or, at its

56 option, the operating parly, in lieu of un itemized statement of such costs of operation, may submit a detailed statement of monthly bill-

57 mgs. Each month thereafter, during llte time the Consenting Parties arc being reimbursed os provided above, the party conducting the

58 operations for the Consenting Parties shall furnish the Nun-Consenting Parlies with on itemized statement of alt costs and liabilities in-

59 currcd in llte operation of the well, together with a statement of the quantity of oil and gas produced lrom it and the amount of proceeds

60 realized from lire sale of the well’s working interest produclon during the preceding month. In determining the quantity of oil and gas

61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Parly shall revert to it as

65 above provided; and if there is a credit balance, it shall be paid ’.o such Nun-Consenting Party.

66

67

68

69

70
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j H and when ihc Consenting Parlies recover from u Non-Consenting Patty's relinquished interest the amounts provided for above,

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and alter such reversion, such Non-

3 Consenting Parly shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the dtillmg, reworking, deepening or plugging

5 back of said well. Thereafter, such Non-Consenting Party shall be charged willi and shall pay its proportionate part of the further costs of

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

7

8

9
10 Notwithstanding the provisions of this Article VI.LV2., it is agreed that without the mutual consent of all parlies, no wells shall

11 be completed in or produced from ti source of supply from which n well located elsewhere on the Contract Area is producing, unless such

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

13

14

15
16 The provisions of this Article shall have no application whatsoever to tile drilling ol the ipjlial well described in Article VI,A
17 except (a) as to Article VII.D.I. (Option No. 2), if selected, or (b) as to the reworking, deepening, $ and pluggmg back of such initial welt

18 after if has been drilled to the depth specified in Article VI A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duclion, ceases to produce in paying quantities.

20 

21 

22
23 3. Stand-By 'l ime: When a well which has been drilled or deepened has reached its authorized depth and all tests have been

24 completed, and die results thereof furnished to the ptutics, stand-by costs incurred pending response to a party's notice proposing a

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne us part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response lime permitted, whichever

27 first occurs, and prior to agreement as to the participating interests of all Consenting lhirtics pursuant to the terms of the second grain-

28 inalicul paragraph of Article VLB.2., shall be charged to and borne as part of the proposed operation, but if die proposal is subsequently

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Panics in the proportion

30 each Consenting Party's interest as shown on Exhibit "A” bears to the total interest ns shown on Exhibit “A” of all Consenting Par-

31 tics.

32

33

34
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “deepening" operation shall

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change die bottom hole

37 location (herein call “sidetracking”), unless done to straighten the hole or to drill around junk in the hole or because of other

38 mechanical difficulties, Any party having the right to participate in a proposed sidetracking operation thul docs not own an interest in the

39 affected well bore at the time of the notice shall, upon electing to participate, lender to the well bore owners its proporiionaic share (equal

40 to its interest in (he sidetracking operation) of the value of that portion of lire existing well bore to be utilized as follows:

41

42

43

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs inclined in

45 Lire initial drilling of the well down to the depth at which the sidetracking operation is initiated.

46

47

48

49 (b) If the proposal is for sidetracking a well which bis previously produced, reimbursement shall be on the basis of tire well's

50 salvablc materials und equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with lire

51 provisions of Exhibit “C”, less the estimated cost of salvaging mid the estimated cost of plugging and abandoning.

52

53

54
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, tire response period

56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and

57 receive up to eight (8) additional days after expiration of the forty-eight (48) Irours within which to respond by paying for all stand-by lime

58 incurred during such extended response period. If more limn one party elects to lake such additional lime to respond to Uic notice, stand

59 by costs shall be allocated between ihe parties taking additional lime to respond on a day-to-day basis in die proportion each electing par-

60 ty*s interest as shown on Exhibit “A” bears to die total interest us shown on Exhibit “A” of all the electing parties, in all other in-

61 stances the response period to a proposal fur sidetracking shall lie limited to thirty (30) days.

62

63

64

65 C. TAKING PRODUCTION IN KIND:

66
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gus produced from Uic Contract Area.

68 exclusive of production which may be used in development and producing operations und in preparing and treating oil and gas for

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any

70 party of its proportionate share of the production shall be borne by such party. Any-jiarty-taking-ito-sliafe-of-produutioii' in kind shall4>e
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I icquiied Kfr-payjof-oniy^ts-prepofHmuntE-slMfV-ofMich-prtft td^pefaloHS surface facilities whtolHt-uses:

3 Each party shall execute such division orders arid contracts as may be necessary lor the sale of us interest m production hum

4 the Contract Area. and. except as provided in Article VII.U.. shall be entitled to receive payincm directly from the purchaser tlicicol lor

5 Ms share of all production.

6

7 * In thecvem-any-party-shalWail-io make- tliLMiiriuigeiueiUs-nc,eessary-to-taio*-iii4imd OF-separately-disposa-of-ils-propoiuiinan* sliaie of

8 tlte-oil |'MtKUiced-4ro»w-Ute-€entFaot-Are«r-C>j»tffiilor- slmH-liavt-lhe-righh-subjeot-lo tlte-rovoc-alkm-ftt-wiU-by^lhe-iiaity-owning it. hut not

9 tlte-ol)lign|i(Mi,--l<>-purdiase-5uch-oil-oF selJ-it-io-othcis-Hl-niiy- imie-and-from-timiMo-timo-UH-the-accouiilof the non-taking p.uty ut the

10 best piico-obtHinHbluHn-tlie-area-lin-suoli-prodiiolHHJ. Any-suoh-purchase-or sale by Operator shall he subject -always-to-lhe right of the

11 owncr-of-the-pHKJuelwffl to exereise-at-any-tinte- its right to hiko-iir-kindr-or-sopuRilcly-dispose-of—its-shuro ot--ali oil not previously

12 delivered to a-purchasef-.-Any-pufehase-otHmle-by-OpeHtlor-of-any-other-party^ share-of-oii-shall-btf-enly-for-sueh-rgns<Hiahle-poruHhH»f

13 imte-as-afe-consistent-with-the-mininmm needs of the iiiduMry-undef-llre-jrartitRrla^-eiroum^anGes-but-irwio-evem-lor-a-perKHf-m-e.scess

14 »»f one (Ij-yeaf:

15

i(» In the event one or more parties' separate disposition of its share of lire gas causes split-sUeum deliveries to separate pipelines ;ut<i>>r

17 deliveries which on a day-to-day basis for am reason are not exactly equal to a parly's respective proportionate share of total gas sales to

18 lie allocated to it, the balancing or accounting between the rcspectne accounts of tire parties shall be in accordance with any gas b.ilanuit”
which hereto.

I 9 agicement between tlie parties hereto. / whether suet) an agreement-is attached as Exhibit “E /, or is a separate agreement.

2(J

21 1). Access to Contract Area and Information:

23 Kadi paity shall have access to the Contract Aica at all reasonable limes, ul its sole cost and risk to inspect or observe operations.

24 ami shall have access at reasonable limes to information pertaining to (he development or operation thereof, including Operator's books

25 and records relating thereto. Operator, upon request, shall furnish each of the other parlies with copies of alt Ibrms or rcpoiis filed will)

26 governmental agencies, daily drilling reports, well logs, lank tables, daily gauge and run tickets and reports ol stock on hand ut the first of

27 each month, and shall make available samples of any cores or cuttings taken Irom any well drilled on Ute Contract Area, flic cuxl ol

28 galhcting and furnishing information to Non-Operator, other than thul specified above, shall he charged to (he Non-Operator that ic-

29 quests the Information.

30

31 K. Abandonment of Wells:

32
sidetracked

33 I Abandonment of Dry Holes: Except for any well diilled, / or deepened pursuant to Article VI. 13.2., any well winch has been

34 diilled, / or deepened under the terms of this agreement and is proposed to be completed us a dry’ bole shall not be plugged and abandoned

35 without the consent of all parties. Should Operator, alter diligent effort, be unable to contact any party, or should any party fail to icpfv

31» within lurty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) alter receipt of notice of the proposal to plug ami abandon

37 such well, such party shall be deemed to have consented to the proposed abandonment. All such welts shall be plugged and abandoned in

38 accordance with applicable regulations and at the cost, risk and expense of the parties 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 and conduct further

40 operations in search of oil and/or gas subject to the provisions of Article VI. B.

41

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted

43 hcteumlci ibr which the Consenting Parties have not been fully iciinhuiscd as herein piovidcd, any well which has been completed as a

44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto . If. within

46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well.

47 those wishing to continue its operation from the intcrval(s) of the lormation(s) then open to production shall tender to each of the other 

■IK parties its proportionate share of die value of tire well's solvable material and equipment, determined in accordance with the provisions ol

49 Exhibit “C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign

50 the non-abandoning panics, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and

51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only us to. the in-

52 lerval oi intervals of the formation or formations then open to production. If lire interest of the abandoning party is or includes an oil and

53 gas interest, such parly shall execute and deliver to the iion-abandoning parly or parties an oil and gas lease, limited to tire interval or m-

54 tci vals of the foitnalion or formations (hen open to pjoduction. for a term of one (1) year and so long thereafter us oil amLor gas is pm*

55 duccd from Ute interval or intervals of the formation or formations covered (hereby, such lease to be on the form attached a* Exhibit

^ * In the event any party shall fail to make the arrangements necessary to take in kind ur separately dispose of its proportionate 

57 share of (lie oil and gas produced from (lie f Contract Area, Operator shall have the right, subject to tbe revocation at will by Hie party 
sx owning it, but not the obligation, to purchase such oil and gas or sell it to others in an arms length transaction at any lime mid from 

time to lime, Tor the account of tbe non-inking party and Ojrcrator will use its best efforts to market Non-operator’s share of the uil 
ami/or gas tin (he same terms that Operator markets its own share of such production. Any such purchase or sale by Operator shall 

6() be subject always to the right of the owner of the production upon thirty (30) days writtcu notice to exercise its right to lake iu kind 
(jj ur separately dispusc of. its share of all oil and gas not previously delivered to a purchaser. Any purchase or sale by Operator uT any 

other party's share of oil and gas shall be only for such reasonable periods of time as arc consistent with the niiuimuni needs of the 
industry under the particular circumstances, hut iu uo event for a period iu excess of one (I) year.

63

64

^ Each party electing to take in kind or separately dispose of its proportionate share of (he production from (lie Cuntracl Area 

66 shall keep accurate records of the volume, selling price, ruyulty uud taxes relative to its share of production. Non-Opcralurs shall, 
upon request, furnish operator with true and complete topic.* or the records required to be kept hereunder whenever, under the terms 
of this agreement or any agreement executed in connection herewith, it is necessary for Operator to obtain said information. Any 
information furnished to Operator hereunder shall be used by Operator only to the extent necessary to curry out its duties ns

69 Operator and shull otherwise be kept confidential.

70
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] "U \ The assignments or leases so limited shall encompass the “drilling unit" upon which the well is located. The payments by, and the

2 assignments or leases to. the assignees shall be in a ratio based upon the relationship of their respective percentage of participation m the

3 Contract Area to the aggregate of the percentages of pnrticipa.ioii in the CouUact Area of all assignees. There shall be no readjustment of 

•I interests in the remaining portion ulThc Conti act Aiea.

5

6 Thereafter, abandoning parlies shall have no fuilhcr responsibility, liability, or interest in the operation of or production iinm

7 the well in tlw interval or intervals then open other than the royalties retained in any lease made under the terms of this Article Upon re* 

X quest. Operator shall continue to operate the assigned well for the account of the mm-ubandoning parties at the rales and charges am- 

y tcmplalcd by this agreement, plus any additional cost and cho/gcs which may arise us tiic result of the separate ownership of the assigned

It) well Upon proposed abandonment of the producing mtervubs) assigned or leased, the assignor or lessor shall then have the option to

11 repurchase its prior interest in the well (using the same valuation formula) and participate in (hither operations therein subject to the pm-

12 visions hereof

13

14 3. Abandonment of Non-Consent Operations: 'I he provisions of Article VI.E I or VI.E.2 above shall be applicable as between

15 Consenting Parties in die event of Ihc proposed abandonment of any well excepted from said Articles; pruvided. however, no well shall he 

10 permanently plugged and abandoned unless and until ull parties having the right to conduct further operations therein have been notified 

17 of the proposed abandonment and alTorded (Ire opportunity to elect In take over the well in accordance with the provisions of this Article 

IX VI.E.

19

2U ARTICLE VII.

21 EXPENDITURES AND LIABILITY OF PARTIES

22
23 A. Liability or Parties:

24

25 i hc liability of the parties shall be several, not joint or collective. Each parly shall be responsible only for its obligations, ami

26 shall be liable only for its proportionate sliure of the costs of developing and operating the Contract Arcu. Accordingly, the liens grunted

27 umong the panics in Anictc VII.IV arc given to secure only the debts of each severally. It is not (lie intention of the parties to create, nor 

2K shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

29

30 It. Liens und I’aynteut Defaults:

31

32 Each Non-Operator grants to Operator a lien upon its jiI and gas rights in the Cnntrucl Area, and a security interest in its shore

33 of oil and/or gas when extracted and its interest in ull equipment, to secure payment of its shatc of expense, together with interest ihctcon

34 at the rule provided in Exhibit “C". To the extent that Operator has a security interest under the Uniform Commercial Code of the

35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the uh-

36 laming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the hen

37 tights or security interest as security fur the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

3K of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the piocccJs 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. Each

40 purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lieu

41 and security interest to the Non-Operators to secure payment ot Operator’s proportionate share of expense.

42

43 If any party fails or is unable to pay ii.s share of expense within sixty (60) days alter rendition of a statement ihctcfur h)

44 Operator, the uon-dcfuulting parlies, including Operator, shall, upon request by Operator, pay the unpaid amount in die proportion that 

•15 (lie interest of each such parly bears to the interest of all such parties. Each party so paying its shuic of the unpaid umount shall, to obtain

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

47

48 O. Payments and Accounting:

49

50 Except as herein otherwise specifically provided, Operator shall promptly pay und discharge expenses incurred in the development

51 and operation of tlie Contract Area pursuant to this ugreeme it mid shall charge each of the parties hereto with their respective propur-

52 lioitulc shares upon the expense basis provided in Exhibit “C, Operator shall keep an accurate record of the joint account hereunder,

53 showing expenses incurred and charges and credits made and received.

54

55 Operator, at its election, shall have the right ftom lime to time to demand and receive Irpnt Ihc other panics payment in advance
all operations other than routine monthly

56 of their respective shares of the estimated amount ot the expense to be incurred in / operations hereunder during the next succeeding

57 month, which tight may be exercised only by submission to each such party of an itemized statement of such estimated expense, together

58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted

59 on or before tire 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 

6U fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 

o! due shall bear interest os provided in Exhibit *’C” until paid. Proper adjustment shall be made monthly between advances and actual ex-

62 pense to (lie end that each party shall bear and pay its proportionate share of actual expenses incuircd. and no more.

63

64 I). Limitation of Expenditures:

65

6fi 1. Drill or Deepen: Without (lie consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened

67 pursuant to the provisions of Article VI.U.2 ol this agreement. Consent to the drilling or deepening shall include:

68

69

70
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1 □ Option No. 1; All necessary cxpendituics (or tltc ditiling or deepening, testing, completing and equipping of the well, including

2 necessary tankage and/or surface facilities

3

-I B Opium No. 2: All necessary expenditures for the drilling or deepening and testing of the well. W hen such well has reached its

5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice

6 to the Non-Operators who have the right to pailieipalc in the completion costs. The panics receiving such notice shall have Jbrlv-cighl

7 (-IS) hours (exclusive of Saturday, Sunday and Icgul holidays) n which to elect to participate in die setting of easing and the completion al

ii tempt. Such election, when made, shall include consent to all necessary expenditures fur the completing and equipping of such well, in- 

9 eluding necessary tankage and/ur surface facilities, failure of any party receiving such notice to reply within the period above fixed shall

1U constitute an election by that parly not to participate in the cost of the completion attempt. If one or more, but less than all of the panics.

11 elect to set pi|>c and to attempt a completion, the provision:; of Article VI B.2 hereof (the phrase "reworking, deepening or plugging

12 hack" as contained in Article VI.H 2 shall he deemed to include ‘‘completing ’) shall apply to the operations thereafter conducted by less

13 than all parties,

14

15 2. Rework or Flue Back: Without the consent of all parlies, no well shall be reworked or plugged back except a well reworked or

16 plugged buck pursuant to die provisions of Article VI.IJ.2. ol this agreement. Consent to the icuorking or plugging back of a well shall

17 include all necessary' expenditures m conducting such operations and completing and equipping of said w'cll, including necessary tankage

18 and/or surface faciiitics.

19

20 3. Ollier Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated

21 to require an expenditure in excess ofThirty-five thousand and No/100Dollars ($J5.IHHI.00)

22 except in connection with a well, the drilling, reworking, deepening, completing, recompiling, or plugging hack of which has been

23 previously authorized by or pursuant to this agreement; provided, however, that, in ease of explosion, fire. Hood or other sudden

24 emergency, whether of (he same or different nature. Operator may take such steps ami incur such expenses as in its opinion are icqniicd

25 to deal wills the emergency to safeguard life and property hui Operator, as promptly as possible, shall report die emergency to (lie oilier

26 parlies if Operator prepares an aulhoiity for expenditure (AIT,) for its own use. Operator shall furnish uny Non-Operator so requesting

27 an information copy thereof for any single project costing in excess ofTwenty-five thousand mill No/HIII

28 Dollars (S 25,000.00 ) but less than die amount first set forth above m Uiis paragraph.

29

30 t. Rentals, Shut-in Well Payments and Minimum Kuyali cs:

31

32 Rentals, shut-in well payments and minimum loyalties which may be required under the terms of any lease shall be paid by ihc

33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-

34 tributed interests in the same lease to this agreement, such parties may designate one of such parlies to make said payments lor and on

35 behalf of all such parties. Any parly may request, and shall tc entitled to receive, proper evidence of all such payments. In like event of

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight u'licre such pay-

37 mem is required to continue the lease in force, uny loss which results from such nun-puymem shall be borne in uccoiduncc vvitli tltc pro-

38 visions of Article IV.13.2r 1. When sales commence, Operator shall notify mm-Operator of the date uf first sale.

39

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or Hie shutting in or return to production

41 of a producing g;ts well, at least live (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by

42 circumstances, prior (u taking such action, but assumes no liability fur failure to do so. In the event of failure by Operator to 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 borne jointly by the panics hereto under the provisions of Article IV. 8.3 I.

45

46 |<’. faxes:

47

48 Beginning with the first calendar year after the clfcclivc dale hereof. Operator shall render for ad valorem taxation all properly

49 subject to this agreement which by law should be rendered for sucli taxes, and it .shall pay all such taxes assessed thereon before they

50 become delinquent. Prior to the rendition dale, each Non-Op;rutor shall furnish Operator information as to burdens (to include, but not

51 be limited to. royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. If the assessed valuation of any leasehold estate is %‘duecd by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the uwucr or

54 owners of such leasehold estate, and Opcruloi shall udjust tin charge U) such owner oi owners so as to icllcct llic benefit of such rcduc-

55 (ion If the ad valorem luxes urc bused in whole ur in part upon separate valuations of cuch party's working interest, then notwithstanding

56 anything tu the contrary herein, charges to (lie joint account shall be made and paid by the parties hereto in accordance with die tax

57 value generated by each party's working interest Operator shall bill the other parties fur their proportionate shares of all lax payments in

58 lire manner provided in Exhibit “C’\

59

60 If Operator considers any tax assessment impiopcr. Operator may, at its discretion, protest within (lie lime and muimcr

61 prescribed by law, ami prosecute the protest to a final determination, unless all parties agree to abandon the protest priur to fmul deter-

62 ruination. During the pendency of administrative or judicial procecdings, Operatoi may elect to pay. under protest, all such taxes and uny

63 interest and penally. When any such protested assessment shall have been finally determined. Operator shall pay (he lax lor the joint ac-

64 count, together with any interest and penalty accrued, and the lota! cost shall then be assessed against the parties, and be paid b> diem, us

65 provided in Exhibit "C“.

66

67 Each parly shall pay or cause to be paid all production severance, excise, gathering and other taxes imposed upon or with icspccl

68 to the production or handling of such party's share of oil ami/or gas produced under the terms ol this agreement.

69

70
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ARTICLE VII 

continued

1 G. insurance:

2
3 At till times while operations arc conducted hereunder. Operator shall comply with the workmen's compensation Urn of

4 the slate where (he operations are being conducted; provided, however, that Operator may be u self-insurer for liability under said com-

5 pensation laws in which event the only charge dial shall be made lo die joint account shall lie as provided in Exhibit “C". Operatoi shall

6 also carry or provide insurance lor the benefit of the joint account of the parlies us outlined in Exhibit "D”. attached lo and made u part

7 hereof. Operator shall require nil contractors engaged in work on or for the Contract Aren to comply with the workmen’s compensation

8 law of the stale where the operations rue being conducted and lo maintain such oilier insurance as Operator may require.

y
10 In the event automobile public liability insurance is specified in surd Exhibit "If. or subsequently receives the appioval ol the

11 parlies, no direct charge shall he made by Operator for premiums paid for such insurance for Operator's automotive equipment.

12

13 ARTICLE VIII.

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

15

lb A. Surrender uf Leases:

17

18 'Ihc leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

l(3 or in part unless all panics consent thereto.

20

21 However, should any paity 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 parly desiring lo surrender shall assign, without express or implied warranty of title, all of its iiUcicsl in

23 such lease, or portion theieof, and any well, material and equipment which may he located thereon and any rights in pioduction

24 thereafter secured, lo the parties not consenting lo such surrender. If die interest of (he assigning party is or includes an oil and gas in-

25 terest, the assigning parly shall execute and deliver to the party or parlies not consenting to such surrender an oil and gas lease oneiing

26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gus is produced from the land covered thereby, such

27 lease to be on the form attached hereto as Exhibit “B". Upon such assignment or lease, the assigning party shall be relieved hum all

28 obligations thereafter accruing, but not theretofore acciucd, with respect lo the interest assigned or leased and the operation ol any well

29 allributublc thereto, and tile assigning party shall have no further interest in the assigned or leased premises and its equipment and pin-

30 duclion oilier than the royalties retained in any lease made under die terms of (his Article, flic parly assignee or lessee shall pay to the

31 party assignor or lessor the icasonublc salvage value of the latter's interest in any wells and equipment attributable to the assigned oi lens-

32 cd uercugc. The value of all material shall be determined in accordance with the provisions of Exhibit “C". less die estimated cost of

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

34 shall be shared by such parties in the proportions that the inteicrt of each hears lo the total imeiesi of all such parties.

35

36 Any assignment, lease or surrender made under this provision shall not reduce or change (he assignor's, lessor’s or surrendering

37 party's interest as it was immediately before the assignment, lease or surrender in flic balance of the Contract Area; ami die acicugc

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to die terms and piovtsions of (hi*

39 agreement.

40

41 B. Renewal or Extension or Leases:

42

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

44 shall have (lie right for a period of thirty (30) days following receipt of such notice in which to elect lo participate in the ownership ol the

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it dicir several proper pin-

46 portionutc shares of die acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion lo the

47 interests held at that lime by the parlies in die Contract Area.

48

49 If some, but less than all, ol the parties elect lo participate in the purchase of a renewal lease, it shall be owned by the panic*

50 who elect to participate ihciciu. in a ratio based upon the relationship of their respective percentage of participation in the Contract Aicu

51 to the uggicgulc of the percentages of participation in the Contract Area of all parties participating in die purchase ufsueh leuewal lease

52 Any renewal lease in which less lluui all parlies elect lo participate shall not be subject to this agreement.

53

54 Each party who participates hi (lie purchase of a renewal lease shall be grtcii an assignment of its proportionate imcicst ihcicm

55 by the acquiring party without warranty of title, except us lo nets by, through or under the acquiring party.

56

57 The provisions of this Article shall apply to renewal leases whether they are lor the entire interest covered by the expiring lease

58 or cover only a portion of its urea or an interest therein. Any renewal lease taken before die expiration of its predecessor lease, or taken ot

59 contracted for within six (6) mouths atlcr the expiration of the existing lease shall be subject to this provision; but any lease taken nr cou-

60 traded for more than six (6) months alter the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to

61 die provisions of diis agreement.

62

63 The provisions in this Article shall also be applicable lo extensions of oi) and gus leases.

64

65 C. Acreage or Cash Contributions:

66
67 While this agreement is in force, if any parly contracts for a contribution of cash towards die drilling of a well or any oilier

68 operation on die Contract Area, such contribution sliall be pcid to die parly wlto conducted the drilling or other operation and shall be

69 applied by it against die cost of such drilling or other operation. If the contribution Ik* in the form of acreage, the party lo whom the con-

70 (ribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parlies in die pnipoitions

- II -
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ARTICLE VIII 

continued

said Drilling Parties shared the cost of drilling (Ik well. Such acreage shall become a separate Contract Area and, lo (lie extent possible, be 

governed by provisions identical to this agreement, Each party shall promptly notify all other parties of any acreage or cash contributions 

it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op

tional rights to cam acreage outside the Contract Area which arc in support of a well drilled inside tire Contract Area.

If any party contracts for any consideration relating lo disposition of such party’s share of substances produced heicimdcr. such 

consideration shall not be deemed a contribution as cmtlemplalui in this Article VIII.C.

2). Maintenance of Uniform Interests:

for the purpose of maintaining unifumiily of owners rip in the oil and gas leasehold interests covered by this agreement, no 

party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Aicu and in wells, 

equipment and production unless such disposition covers either:

1. the entire interest of the parly in all leases and equipment und production; or

2. an equal undivided interest in all leases and equipment and production in the Contract Aren.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

and shall be made without prejudice to (he right of the other parties.

If, at any time the interest of any parly is divided ameng and owned by four or more co-owners. Operator, at its discretion, may 

require such co-uwners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 

and approve and pay such party's share of the joint expenses and lo deal generally with, and with power lo bind, the eu-owners of such 

party's interest within die scope of the operations embraced in this agreement; however, all such eo-owners shall have die right lo cruet 

into and execute all contracts or agreements for the disposition of dieir respective shares of the oil and gas produced from the Contract 

Area and diey shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by die laws of the stale or stales in which the property covered hereby is located, each party hereto uvvnmg an 

undivided interest in die Contract Area waives any and all rigits it may have to partition and have set aside to it in severalty its undivided 

interest therein.

-P-FefefentiHl-Kight-to-ta rebuses

------- Isheuld-uny-party-desHe-to-seU-BU-tu-etiy-jiar^-of-itti-intefests-mideMhis-ugreemeiU^-OF-ite-rights-aml-iiiteiests-iii-ilu; Contract

Area,- it sliaH-premptly-give written-nutico-to-tiie-odief-pHilietT-with-fuH-iiiforiiiatiun-conceming-ibr-propesod sule.-which-shall-indude-the 

name-and-addeess of ihe-prospectivo-purohtauF-fw}io-must-be-f«;adyrwilling-and-able-to-purchase).-tli&-purchaso-pric<»rmid-all-othor terms 

uRJitf-olfeFr-The-olher-parti©s-sball-lbeiv4iavo-ai>-opltonal prior right—lor-a-period-Gf-ten-f44))-day5-aftor-r»»Geiju-of-tlio-no(ic«r-loq)UFclia,su 

on4he-5ame-4enns-and-eondilions-die-inlortjsl which die-ollwr party-proposeg to-sell; and; if this optional fighb-is eKercbedHlie-|Hiretias-

tiefe-l4ow?ver, there shull-be no-prefaretiHal-fight-tii-

y-or paieni-eom-

4KTICLE IX.

INTERNAL REVENUE CODE ELECTION

This agreement is not intended lo crculc, and shall rot be construed lo create, a relationship of partnership or an association

lor profit between or among die parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder aie several

and not joint or collective, or that diis agreement and operations hereunder shall not constitute a parineiship, if, for federal income tax

purposes, this agreement and die operations heieunder are regarded as a partnership, each party hereby affected elects to be excluded
1986

from the application of all of the provisions of Subehuplcr “K”, Chapter l. Subtitle “A”, of the Internal Revenue Code of /—1-95-4. as per

mitted and authorized by Section 761 of the Code and the regulations promulgated diercundcr. Operator is authorized and directed to ex

ecute on behalf of each parly hereby alVceted such evidence of litis election as may be required by the Secretary' of the Treasury of die 

United States or the federal Internal Revenue Service, inducing specifically, but not by way of limitation, all of llic returns, statements, 

and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

evidence of this election, cadi such party .shall execute such documents and furnish such other evidence as may be required by die 

Federal Internal Revenue Service or as may be necessary lo evidence this election. No such party shall give any notices or take any other 

uclion inconsistent with the election made hereby. If any present or fulure income lax laws of the state or slates in which the Contract 

Area is located or any future income lax laws of the United Slates contain provisions similar lo those in Subchapicr “K", Chapter I, 
Subtitle “A", of the Internal Revenue Code of /-$o4, under which an election similar lo dial provided by Section 761 of the Code is per

mitted, cadi party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing dee- 

lion. each such parly stales that the income derived by such party from operations heieunder etui be adequately determined without the 

compulation of partnership taxable income.
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ARTICLE X.

CLAIMS AND LAWSUITS

Operator may settle any single uninsuied thiul party damage claim or suit arising from operations licictmdcr il' Lite expenditure 

does not exceed Thirty thousand ntul No/IQU Dollars

($30.000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required lor settlement ex

ceeds the above amount, the parlies hereto shall assume and lake over the further handling of the claim or suit, unless such authority is 

delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall he at the joint ex

pense of (he parties participating in the operation Irom which the claim or suit arises. If a claim is made against any party or if any party is 

sued on account of any matter arising from operations hercuider over which such individual has no control because of tlie rights given 

Operator by this agreement, such parly shall immediately notify all other panics, and the claim or suit shall be treated as any other claim

or suit involving operations hereunder. All claims or suits involving title In any interest subject lo this Agreement shall tie (rented as n 
claim or a suit against all parties hereto.

ARTICLE M.

K)R(_L MAJEURE

If any party is rendered unable, wholly or in pail, hy force majeure to carry out its obligations under this ngiccmcul. other Ilian 

the obligation to make money payments, that parly shall give to all other parlies prompt written notice of tlie force majeure with 

reasonably full particulars concerning it; theicupun, the obligations of the parly giving the notice, so far as they are affected by the force 

majeure, shall be suspending during, but no longer than, the toutinuunce of the force majeure. The affected parly shall use all reasonable 

diligence to remove the force majeure situation as quickly as pr icticahlc.

Hie requirement dial any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of stiikes. 

lockouts, or utltci laboi difficulty by (lie parly involved, contrary to its wishes; Imw all such dinietillics shall be handled shall be cntiicly 

within the discretion of the parly concerned.

The term “force iiuijcurc", as here employed, shall mean an act of God, sliike, lockout, or other industrial distuibancc, act ol 

the public enemy, war, blockade, public riot, lightning, fire, storm. Hood, explosion, governmental action, governmental delay, restraint 

or inaction, unavailability of equipment, and any other cause whether ofllic kind specifically enumerated above or otherwise, which is 

not reasonably within the control of the party claiming suspension.

ARTICLE XII.

NOTICES

All notices authorized or required between the parlies and required by any of the provisions of this agreement, unless otherwise 

specifically provided, shall be given in writing hy mail ot telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

tlie parties to whom the notice is given ut (he addresses listed on Exhibit “A". The originating notice given undci any provision hereof 

shall be deemed given only when received by the party to whom such notice is directed, and the lime for such party (o give any notice hi 

response thereto shall run from (lie dote the originating notice is received. The second or any responsive notice shall be deemed given 

when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Lncli putty 

shall have the right to change its uddress at any lime, and lion) lime to time, by giving written notice thereof lo all other parties.

Ain 1CI.E XIII.

TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil am! gas leases aml/or oil and gas interests subject hereto for the 

period of time selected below; provided, however, no paily bcieto shall ever Ik construed as having any right, title or intcrcsl in or (o am 

lease or oil and gas interest contributed by any oilier party beyond the term of this agreement.

□ Option No. T, So long as any of the oil and gas leases subject lo tins agreement remain or arc continued in loitc as to any pail 

of the Contract Area, whether by production, extension, renewal, or otherwise.

0 Option No 2; hi the event the well described in Article VI.A., or any subsequent well drilled under any piovision of this 

agreement, results in production of oil and/or gas in paying quantities, litis agreement shall continue in force so long us any such well or 

wells produce, or arc capable of pioduction, and for ;ui additional period of ninety t9UI davs from cessation of all production; provided, 

however, if, prior lo the expiration of such additional pciiud, one or more of the panics hereto arc engaged in drilling, reworking, deepen

ing. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera

tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In tlie event [lie 

well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, uml no other well is producing, or capable 

of producing oil uud/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rcwoik- 

mg operations arc commenced within ninety (901 days from the date of abandonment of said well.

63

64

65

It is agreed, however, (hat the termination of tins agreement shall not relieve any party 

accrued or attached prior lo (he date of such termination.

hereto from any liahility which has

66

67

68 

09 

70
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12 This Agreement and all matters pertaining hereto, including, but not limited to, mullets of perfonmmcc, mm-pcrlbinianec. broach.

13 remedies, procedures, rights, duties, and interpretation or eomlructiun, slutll he governed mid determined by (lie law of the slate in which

14 the Cumruet Area is located. If-the-Gentrael Area is-in two m-mortHi(HleMhe law of the stale of

15 shall govern?

16

17 C. Regulatory Agencies:

IK

IV Nothing Itcicin contained shall giant, or be eonsttued to grant, Operator the right or uulhoiity to waive ui release any tights.

20 privileges, or obligations which Non-Operators may have under federal or stale laws or under lulcs. rcgululions or orders promulgated

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to the Contract Area.

23

24 With respect to operations hereunder, Non-Operators ugrcc to release Operator from any und all tosses, damages, ittjuiies, claims

25 and causes of uction arising out of, incident to or resulting directly or inditeelly limn Opciutm's interpretation or application of tutes,

26 rulings, rcgululions or orders of the Department of Energy o.~ predecessor or successor agencies to the extent such interpretation or up-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator lor any amounts applicable to such Non- 

2K Operator's share of production dial Operator may be required to refund, rebate or pay us a result of such an incorrect tnterpiciutiun or 

2(> application, together with interest and penalties thereon owing b> Operator as a result of such incorrect interpretation or application.

30

31 Nun-Operators authorize Operator to prepare and submit such documents as may he required to be submitted to the purchaser

32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall I’rofit Tax Act

33 of 1980" as same may be amended from time to lime ("Act"), and any valid regulations or rules which may be issued by the Treasury

34 Department from time to time pursuant to said Act. Each parly hereto agrees to futnish any und ail certifications or oilier information

35 which is required to be furnished by said Act in u timely manner and in sufficient detail to permit compliance with said Act.

36

37 ARTICLE XV.

38 OT11KK PROVISIONS 
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42 See nUachi'd Article XV.

43

44

45

46

47

40

50

51

52

53

54

55

56

57

58 

5y 

60 

61

63

64

65

66

67

68 

60 

70

h
-14- t;

EXHIBIT A 1

t



ARTICLE XV. 
OTHER PROVISIONS

A. With respect to a well drilled or deepened pursuant to Article VLB.2. Ibr 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 
VLB. for such Non-Consent Well shall be limited as follows:

1. Only a parly 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 parties 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 VLB.

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 parlies which did not participate in the 
Non-Consent Well shall reimburse the Consenting Parties the unrecouped portion 
of the amount allowed by Article VLB. to be recouped with respect to such Non- 
Consent Well.

B. If Operator is not successful with its initial completion attempt in any well drilled 
pursuant to this Agreement, and recommends a subsequent completion attempt in another zone 
and if less than all parties elect to attempt such completion, the provisions of Article V1.B.2. 
shall apply. Provided, however, that Article VLB.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 reeompletion attempt shall not prevent a party from 
becoming a Consenting Parly in subsequent completion or reeompletion attempts regardless 
whether the Consenting Parties, as to earlier completions or recomplelions have recouped their 
costs pursuant to Article VLB.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 reeompletion attempt shall require such party to pay its proportionate share of the 
costs of solvable materials and equipment installed in the well pursuant to the previous 
completion or reeompletion 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 attempt.

C. Priority of Proposals:

If at any time there is more than one operation proposed in eonneetion 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 Reachimt the Obieetive 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 Obieetive Depth Has Been Reached

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

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

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

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

e. An election to sidetrack the well.

f. An election to plug and abandon.

It is provided, however, that if at the time said participating parties are considering any of 
the above elections 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 III.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 parlies 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 parly 
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.

P. The lien and security interest granted by each Non-Operator to Operator and by Operator 
to the Non-Operator under Article Vll.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 each party's leasehold 
interest and leasehold estate in the Contract Area), the oil and/or gas when extracted and 
equipment (as mentioned in said Article) bu-. 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 Vll.B. as being subject to said lien anJ 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 
parly 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.

}
n.

r.
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II. 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.

rules, regulations and orders.
; and to all other applicable Federal, stale and local laws, ordinances,

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 iii effect, this Operating Agreement is intended to supercede and lake the place of any 
previously existing Operating Agrcement(s) the parties hereto may have entered into prior to the 
dale of this Operating Agreement.
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A.A.P.L. FORM 610 - M .L FORM OPERATING AGREEMENT . 62

1 ARTICLE XVI.

2 MISCELLANEOUS

3

4 This agreement shall be binding upon and shall inure to the benefit of lhc parties hereto and to their respective heirs, devisees,

5 legal representative, successors and assigns.

6

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

IN WITNESS WHEREOF, this agreement shall be effective as of_9

10 

11

12 was primed from and /

day of _ January . (year) 2008

' who has prepared apd circulated this form for execution, represents and warrants that the form
pin.er than the changes clearly indicated in the text _ _
/■■witn-the-exoepttoiHtsted below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as

42

43 _____________ ■

44

45

46

47

48

49 ____________________
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52

53

54

55
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57
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59 

.60 
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65 Hackberry J1 Slate #2
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STATE OF OKLAHOMA 

COUNTY OF OKLAHOMA

)
)SS
)

The foregoing instrument was acknowledged before me this ■/&' day of 

j 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: 0BEf?y„%

= / #02013375

| \ EXP. 09/23/10

nr

//I

STATE OF TEXAS/ ''''''fiLffi'**

‘l; ‘ ) ss
)

COUNTY OF jJmili,

The foregoing instrument was acknowledged before me this / f day of 

• '/I /ill . 2008. by Ricky Haikin, Vice President of McCombs Energy, fcfc€, on
behalf of said corporation. UtS

. 7 r
c___{ji { piiJ

My Commission Expires:

Notary Public

STATE OF NEW MEXICO 

COUNTY OF
|SS
)

jgeggaaaegaaaaffleaa

SHARON METCALF MCDONALD 
Rbo H) Nolaiy Public, State of Texas

Commission Expires 12-28-2009

The foregoing instrument was acknowledged before me this day of

behalf of said corporation. 

My Commission Expires:

_, 2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on:

Notary Public

no
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A.A.P.L. FORM 610 - to X FORM OPERATING AGREEMENT A2

\ ARTICLE xvi.

2 MISCELLANEOUS

3

4 This agreement shall be binding upon and shall inure io the benefit of the parties hereto and to their respective heirs, devisees.

5 legal representatives, successors and assigns.

6

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

9 rN WITNESS WHEREOF, (his agreement shall be effective as of IM day of January . (year) 2008

10
tpan the changes clc: 

exceptionlisted 1! 2 was printed from and /-mti 

13. published in diskette form by Forms On-A-Disk. Inc. i 

14 . --------

who hasprepared^and circulated this form for execution, represents and warrants that'the form 
is'fjenttcaf to *5ie AAPL Form 610-1982 Model Form Operating Agreement, as

:r4tovehcei» made to the form:

15

16
17

18

19

20 

21 

22
23

24

25

26

27

28

29

30

31

32

33

34
35

36

37

38

39

40

41

42

43

44

45

46

47

OPERATOR

NON-OPERATORS

McCombs Energy, LLC

KlckV Hailuii. Vic* President

49 ____________________

50

51
52

53

54

55

56

57
58

59

60 

61 

62

63

64

65 Hackbcrry 31 Slate #2

66

67

68 

69
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STATE OF OKLAHOMA 

COUNTY OF OKLAHOMA

)
)SS
)

The foregoing instrument was acknowledged before me this /i
Jt&*£L

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:

STATE OF TEXAS 

COUNTY OF )

The foregoing instrument was acknowledged before me this day of

behalf of said corporation. 

My Commission Expires:

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

NEWM

Notary Public

STATE OFffl^MEXICO

COUNTY OF

)
)SS
)

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

beflalf of said corporation. 

My Commission Expires:
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A.A.P.L. FORM 610 - MG. , FORM OPERATING AGREEMENT-

1 ARTICLE XVI.

2 MISCELLANEOUS

3
■I This agreement shall l>c binding upon mid .shall inure lo (he benefit of (lie parlies hereto uiid lu (heir respeelive heirs, devisees.

5 legal representatives, successors ami assigns.

0
7 This instrument may be executed in any number of counterparts, each of which shall be considered an original lor all purpose*

9 IN WITNESS WHEREOF. (his agreement shall be effective as of1st day of.lamia ry , (year) 2008 

10
II ___________________ . who haspicjmrcd mid circulatei

purer ttinn (tie enanges clearly imlictitcd fu the text , 
12 was printed from and /-with-thu-eNoepiion-iiskHi-below, is identical to the /

pared apd circulated this fonn for execution, repiescnls mid warrants that die form 

AAFL Fonn 610-1982 Model Form Opcruting Agreement, as

13 published in diskette form by Forms On-A-Disk. Inc. Nir-eluingusrtillirratiensrewnodirie-atHms. other-than those in Articles — -

14 -------- ------------ ------------- -------- . . have been mude-to-the-iorm

15

16 OPERATOR

17

19
20 
21 
T>

Devon Energy Production Company, L.P.

U. LI. UiT.tiHO 
Vice PresiiJciit

24

25

26

27

28

29

30

31

32 ____________________

33

34

35

36

37

38 --------------------------------

39 

41)

41

■12

43 ____________________

44

45
46

47

48

49 ____________________

50

51

52

53

54

55

56

57

58

59

60 

61 

62

63

64

65 llackberry 31 State til

66

67

68

69

70

NON-OPERATORS

McCombs Eucrgy, LLC

kicky linnuii. vice rrcsiutnt

Premier Oil 4b Gas, tnc.

Kenneth Jones, Vice President

- 15 •
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STATE OF OKLAHOMA

COUNTY OF OKLAHOMA

)
)SS
)

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 

COUNTY OF

)
)SS
)

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

S TATE OF NEW MEXICO 

COUNTY OF

)
)SS
)

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

behalf of said corporation.

My Commission Expires:

Notary Public
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EXHIBIT "A"
Revised 1/31/08

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.

1. IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT:

All of Section 31, and W/2 of Section 32, all in T22S-R26E. Eddy County, New Mexico, 
Containing 953.80 acres, more or less

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

None

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

BCPof 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.

4. OVERRIDING ROYALTIES

To be determined

Lease Serial No.: 
Lease Date: 
Lessor:
Lessee:
Description:

V-6025
May 1,2001 
State of New Mexico 
Rolla R. Hinkle III
Township 22 South. Ranee 26 East. N.M. P.M

Lease No. 2

Lease Serial No.: 
Lease Date: 
Lessor:
Lessee:
Description:

V-6218 
May 1.2001 
State of New Mexico 
Rolla R. Hinkle III
Township22 South.Rarme26 East.N.M.P.M.

EXHIBIT A
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Lease No. 3

Lease Serial No.: 
Lease Date: 
Lessor:
Lessee:
Description:

Lease No. 4

Lease Serial No.: 
Lease Date: 
Lessor:
Lessee:
Description:

LG-8291 
May 1,1980 
State of New Mexico 
Gulf Oil Corporation
Township 22 South, Ranee 26 East, N.M.P.M.

V-708 
May 1, 1983
State of New Mexico
Exxon Corporation, a New Jersey corporation 
Township 22 South, Ranee 26 East, N.M.P.M.
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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, el al, as Non-Operator.

There is no Exhibit “B” to this Operating Agreement.
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Attached to and made a part of that certain Operating Agreement dated January 1. 2008 bv and between Devon 
Energy Production Company* L.P., as Operator, and McCombs Energy, L1,C, cl ah ns Non-Operator

ACCOUNTING PROCEDURE 

JOINT OPERATIONS

I. GENERAL PROVISIONS
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Definitions

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting huecdure

is attached.

“Jouil Operations" sled) mean all operations necessary or proper i'or the developmenl, operation, pioiecmni and

maintenance of the Joint Properly.

"Joint Account" sltail mean tin: account showing the charges paid and credits received in the conduct ol' the Joint

Operations and which are to be shared by the Parties

"Operator" shall mean the putty designated to conduct the Jainl Operations

"Non-Operators* shall mean the Parties to this agreement other limn the Opeiator.

"Parties” shall mean Operator and Non-Ojietators.

"First Level Supervisors" shall mean those employees whose primary’ function in Joint Operations is the direct

supervision of oilier employees and/or conduct labor directly employed on the Joint Propeity in a field updating

capacity.

"Technical Employees" shall mean those employees having special and specific engineering, geological ui othei

professional skills, amJ whose primary function ut Joint Operations is the handling ol* specific operating conditions and

problems for the benefit of the Joint Property

"Personal Expenses" shall mean travel and other icusunable leimbursablc expenses ofOpciutoi's employees 

"Material" shall moan personal propeity. equipment or supplies acquired or held for use on the Joint Property.

"Controllable Material" shall mean Material which at the lime is so classified in tltc Maieiial Classification Manual as 

most recently recommended by (he Council or Petroleum Accountants Societies

Statement and Billings

Operator shall bill Non-Operators on oi before lh„* last day of each month for llteir proportionate share of the Joint 

Account for the pieceding month Such bills will be accompanied by statements which identity the auihoniy foi 

expcndituic, lease or facility, and all charges and credits summarized by appropriate classifications of investment and

expense except that items of Cuiitiolluble Material and unusual charges and crcJits shall he separately uicuiificd and 

fully described in detail

Advances and Payments by Non-Operators

A. Unless oiheiwise provided lor in the agreement, the Operator may require the Non-Operators to udvuucc then 
share of estimated cash outlay for die succeeding month's operation within—tiAeen—fl4)! ^ days after receipt of the 

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

each monthly billing to reflect advances received from the Nun-Opcrauns

U Each Nun-Opcialur shall pay its ptuponiun of all bills within lillcen (15) days alter receipt. If payment is not made 

within such time, the unpaid balance shall hear interest monthly at the pt ime rate m cllcel at Hank of America. Dallies. Tevns 

on the first day of the month in which delinquency occurs plus l*/i ot the 

maximum contract rale permitted by the applicable usury laws m the stale in which the Joint Pro|>city is located, 

whichever is the lesser, plus attorney's fees, court costs, and othei costs in connection with the collection of' unpaid 

amounts.

Adjustments

Payment of any such bills shall not prejudice die right of any Non-Operator to protest or question the correctness thereof, 

provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 

conclusively be presumed to be true and correct .titer twenty-four (24) months following the end of any such calendar 

year, unless within the said twenty-four (24) month period a Nim-Operiuur takes written exception thereto and makes 

claim on Operator lor adjustment. No adjustment favorable to 0|ierator shall be made unless it is made within the same 

prescribed period. The provisions of this paragraph shall nut prevent adjustments resulting from a physical inventory of 

Controllable Materia) as piovided for in Section V

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, 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 calendar year within the twcnty-lbur

(24) mouth period following the end of such calendar year; provided, however, the making or an audit shall not 

extend the time for the taking of written cxccptiun to and llie adjustments of accounts as piuvidcd lor in 

Paragraph 4 of this Section 1 Where there are two or more Non-Operators, the Non-Operators shall make 

every reasonable eflbrt to conduct a joint aadit in a manner which will result in a minimum of inconvenience 

to the Operator. Operator shall bear no purtion of the Non-Operators' audit cost incurred under this 

paragraph unless agreed to by the Operator. The uudils shall not be conducted more than once each >cai

without prior approval of Operator, except upon live resignation or removal of the Operator, and shall be made 

at the expense of those Non-Operators approving such audit

B. TheOjierator shall reply in writing to ttn audit report within 180 days alter receipt of such report.

6. Approval By N<m-Opcrufors

Where an approval or other agreement of the Parties or Non-Uperulors is expressly required under olher .sections of this 

Accounting Procedure and if the agreement to which this Accounting Procedure is utiaehcd contains no

contraiy provisions in regard Lhereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the

agreement or approval of a majority in interest of the Non-Operators shall he controlling on nil Non-Operators.

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 

environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological oi

archaeological nature and pollution control procedures as required by applicable laws and regulations.

2. UentHis and Royalties

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

3. Labor

A. (I) Salaries and wages of Operator's field employees directly employed on the Joint Properly 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 llie Joint Property if such chatges ate

excluded from llie overhead rates.

(4) Salaries and wages of Technical Employees cither temporarily or permanently assigned to amt directly

employed in the operation or the Joint Properly if suelt charges are excluded from the overhead rales.

U. Operator's cost of holiday, vacation, sickness and disability benefits and oilier customary allowances paid to

employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11 

Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment” 

on the amount of salaries and wages chargciblc to the Joint Account under Paragiuph 3A of this Section If If

percentage assessment is used, the rate shall be based on the 0|xtt aim's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 313 of this Section II.

D Personal Expenses of those employees whose saliinc.s and wages are chargeable to the Joint Account under

Paragraphs 3 A and 3B of this Section II.

4. Employee Benefits

Operator’s current costs or established plans for employees’ group life insurance, hospitalization, pension, retirement,

slock ptiichase, thrill, bonus, uiuf olher benefit plans of u like nature, applicable to Operator’s labor cost chargeable to the 

Joint Account under Paragraphs 3A and 3D of this Section 11 shall be Operator's actual cost not to exceed (he patent

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

Material purchased or furnished by Operator for use on ihe Joint Property as pnnidcd under Section IV Onlv such

Material shall be purchased for or transferred to the Joint Property as may be required tor immediate use and is

reasonably practical and consistent with cll'iciciti and economical operations The accumulation ol' .suiplus slock:, sluli Ire

avoided.

Trunsportulion

Transportation of employees and Matei ial necessary lor the Joint Operations but subject to the following limitations

A IT Material is moved to the Joint Ptopcrly hum the Operator's warehouse or other properties, no ehuige shall Ik*

made to the Joint Account lor a distance greater than the distance Iroin the nearest reliable supply Mine whcie like 

material is normally available or railway receiving point nearest the Joint Properly unless agreed to by the Panics

U. If suiplus Mnleiml is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint

Account lor a distance gteuter than the distance to the nearest reliable supply store where like material is nomially

available, or railway receiving jhjiiu nearest the Joint Property unless agiecd to by the Parties. No charge shall lie 

made to the Joint Account lor moving Material to oUier properties belonging to Opciutoi, unless agiecd to in the 

Parties

C In die application ol' sub|Xiragraplis A and U above, the option to equalize ot charge ueiuul tiucking cost is

available when the actual charge is S4U0 or less excluding accessorial chaigcs The $4U0 will l>c adjusted to the

ainuiiiit must iccently leeonimeuded by the Council of Petroleum Accountants Societies

The cost ol‘ contract services, equipment and utilities provided by outside souices, except services excluded b> l\u.igi.iph

10 of Section II and Paragraph r, li. and in, of Suction 111. The cost ol' professional consultant seivices and contract

services of technical personnel directly engaged on (tie Joint Property if such charges .ue excluded from the met head 

rates The cost of |>rofcssn>nal consultant services or contract services of technical personnel nut directly engaged on the 

Joint Property shall not be charged to the Joint Account unlrss previously agreed to by Lire Parlies

Equipment and Facilities Furnished By Operator

A Operator shod charge the Joint Account for use of Operator owned equipment and facilities at rates commcnsiiuiic 

with costs of ownership mid operation Such titles shall include costs of imiimonmtec, icpuiis, other operating

expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depieciation not to

exceedeiulit pctccnt (8_______ %) per oimum. Such rates shall not exceed average coinmeieial

rales cuircntly picvailmg in the immediate atea of tl e Joint Property.

B. In lieu of charges in Paragraph 8A above, Ojicrator may elect lo use average commercial rales prevailing m the

immediate area of the Joint Property less 20% For automotive equipment, Operator may elect to use rates

published by the Petroleum Motor Transput! Association

Damages amJ Tosses lo Joint Properly

All costs or expenses necessary lor the repair or replacement of Joint Property made necessary because of damage's or 

losses incurred by fire, flood, storm, theft, accident, or uthcr cause, except those resulting from OjH’iator.s gioss

negligence or willful misconduct Ojiorator shall furnish Nun-Operarur wrmen notice of damages or losses inclined as

soon as practicable alter a report thereof has been received hv Operator

l.egnl Eipcnsr

Expense uf handling, investigating and settling litigation or claims, discharging ol' liens, payment of ludgnieiits ami

amounts paid lor settlement of claims inclined it or resulting from operations under the agreement ui neeessaiy to

protect or recover the Joint Property, except that no charge for services of Operators legal staff or fees oi expense of

outside attorneys shall he made unless pieviously agiced lo by the Parties Ail oilier legal expense is considered in l>c

covered by the overhead provisions of Section III unless otherwise agreed lo by the Parties, except as provided in Section 

I. Paragraph 3

Tnxcs

All taxes of eveiy kind and nature assessed oi levied upon or in connection with the Joint Piu|>erty. the operation thcicof. 

or the production ihercfiom. and which taxes have been paid by the Operator for the benefit of the Parties If lire ;ul 

valorem taxes are based in whole or in part upon separate valuations ol' each party's winking interest, then

notwithstanding anything to the contrary herein, el urges to the Joint Account shall he made and paid by the Parties

hciclo m accordance with the lax value generated by each party's working interest.

3
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Account for overhead bused on the following rules for any Major Construction project in excess ol S 25.U0U.0U 

A. S % offiisl $ 11)0.000 or total cost ifless, plus

0. 3 % of costs in excess of S100.000 but less than $ l ,000,000, plus

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

Total cost shall mean the gross cost of any one project, l or the purpose of this paragraph, the component parts of a single 

project shall not be treated separately and the cost of drilling and workover wells und artificial lilt equipment shall be 

excluded.
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3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures icsulting from a single occurrence due 

to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the raitics, which arc 

necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the

expenditures, Operator shall either negotiate a rale prior to charging the Joint Account or shall charge the Joint Account

for uverhead based on lire following rales:

A. S % oftotal costs through $100,000; plus

U ____ 3____% oftotal costs in excess of$ 100,000 but less than $ 1,000,000; plus

<2. 2 % of total ousts in excess of$l,000,000.

Expenditures subject to the overheads above will nut be reduced by insuiancc recovciies, and no miter overhead

provisions of (his Section III shull apply.

4. Amendment of Kales

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

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

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS

Operator is responsible fur Joint Account Material and shall make proper and timely charges and credits for all Material

movements aHectiug the Joint Property. Operator shall provide all Material for use on the Joint Properly; however, ai 

Operator's option, such Material may be supplied by the Non-Operator. Opcrulot shall make timely disposition of idle and/or

surplus Material, such disposal being made either through sale to Operalur or Non-Operator, division in kind, or sale to

outsiders. Operator may purchase, but shall be under no obligation to purchase, mleiest of Non-Operulors in surplus condition

A or D Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Panics.

1. Purchases

Materia! purchased shall be charged at the price paid by Operator alter deduction of all discounts received In ease of

Muteria! found to be defective or returned to vendor for any miter reasons, credit shall be pussed to the Joint Account

when adjustment has been received by the Operator.

2. Transfers ami Dispositions

Material furnished to the Joint Piopcrty and Maienal transferred from the Joint Property or disposed of by the Opeialm,

unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

A. New Material (Condition A)

(1) Tubular Goods Other titan Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill

published carload base prices effective as of date of movement plus transportation cost using the 81),(HR)

pound carload weight basis to the railway receiving poinl nearest the Joint Property for which

published rail rates Tor tubular good* exist. If the 80,000 pound rail rate is not ollcted, the 70.000 pound

or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lnram, Ohm

and casing from Youngstown, Ohio.

(b) Fur grades which are special to one mill only, prices shall be computed at the null base of that mill plus

transportation cost from that mill x> the railway receiving point nearest the Joml Propcit) as provided

above in Paragraph 2.A.(i)(u) For transportation cost from points other than Kustcin mills, the 30.000

r :C‘
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pound Oil Field Maulers Association interstate truck rate shall be used

(c) Special end finish tubular goods shi.ll be priced at the lowest published out-of-stock price, f.o.b, Houston. 

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 puuud truck rate, 

to the railway receiving point nearest the Joint Properly.

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published mit-ol'-stock prices

fob. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale

per weight of tubing transferred, to tiic railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls Y< inch and over) 30,000 pounds or

more shall be priced under provisions of tubular gouds pricing in Paragraph A.(l)[a) as piovided above 

Freight charges shall be calculated from Lorain, Ohio.

(I)> Line Pipe movements (except size 24 inch OD) and larger with walls V* inch and over) less than 30.000 

pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 

plus 20 percent, plus transportation custs based on freight rates as set forth under provisions of tubular 

goods pricing in Paragraph A(IX*i) as provided above. Freight charges shall be calculated liom Lorain, 

Ohiu.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of

manufacture at cuircni new published prices plus daiisportaiion cost to ilie railway receiving point

neaicsl the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published pi ice lists shall

be priced at quoted prices plus freight to the railway receiving point nearest the Joint Properly nr at

prices agreed to by the Parties.

(3) 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 Properly, or point of manufacture, plus transportation costs, if applicable, to the 

ruilway receiving point nearest the Joint Property.

(4) Unused new Muterial, 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 reliable supply store nearest the Joint Property, or

point of manufacture, plus transportation costs, if applicable, to the railway iccciving point nearest the Joint 

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

B. Good Used Material (Condition U)

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

(1) Materia! moved to live 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-live percent (75%) of current new price, as determined by Puragiaph A, if Material was 

originally charged to the Joint Account us new Material or

(b) At sixty-live percent (65%) of current new price, as determined by Paragraph A, if Material was 

originally charged to the Joint Account os used Material

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

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

Hie cost ofrcconditioning, if any, shall be absorbed by the transferring property.

C. Other Used Material 

(1) Condition C

Matcua! which is not in suund aid serviceable condition and not suitable for its original function until 

alter icconJitiomng shall be priced at fifty percent (50%) of current new pnec as determined by 

Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 

C value plus cost of reconditioning dues not exceed Condition (5 value.

OJ
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(2) Condition D

Material, excluding junk, rnt longer suitable fur its original purpose, but usable tor some other putpo.->c 

shall be priced on a basis ummunsurute with its use Operator may dispose of Condition O Material 

under procedures normally used by Ojrcrutor without prior apptoval of Nun-Operators

(a) Casing, tubing, or drill pipe u>cd as line pipe shall be priced as Giadc A and H seamless line pipe

of comparable size and weight. Used casing, tubing or drill pipe utilized us line pipe shall be

priced al used line pipe prices

(b) Casing, tubing or drill pijie used as Ingltei piessurc service lines than standard line pipe, eg 

power oil lines, shall be puced under normal pricing procedures for casing, tubing, or dull pipe 

Upset tubular goods shall lie puced on a mm upset basis

(3) Condition If

Junk shall be priced al prevailing prices Operator may dispose of Condition E Material undci 

procedures normally utilized by Opcutur without priur approval of Non-Operators

D Obsolete Material

22 Material which is serviceable and usable for its origmul function but condition aud/oi value of such Mataiul

23 is not equivalent to that which would justify a puce as provided above may be specially puced as agiccd to by

24 the Parties. Such price should result in the Joint Account being charged with the value uf the service

25 rendered by such Material.

26

27 !• Pricing Conditions
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(1) Loading or unloading costs may be charged to lire Joint Account at the rate of twenty-five cents (25tf)

per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

sustained at the stocking point I lie above rate shall be adjusted as of the fust day of April each \eai

following January 1. 1985 by the tame percentage increase or decrease used to adjust overhead rates m 

Section III. Paragraph I A (3) Each sear, the rate calculated shall be rounded to the nearest cent and

shall be the rale m effect until tlu. first day of April next year. Such rate shall be published each \eui 

by the Council of Petroleum Accuiiulants Societies

(2) Material involving erection costs shall be charged at applicable percentage of the current ktmckcd-dnwii

price of new Material.

i. Premium Prices

Whenever Matcriul is not readily obtainable at puhtislied or listed prices because of national emergencies sUikcs in oihci 

unusual cutises over which the Operutor has no eoiitml. the Operator may charge the Joint Account lor the icqmrud 

Material at the Operator's actual cost incurred in pioviding such Material, m making it suitable tor use, and in moving it 

to tlto Joint Property; provided notice in writing is furnished to Non-Opeiators of the proposed charge prior to billing 

Non-Operators for such Material. Each Non-Ojiciamr shall have the tight, by so electing and notifying 0|)viaU>i milmi 

ten days alter receiving notice from Operator, to furnish in kind all or pail of his share of such Material suitable for use 

and acceptable to Operator

4. Warranty uf Material furnished By Operator

Operator docs not warrant the Material furnished In case of detective Material, credit shall mil be passed to the Jomi 

Account until adjustment has been received by Operator limit the manufaciurcts or their agents.

V. INVENTORIES

The Operator shall maintain detailed records uf Control lablc Material

1. Periodic Inventories, Notice amt Representation

Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 

of intention to take inventory shall be given by Operator at least Unity (30) days before any inventory is to begin so that 

Ntm-Ojieraiiiis may be represented when any inventory is taken, failure of Non-Operators to be represented at an 

inventory shall bind Non-Operators to accept the invciiUny taken by Operator

2. Ufioiicilialion and Adjustment uf Inventories

Adjustments to the Joint Account resulting from .he iccmicihatioii of a physical inventory shall be made within m\ 

months following the taking of the mvenloiy InveiiUny adjustments shall be made by Operator to Uw Joint Account tot
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overages iinJ shotlugcs, but, Operator shall be held accountable only lot slioitages due lo lark of reasonable diligence 

Special Inventories

Special inventories may be taken whenever there is am sale, change of interest, or change of Operator in the Joint 

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

interest takes place In such cases, both the scllc and the purchaser shall be governed by such inventoiy In cases

involving a change of Operator, all Parties shall be governed by such inventory

Eipcii.sc of Conducting Inventories

A. The expense of conducting periodic mvcniorie; shall nut be chaigcd to the Joint Account unless agreed to by the

Patties.

0 I'he expense of conducting special inventories shall be charged to the Panics requesting such invcnloiies, except

inventories required due to change of Operator shall he clwrged to the Joint Account

J
h?
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EXHIBIT "D1

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 tor 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 sueh 
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 sueh policy.
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A.AJ\L. FORM 610-E - GA XANCING AGREEMENT - 1992 ASSOCIATION- OF 
FORM

PETROLEUM LANDMEN 
AAPX.N0.6

1 NOTE: Instructions For Use of Gas Balancing

2 Agreement MUST be reviewed before finalizing

3 this document

4

5
6

7 EXHIBIT "E"

g GAS BALANCING AGREEMENT ("AGREEMENT")

9 ATTACHED TO AND MADE PART OF THAT CERTAIN

10 OPERATING AGREEMENT DATED January 1.2008 _ ________ r,_. •____ ________ _____________  - ; ......

11 BY AND BETWEEN Devon Energy Production Company .L.P., si QpgmU»:------- ,-------------- ;----------- ;—------------------ :—_=-------- :------ —

12 AND. McCombsEntntv.LLC.tiaUmNon-Qptnitlir_______________ _________ __________ ________ ;—("OPERATING AGREEMENT')
13 RELATING TO THE All of SccHon 3I-T22S-R26E ____; ______________________ ;; ---------_------------------- _AREA,

14 ■ - ■ ■ -Eddy COUNTV/RARIgH.STATE OF NewMedco

IS
16 I. DEFINITIONS
17 the following definitions shall epply.to this Agreement

18 1.01 "Arm's Length Agreement" shall mean any gas sales agreement with an unaffiliated : purchaser or any gas sales

19 . . agreement with an affiliated purchaser where the sales price and delivery conditions under such agreement are

20 representative of prices and delivery conditions existing under other simitar agreements in the area between

21 unaffiliaied parties at the same time ibr natural gas of comparable quality and quantity.

22 1.02 "Balancing Area" shall mean (select one):

23 0 each well subject to the Operating Agreement that produces Gas or is allocated a share, of Gas production. If a

24 single well is completed in two or more producing intervals, each producing interval from which ihc Gas

25 produclion.is not commingled in the wellbore shall be considered a separate well.

26 □ all ofthe acreage and depths subject to the Operating Agreement

27 □ ...:...- - ■ - ....1 ' • : ____________ ■ : ' ■ /■ ■
28 ' :...._ : / ■ ' ..........................'............; ■ ___________________ ; ■ - - - ' - '

29 ' ' .....-■ .
30 ■ - / ~. - • • • • • .....-'_________ ;________ • • :____ • • • •

31 1.03 "Full Share of Current Production" shall mean the Percentage Interest of each Party in the Gas actually produced

32 from the Balancing Area during each month.

33 1.04. "Gas” shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified

34 . as an' ofl well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made

35 available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids, recovered by

36 field equipment, operated for the joint account "Gas” does not include gas used in joint operations, such as Tor fuel,

37 recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Balancing Area.

38 1.05 "Makeup; Gas” shall mean any Gas taken by an Underproduced. Party from the Balancing Area iri excess of its Full

39 Share ofCurrent Production, whether pursuant to Section 33 or Section 4. t hereof.

40 1.06 "Mcf" shall mean one thousand cubic, feet A cubic foot of Gas shall mean the volume of gas contained in one cubic

41 foot ofspace at a standard pressure base and at a standard temperature base.

42 1.07 "MMBtu" shall mean one million British thermal Units.. A -British Thermal Unit, shall mean, the quantity of .best

43 required to raise one pound avoirdupois of pure water from 583 degrees Fahrenheit to 593 degrees Fahrenheit at a

44 constant pressure of 14.73 pounds per square inch absolute.

45 1.08 "Operator* shall, mean, the individual or entity, designated under the terms of the Operating Agreement or, in the

46 evert this Agreement is not employed in connection with an operating agreement, the individual or entity

47 designated as theoperator ofthewell(s) locatedin the Balancing Area.

48 1.09 "Overproduced Party" shall mean any Party having taken a pester quantity of Gas from the Balancing Area than

49 die Percentage interest ofsuch Party in the cumulative quantity ofall Gas produced from the Balancing Area.

50 1.10 "Overproduction" shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in

51 the cumulative quantity of all Gas produced from the Balancing Area.

52 1.11 "Party* shall mean those individuals or entities subject to this Agreement, and their respective heirs, successors,

S3. transferees and assigns.:

54 . 1.12 "Percentage Interest" shall mean the percentage or decimal interest of each Party m the Gas produced from the

55 Balancing Area pursuant to the Operating Agreement covering the Balancing Area.

56 1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners of royalties, overriding

57 royalties, production payments or similar interests.

58 1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the Balancing Area then

59 thePercentagelnterestofsuchPaftyinthecuntulativequantityofalIGaspioducedfromtheBa|imcingAreo.

60 1.15 "Underproduction" shall mean the deficiency between the cumulative quantity of Gas taken by a Party aid its

61 Percentage Interest iri the cumulative quantity of all Gas produced from the Balancing Area

62 1.16- D fOpllnnaH "Winter Period* shall mean the monthlslof ___ inone

63 calendar year and the monthfsl of __________ - • - •__ in tiw succeeding calendar year.

64 2. BALANCING AREA

65 2.1 If (fab Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area were covered

66 by separate but identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Balancing Area

67 measured in (Alternative !) 0 Mcfi or (Alternative 2) □ MMBtus.

68 22 In the event that all or part of (he Gss deliverable from a Balancing Area is or becomes subject to oiic or more

69 maximum, lawful prices, -any Gas not subject to price controls shall be considered as produced from a single Balancing Area 

. 70 and Gas subject to each maximum lawful price category shall be considoedproduced fipm a separate Balancing Area.

71 X

72

RIGHT OF PARTIES TO TAKE GAS
3.1 Each Party desiring to take Gas will notify the Operator, ; or cause the Operator to be t 

• • - or other i)
notified, of. the volumes 

. , . other fdentflyfng desert plipn
73 nominated, the name of the transporting pipeline and the pipeline contract number (if available) and meter suntan / relating
74 to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all nomination and other
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A.A.P.L. FORM 6I0-E-GA .LANCING AGREEMENT - 1992

in accordance with each Parties’ interest jn the well
1 requirements. Operator is aulliuri/cd to deliver die volumes so nominated / and conlinned (if eonhimatiun is required) to the

2 transportin^jiijie)inc jn accordance with the terms of tins Agreement., provided however, the Well is capable of delivering tlie Humiliated v olume for the
3 Party ^sfiall make a reasonable, good faitn elToil to lake its Full Share of Current Production each month, to the

4 extent tluit such production is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to

5 preserve correlative rights, or to maintain oil production.

(, 3J When a Parly fails for any reason to take its Kull Share of Current Production (as such Share may be reduced by the

7 rigid of the other Parties to make up for Underproduction us provided herein), the other Parlies shall be entitled to lake any

8 Gas which such Party fails to lake. To the extent practicable, such Gas shall be made available initially to each Underproduced

V Party in die proportion dial its Percentage Interest m die Balancing Area bears to the total Percentage Interests of all

10 Underproduced Parlies desiring to lake such Cias. If all such Gas is not taken by the Underproduced Parties, the portion nut

11 taken shall then be made available to the other Parlies in (he proportion dial their respective Percentage Interests in the

12 Balancing Area bear to the total Percentage Interests of such Parties.

13 3.4 All Gas taken by a Parly in accordance with the provisions of this Agreement, regardless of whetlicr such Part) is

14 underproduced or overproduced, shall be regarded os Gas taken for its own account with title thereto being in such taking

15 Party.

3.5 Notwithstanding the provisions of Section 3.3 Icrcof. no Overproduced Party shall be entitled in any month to take any

Gas in excess of three bundled percent, (300%) of its Percentage Interest of the Balancing Area's then-current Maximum
unless agreed to bv ml Parties hereto ......

Monthly Availability; 7 provided, however, dial tills limitation shall not apply to die extent dial it would preclude production

Ilia! is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative

tights, or to maintain oil production. "Maximum Monthly Availability" shall mean die maximum average monthly rate of

production at which Gas can tie delivered from (he Balancing Area, as determined by the Operator, considering the maximum

efficient well rate lor each well within die Balancing Area, die maximum uliowahle(s) set by die appropriate regulatory' agency,

mode of operation, production facility capabilities and pipeline pressures.

3.6 In the event that a Parly fails to make anangeuients to take its Full Share of Current Production required to be

produced to maintain leases in effect, tu protect die producing capacity of a well or reservoir, to pieservc correlative lights, oi
if tl so decks

to maintain oil production, the Operator may sell / any purl of such Parly's Pull Share ol Current Production that such Party tails 

to take for the account of such Party and render to such Party, on a current basis, the full proceeds of the sale, less am

reasonable marketing, compression, treating, gathering or transportation costs incurred directly in connection with the sale of

such Full Share of Current Production. In making die sale contemplated herein, the Operator shall be obligated only to obmm

such price and conditions for the sale as are reasonable under die circumstances and shall not be obligated to share any of its

markets. Any such sale by Operator under the terms hcicnf shall be only for such reasonable periods of time as are consistent 

with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one

year. Notwithstanding the provisions of Article 3.4 hereof. Cias sold by Operator for a Party under the provisions hereof shall

he deemed lo be Gas taken for the account of such Party.

35 4. IN-KIND BALANCING
re is

Mi 4 1 Ullcclive die first dav of any calendar month following / at
if required by Operator, .. , , „

37 written nolice to the Operator. / any Underproduced Parly may begin taking, m addition to its Full Share ol Current

38 Production and any Makeup Gas taken pursuant to S:clion 3.3 of this Agreement, a share of curieut production determined

39 b> multiplying thirty-fivepercent ( 35_____ %) of die Full Shares of Current Production of all Overproduced Parties by

40 a fraction, die numerator of which is the Percentage Interest of such Underproduced Party and die denominator of which

4! is the total of the Percentage Interests of nil Underproduced Parties desiring to take Makeup Gas. In no event will an

42 Overproduced Party lie required to provide more lluuithirty-fivepercent ( 35 %)ufits Full Share of Curient

43 Production for Makeup Gas. The Operator will prompt y notify all Overproduced Parlies of the election of an Underproduced

44 Party to begin taking Makeup Gas.

45 4.2 □ (Optional - Seasonal Limitation oil Makeup - Option I) Notwithstanding the provisions of Sceiiun 4.1. the

46 avcuigc monthly amount of Makeup Gas taken by an Underproduced Party during die Winter Period pursuant to Section 4.1

47 shall not exceed die average monthly amount if Makeup Gas taken by such Underproduced Party during the

48 () months immediately preceding the Winter Period.

49 4.2 □ (Optional - ScumiiiiiI Limitation on Makeup - Option 2) Notwithstanding die provisions of Section 4.1. no

50 Overproduced Party will be required to provide more thanpercent (%) of its Full Share

51 of Current Production for Makeup Gas during die Winter Period.

52 4 3 E3 (Optional) Notwithstanding any other provision of Uiis Agreement, at such time and for so tong us Operator, or

53 (insofar as concerns production by the Operator) an)’ Underproduced Party, determines in good faith that an Overproduced

54 Party has produced all of its shine of the ultimately recoverable reserves in the Balancing Area, such Overproduced Party may

55 be required lo make available for Makeup Gas, upon the demand of the Operator or any Underproduced Purl), up to

56 one hundredpercent t 100 %) of such Overproduced Party's Full Share of Current Production.

57 5. STATEMENT OF GAS BALANCES

58 5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of die volumes .of Gas that each

59 Party is entitled lo receive and the volumes of Gas actually taken nr sold Ibr each Party's account. Within / fony-ltvc— (4-5)—days

61) alter the month of production, the Operator will furnish u statement for such month showing (I) each Party's Full Share of

61 Current Production, (2) the total volume of Gas actually taken or sold for each Party's account. (3) the difference between

62 the volume taken by each Party and dial Parly's Pull Share of Current Production, (4) the Overproduction or

63 Underproduction of each Parly, and (5) other data as recommended by the provisions of the Council of Pctioleum

64 Accountants Societies Bulletin No.24. as amended or supplemented hereafter. Each Party taking Cias will prompt!)’ provide to

65 the Operator any data required by the Opcrulor for preparation ut (lie statements required hereunder.

66 5.2 If any Party fails to provide the Jala requited herein for lour (4) consecutive production months, die Operator, or

67 where the Operator has failed to provide data, another Parly, may audit the production and Gas sales and transportation

68 volumes of the non-reporting Party lo provide the required data. Such audit shall be conducted only alter reasonable notice and

69 during normul business hours in the office of the Party whose records arc being audited. All cosls associated with such audit

70 will be charged to Ihc account of the Party failing to provide the reqt ired data.

71 6. PAYMENTS ON PROD!KTION

72 6.1 Had) Party taking Gas shall pay or cause to be paid ail production and severance taxes due on all volumes of Gas

73 actually taken by such Party.

74 6.2 O (Alternative 1 - Entitlements) Each Party shall pay or cause lo be paid all Royally due will) respect to Royalty

unable notice ol 
least ( 30 ) days'mior
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1 owners to whom ti is accountable as if such Paity were taking its Full Share of Current Production, and only its Full Share of

2 Current Production.

3 6.2.1 □ (Optional - Fur use only with Section 6.2 - Alternative I - Entitlement) Upon written request of a Paity

4 taking less limn its Full Shore of Current Production in a given month ("Current Undcrproduccr"), any Puity taking moic than

5 its Full Share of Current Production in such month ("Current Overpruduccr") will pay to such Cuttetil Undcrpiuducei an

6 amount each month equal to the Royalty percentage of the proceeds received by the Current Overproduce for that poiiion of

7 the Cunent Undcrproduccr's Full Shuic ol Current Production taken by the Currcni Overpruduccr, provided, however, that

8 such payment will not exceed the Royally percentage that is common to all Royalty burdens tn the Balancing Area ihnincms

9 made pursuant to this Section 6.2.1 will he deemed payments to the Underproduced Party's Royalty owners tor proposes of

10 Section 7.5.

11 6.2 0 (Alternative 2 - Sales) Luch Party shall pay or cause to be paid Royalty due with respect to Royalty owners to

] 2 whom it is accountable based on die volume of Gas actually taken for Us account.

13 6.3 In the event that any governmental authority requires that Royalty payments be made on any other basis than that

14 provided for in this Section 6. each Party agrees to make such Royalty payments accordingly, commencing on the cllcctivc date

15 required by such governmental authority, and lire method provided for herein shall be thereby superseded.

16 7. CASH SETTLEMENTS

17 7.1 Upon lire earlier of the plugging and abandonment of the last producing interval in the Balancing Aiea, the lamination

18 of the Operating Agreement or any pooling or unit agreement covering the Balancing Area, or at any tune no Gas is taken

19 from the Balancing Area for a period of twelve (12) consecutive months, any Party may give written notice calling for cash

20 settlement of (he Gas production imbalances among the Parlies. Such notice shall be given to all Parlies in (he Balancing Area.

21 7.2 Within sixty (60) days alter the notice calling for cash settlement under Section 7.1, the Operator will distribute to each

22 Parly a Final Gas Settlement Stalcmcnt deluding die quantity of Overproduction owed by each Overproduced Puny to each

23 Underproduced Party and identifying the month to which such Overproduction is attributed, pursuant lo the methodology

24 set out in Section 7.4.

25 7.3 □ (Alternative I - Direct Parly-to-Parly Settlement) Within sixty (60) days alter receipt of the Final Gas Settlement

26 Statement, each Overproduced Party will pay lo each Underproduced Parly entitled to settlement the appropriate easti

27 settlement, accompanied by appropriate accounting detail. At tire time of payment, the Overproduced Paity will notify the

28 Operator of the Gus imbalance settled by die Overproduced Party's payment.

29 7.3 0 (Alternative 2 - Settlement Through Operator) Within sixty (60) days after receipt of the Final Gas .Settlement

3U Statement, each Overproduced Parly will send its cash settlement, accompanied by appropriate accounting detail, to the

31 Operator. The Operator will distribute the monies so received, along with any settlement owed by the Operator as an

32 Overproduced Party, to each Underproduced Party to whom settlement is due within ninety (90) days alter issuance of (he

33 Final Gas Settlement Statement. In the event that any Overproduced Party I ails to pay any settlement due hcieuudcr. the

34 Operator may turn over responsibility for the collection or such settlement to the Party to whom it is owed, and the Operator

35 will have no further responsibility with regard lo such settlement.

36 7.3.1 3 (Optionul - Fur use only with Section 7.3, Alternative 2 - Settlement Through ()|>crutor) Any Pimy shall have

37 the right at any time upon thirty (30) days' prior written notice to all other Parlies to demand that any settlements due such

38 Party for Overproduction be paid directly to such Party by the Overproduced Party, milter than being paid lliinugh the

39 Operator. In the event that an Overproduced Puity pays the Operator any sums due to an Underproduced Patty at any time

40 after thirty (30) days following the receipt of the notice provided for herein, (he Overproduced Party will continue to be liable

41 to such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party.

42 7.4 0 (Alternative I - Historical Sales Basis) The amount of the cash settlement will be based on the proceeds

43 received by the Overproduced Party under an Aim's Length Agreement lor the Gas taken from time to time by the

44 Overproduced Party in excess of the Overproduced Patty's Full Share of Current Pioduetion. Any Makeup Gas taken l>> the

45 Underproduced Party prior to monetary settlement hereunder will be applied to offset Overproduction chionulogically m (he

46 order of accrual.

47 7.4 □ (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will he based on die piocccds

48 received by the Overproduced Puny under an Arm's Length Agreement for the volume of Gas that constituted Oveipioduclion

49 by the Overproduced Parly from the Balancing Area For (he purpose of implementing the cash settlement piovisiou ul the

50 Section 7. an Overproduced Party will not be considered to have produced any of an Underproduced Party's share ol Gas until

51 the Overproduced Party has produced cumulatively all of its Percentage Interest share of the Gas ultimately produced from the

52 Balancing Area.

53 7.5 Hie values used for calculating the cash settlement under Section 7.4 will include all proceeds received for the sale of the

54 Gas by the Overproduced Party calculated at the Balancing Area, after deducting any production or severance taxes paid ami any

55 Royalty actually paid by the Overproduced Party to ati Underproduced Party's Royalty owner(s), to the extent said payments

56 amounted lo a discharge of said Underproduced Party's Royalty obligation, us well as any reasonable marketing, compicssion.

57 treating, gathering or transportation costs incurred directly in connection with Lite sale of the Overproduction.

58 7.5.1 0 (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas

59 purchase contract pioviding for payment based on a percentage of the proceeds obtained by the purchaser upon tesulc of

60 residue gas and liquid hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will

61 include proceeds received by the Overproduced Party for both the liquid hydrocarbons and (he residue gas atliibutable to the

62 Overproduction.

63 7.5.2 □ (Optional - Valuation for Processed Gas - Option 1) For Overproduction processed for the account of the

64 Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the full quantity ul the < Rcrproduelion

65 will be valued for purposes of cash settlement at the prices received by the Overproduced Party for the sale of (lie residue gas

66 attributable to the Overproduction without regard lo proceeds attributable lo liquid hydrocarbons winch ma> have been

67 extracted from the Overproduction.

68 7.5.2 0 (Optional - Valuation for Processed Gas - Optiun 2) For Overproduction processed for the account ol the

69 Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the values used lor calculating cash

70 settlement will include the proceeds received by the Overproduced Parly for the sale of the liquid hydrocarbons exit acted horn

71 the Overproduction, less the actual reasonable costs inuiircd by the Overproduced Parly to process the Overproduction and to

72 transport, fractionate and handle lite liquid hydrocarbons extracted tucrcfrom prior lo sale.

73 7.6 To the extent the Overproduced Party did not sell ail Overproduction under an Arm's Length Agreement, the cash

74 settlement will be based on the weighted average price received by the Overproduced Party for any gas sold Irom the
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Balancing Area under Arm's Length Agreements during ihe months to which such Overproduction is attributed. In the event

that no sales under Arm's Length Agreements were made during suiy such month, die cash settlement for such month util be

based mi the spot sales prices published for the applicable geographic area during such month in a mutually acceptable pi icing

bulletin. .. . , , .........................
prime rate in effect ut Bank uf America, Dallas, I exas , , , . ,

7.7 Interest compounded at die / rate-ol--------- --------- ------ --------------------- nenwtiH- l%) (mhuihuhi or the maximum lawlul

rate of miciest applicable to die Balancing Area, whichever is less, will accrue for all amounts due under Section 7 I beginning

die iirst day billowing the date payment is due pursuant to Section 7.3. Such interest shall he home by the Operator or any

Overproduced Parly in the proportion dial their respective delays beyond the deadlines scl oul in Sections 7.2 and 7.j

contributed to the accrual uf the interest. The Operator shall also !h* required In pay such interest if it has received payment from any Overproduced 
Party hut failed to Imjelv pay Ihe Underproduced Party. , . „ .... . .. , .................................

7.8 In hen of Ihe cash settlement ictjuirciT by Sc;iiun 7,3. an Overproduced Party may deliver to the Underproduced Party

an offer to settle its Overproduction in-kind and at such rales, quantities, times and sources as may be agreed upon by the

Underproduced I’uiiy. If the Parties are unable to agree upon die manner in which such m-kiiid settlement gas will be

furnished within sixty (60) days after the Overproduced Party's offer to settle in kind, which period may be extended by

agreement of said Parties, the Overproduced Party shall make a cash settlement as provided in Section 7.3. The making of an

in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on die cash settlement should the Parties

fail to reach agreement on an in-kind settlement

7.9 0 (Optional - Fur Balancing Arras Subject to Federal Price Krgulntiou) That portion of any monies collected by an

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

other governmental aulhoiily may be withheld hy the Overproduced Party until such prices arc fully approved by Mich

governmental authority, unless the Underproduced Pany furnishes a corporate undertaking, acceptable to (lie Overproduced

Party, agreeing to hold the Overproduced Party harmless from limmeial loss due to refund orders In such governmental

authority.

7.Id □ (Optional - Interim Cash Balancing) At uny time during the term of this Agreement, any Ovciproduccd Party

may, in its sole discretion, make cash scUleinent(s) with the Underproduced Parties covering all or part of its outstanding (ias

imbalance, provided dial such settlements must be made with all Underproduced Panics proportionately based on the relative

imbalances of tlie Underproduced Parties, and provided further that such settlements may not be made moic often than once

every twenty-four (24) months. Such settlements will be calculated in Ihe same manner provided above for final cash

settlements The Overproduced Party will provide Operator a detailed accounting of any such cash settlement within thirty (30) 

days after the settlement is made.

H. TESTING

Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from tune to lime, to

piuducc and lake up tu one hundicd percent (100%) of a well's entire Gas slrcuni to meet the reasonable deliveiability lesl(s)

required by such Party's Gas purchaser, and the right to lake any Makeup Gas shall be subordinate to the light of any Party to 

conduct such tests, provided, however, that such tests shall be conducted in accordance will) prudent operating practices only

after thirty________________(30) days' prior written notice to the Operator and shall last no longci than

seven(7) houfs.-dnys including prior shut-in lime.

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party’s obligation to puy 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 Opetatmg

Agreement, irrespective of wliether any Parly is at any lime selling and using Gas or whether such sales or use aic in 

proportion to its Percentage Interest in the Balancing Area.

Ilk LIQUIDS

The Parties shall sluire proportionately in und own all liquid hydioearbous recovered will) Gas by field equipment operated

lor the joint account in accordance with their Percentage Interests in the Balancing Area.

It. AUDIT RIGHTS

Notwithstanding any provision in litis Agreement or any other agreement between the Parlies Itcrclo. ami further

notwithstanding any termination or cancellation of (his Agreement, for a period of two (2) years from the end of (lie cnleitdai

year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Parly shall have the right to audit

the records of any oilier Party regarding quantity, including but not limited to infoimalion regarding Ulu-conlcul

Any Underproduced Party shall have the right for a period of two (2) years from the end of ihe calendar year in which any

cash settlement is received pursuant (o 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 Area Any such

audit shall be conducted at die expense of the Party or Parties desiring such audit, and shall be conducted, after reasonable

notice, during norma! business hours in the office of the Pany whose records arc being audited, Each Party hcicto agrees to

mainiaio records as to the volumes and prices of Gas sold each month and the volumes of Gas used in its own operations,

along with the Royalty paid on any such Gas used bv a Party in its own operations. Hie audit rights provided for in this

Section 11 shall he in addition to those provided for in Section 5.2 of this Agreement.

12. MISCELLANEOUS

12.1 As between the Parties, in die event of any conilicl between llte provisions of this Agreement und the provisions of

any gas sales contract, or in the event of any con 11 cl between the provisions of this Agreement and tlie piovisions of the

Operating Agreement, the provisions of this Agreement shall govern.

12.2 Hitch Party agrees to defend, indemnify and hold harmless all other Parties from and against any und all liability tin

any claims, which may be asserted by any third party which now or hereafter stands in u contractual relationship with such

indeinnilying Pany and winch arise oul of tlie operation of this Agreement or any activities of such indemnifying Parly under

the provisions of Litis Agreement, and docs further agree to save the other Parties harmless from all judgments or damages

.sustained and costs incurred in connection therewith.

12.3 Lxcepl as otherwise provided m this Agreement, Operator is authorized to administer the pinvisious of this

Agreement, but shall have no liability to the other Prrties for tosses sustained or liability incurred which arise out of oi in

connection with the performance of Operator's duties hereunder, except such as may result from Upcralor's giuss negligence or

willful misconduct Operator shall not be liable to any Underproduced Party for the failure of any Ovciproduccd Puny, tmlici 

than Operatoi) to puy uny amounts owed pursuant to die terms hereof

12.4 This Agreement shall remain in full force and cltcct for as long as die Operating Agreement .shut) leinam in loiee and

effect as to the Balancing Area, and thereafter until the Gus accounts between the Parties are settled in full, and shall imue to

the benefit of and be binding upon the Parties herein, and their respective heirs, successors, legal representatives
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and assigns, if any. The Parties hereto agree to give notice of the existence of tins Agreement to any successor in mteiest of 

any such Party and to provide that any such successor shall be bound by this Agreement, and shall fuithcr make mi> transfer of

3 any interest subject to the Operating Agreement, or any part thereof also subject to the terms of this Agreement.

4 12.5 Unless the context clearly indicates otherwise, words used in the singular include Uie plural, tlte plural includes die

5 singular, and the neuter gender includes the masculine and the feminine.

6 12.6 In the event that any "Optional" provision of this Agreement is not adopted by the Parties to this Agreement by a

7 typed, printed or handwritten indication, such provision shall not form u part of this Agreement, and no inference shall he

s made concerning the intent of the Parties in such event. In the event that any "Alternative" provision of this Agreement is not

9 so adopted by the Panics. Alternative 1 in each such instance shall be deemed to have been adopted by the Parlies as a result

10 of any such omission. In those cases where it is indicited that an Optional provision may be used only if a specific Alternative

11 is selected, (i) an election to include said Optional provision shall not be effective unless the Alternative m question is selected:

12 and (ii) the election to include said Optional provision must be expressly indicated hercun, it being understood that the

13 selection of an Alternative either expressly or by default as provided herein shall not, in and of itself, constitute an election to

14

15

include an associated Optional provision.

12.7 litis Agreement shall bind the Parlies in accordance with the provisions hereof, and nothing licicin shall be construed

16 or interpreted as creating any rights m any person or entity not a signatory hereto, or as being a stipulation hi favor of any

17 such person or entity.

18 12.8 If contemporaneously with this Agiecment becoming effective, or llicrcullcr. any Party requests that any oilier Party

IV execute an appropriate memorandum or notice of this Agreement in order to give tJiird parties notice of record of same and

20 submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Parly to which such

21 request is made and delivered promptly thereafter to tie Party making the request. Upon receipt, the. Party making the request

22 shall cause the memorandum or notice to be duly recorded in the appropriate real property or other rccoids affecting the

23 Balancing Area.

24 --------12.9 In—Uh*—event—Internal—Revenue—Service —regulations—require—a—uniform—method—of—computing taxable—income—by—all

25 Parties*—each—Party—agrees—to—compute—and—report—ineonie—to—the—Internal—Revenue—Service—(select—one)—O ns if such—Party—were

20 taking—its—Full—Share—of- -Current—Pfoduetion—timing—each—relevant— tax—period—in—uooordiuice—with—such leguiutmiisr-msofaf—as—same

27 relate—te—entitlement—method—tax—compulations* or—□—based—on—the—quantity—ol— Gas taken—for—its—aouount—m oveoidunoe—with

28 such regutationSrinsofar-tiirsaine-felate-io salesmuiliod tux compulations; See I4J on Page -5:i-.

29 13. ASSIGNMENT AND KIGIMS UPON ASSIGNMENT

30 13.1 Subject to the provisions of Sections 13.2 (if elected) and 13.3 hereof, and notwithstanding anything m this Agreement

31 or in the Operating Agreement to the contiary. if any Party assigns (including any sale, exchange or other transfer) any of it*

32 working interest in lire Balancing Area when such Parly is on Underproduced or Overproduced Party, tire assignment or other

33 act of transfer shall, insofar as the Parties hereto arc concerned, include all interest of die assigning or transferring Parly m tire

34 Gas, all rights to receive or obligations to provide or take Makeup Gas and all rights to receive ot obligations to make any

35 monetary payment which may ultimately be due hereunder, as applicable. Operator mid each of the other Parlies hereto shall

30 thereafter treat the assignment accordingly, and the assigning nr transferring Party shall look solely to its assignee or other

37 transferee lor any interest in die Gas or monetary payment that such Party may have or to which it may he entitled, mid shall

38 cause its assignee or other transferee to assume its obligations hereunder.

39 13.2 □ (Optional - Cash Settlement Upon Assignment) Notwithstanding anything in this Agreement (including but not

40 limited to the provisions of Section 13.1 hcreol) or in the Operating Agreement to the contrary, mid subject to the provisions

41 of Section 13.3 hereof, in the event an Overprodueed Party intends to sell, assign, exehange or otherwise <imister :mv of its

42 interest in a Balancing Aicu, such Ovcrpiodueod Party sbail notify in writing the other working iiilcicxl owners who are

13 Parlies hereto in such Balancing Area of such fact at least ( ) days prior (o closinv, the

44 transaction. Thereafter, any Undcipruduced Party may demand from sueli Overproduced Party in writing. within

45 ( ) davs after receipt of the Overproduced Party's notice, a cash settlement of its

46 Underproduction from die Balancing Area. The Operator shall be notified of any such demand and of any cash settlement

47 pursuant to this Section 13, and the Overproduction and Underproduction of each Parly shall be adjusted accordingly. Any cash

48 settlement pursuant to this Section 13 shall be paid by .lie Overproduced Party on or before the earlier to occur (i) of sixl) (60)

49 days after receipt of the Underproduced Party's demand or (ii) at the closing of tlte transaction in which (lie Overproduced

50 Party sells, assigns, exchanges or otherwise transfers its interest in u Balancing Area on the same basis as otherwise set forth in

51

52

Sections 7.3 through 7.6 hereof, and shall bear interest at the rate set forth in Section 7.7 hereof, beginning sixty (60) da>s 

after the Overproduced Parly's sale, assignment, exchange or transfer of its interest in the Balancing Area lor any amounts not

53 paid. Provided, however, if any Underproduced Party does not so demand such cash settlement of its Underproduction from the

54

55

Balancing Area, such Uitdcrpioduced 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 Party's Underproduction in accordance

56 with tlie provisions of Section 13.1 hereof

57 13.3 Tlie provisions of' this Section 13 shall no! be applicable in the event any Parly mortgages its imcic.vf or disposes of its

58 interest by merger, reorganization, consolidation nr sale of substantially all uf its assets to u subsidiary or parent company, or to

59 any company in which any parent or subsidiary of such Purly owns a majority of the slock ofsuch company.

60 14. OTHER PROVISIONS
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See Attachment.
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14. OTHER PROVISIONS

14.1 Any Underproduced parly 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.

14.2 In the event any Parly feels a Parly 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 Parlies. If Parlies concur with the 
recoverable reserve estimate, said Overproduced Parly shall be prohibited from 
selling Gas until the Overproduced Parly is buck in balance. If the Parlies 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.

14.3 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 lax purposes. In the event of a conflict 
between the provisions of this Section and any other provisions of this 
Agreement, the provisions of this Section shall control.
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1 15. COUNTERPARTS
2 This Agreement may be executed in counterparts, each of which when taken with ail other counterparts shall constitute

3 a binding agreement between the Parties hereto; provided, however, that if a Party or Parties owning a Percentage Interest in

4 the Balancing Area equal to or greater than a percent ( therein feiKs) to execute this

5 Agreement on or before_______________________________________ . this Agreement shall not be binding upon any Party and shall be of

6 no further force and efleet

7 IN WITNESS WHEREOF, this Agreement shall be effective as of theday of,.

8

9
10 ATTEST OR WITNESS: OPERATOR

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28

29

30

31

32

BY:

Type or print name 

Title___________

flirt*

Tax 10 or S.S. No..

NON •OPERATORS

BY:

Type or print name

Title__________

Date___________

TaxIDorS.S. No..

BY:

Type or print name 

Title___________

33 Dale

34 Tax 10 or S£. No.

35

36

37

38

39

40

41

42

i
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1 ACKNOWLEDGMENTS

2 Note: The following forms of acknowledgment are the short forms approved by'the Uniform Law on Notariat Acts. flic

3 validity and effect of these forms in any stale will depchd upon the statutes of that stole.

4

S. Individual acknowledgment: 

b State of  )

7 ) ss.

8 County of_________ • ) • •

9 This instrument was acknowledged before me on  _____________ ;____ ______________ _____________________ ' ■ ■

10 ^__ ::by _________ ' __________

11

12 (Seal, if any) •___________________• • •

13 Title (and Rank);' ___________ • •

[4 My commission expires:______________________________________ • -

15

16 Acknowledgment in represcnlalive capacity:

17 State of________________ )

18. ) ss.

19 County of _________________ )

20 This instrument was acknowledged before me on;• ___________________ ’ _'

21 • •• ________________ !; by ' ______________________ ;' _________________ as

A.A.P.L. FORM 610-E-GAL ^ANCINC AGREEMENT - 1992

23 (Seal, if any)

24

25

26 

27.

28

29

.30

31 :

Title (and Rank) _____ _

My commission expires:
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EXHIBIT "F1

EQUAL EMPLOYMENT OPPORTUNITY AND 
NON-DISCRIMINATION SUPPLEMENT

Attached to and made a part of that certain Operating Agreement dated January I,
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 lor 
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 furnish 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, tcnninalcd 
or suspended in whole or in part, and the Contractor may be declared ineligible for further 
Government 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 paragraphs (1) tltrough (7) in every 
subcontract or purchase order unless exempted by rules, regulations or orders of the Secretary of 
Labor issued pursuant to Section 204 of Executive Order 11246 of September 24, 1965. so that 
such provisions will be binding upon each subcontractor or vendor. The Contractor will take such 
action with respect to any subcontract or purchase order as the contracting agency may direct as a 
means of enforcing such provision, including sanctions of noncompliance; provided, however, that 
in the event the Contractor becomes involved in, or is threatened with, litigation with a 
subcontractor or vendor as a result of such direction by the contracting agency, the Contractor may 
request the United States to enter into such litigation to protect the interests of the United Stales.
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Contractor acknowledges that it may be required to file Standard Form 100 (EEO-1) promulgated 
jointly by the Office of Federal Contract Compliance, the Equal Employment Opportunity 
Commission and Plans for Progress, within thirty (30) days of the date of contract award if such 
report has not been filed for the current year and otherwise comply with or file such other 
compliance reports as may be required under Executive Order 11246, as amended, and Rules and 
Regulations adopted thereunder. Contractor further acknowledges that it may be required to 
develop a written affirmative action compliance program as required by the Rules and Regulations 
approved by the Secretary of Labor under authority of Executive Order 11246 and supply the other 
party or parties to tire foregoing agreement with a copy of such program if they so request.

Contractor certifies that it docs not and will not maintain or provide for its employees any 
segregated facilities at any of its establishments, and that it does not and will not permit its 
employees to perform their services at any location, under its control, where segregated facilities are 
maintained. For this purpose it is understood that the phrase "segregated facilities" includes 
facilities which are in fact segregated on a basis of race, color, religion, or national origin, because 
of habit, local custom or otherwise. It is further understood and agreed that maintaining or 
providing segregated facilities for its employees or permitting its employees to perform their 
services at any location under its control where segregated facilities are maintained is a violation of 
the equal opportunity clause required by Executive Order 11246 of September 24, 1965. Contractor 
agrees to obtain similar certification from its subcontractor prior to the award of subcontract which 
arc not exempt from the provisions of the equal opportunity clause.

EXHIBIT A

rrs

h.

N

fi
n



Thanks,

Beau Sullivan

817.953.0812
Chisholm Energy Holdings, LLC

CHISHOLM
ENERGY

801 Cherry Street, Suite 1200-Unit 20 

Fort Worth, TX 76102

From: ken.jones@premieroilgas.com [mailto:ken.jones@premieroilgas.com]

Sent: Friday, April 20, 2018 8:53 AM
To: Beau Sullivan <bsullivan@chisholmenergy.com>
Cc: dan.jones@premieroilgas.com; Ernest Padilla <epadillaplf@qwestoffice.net> 

Subject: FW: JOA

Beau-

Since Premier's Wl in Section 31 and W/2 of 32 in 22S-26E is covered under the JOA dated January 9, 2008, Premier will 
require that the wells be drilled in a east-west direction. Premier is willing to extend the JOA to cover the E/2 of 
Section 32 to allow for Chisholm to drill 2-mile laterals if Chisholm desires. Premier is open to negotiating the terms of a 

new JOA to extend the current acreage into the E/2 of Section 32.

Please let us know how Chisholm wishes to proceed in terms of the potential E/2 Section 32 addition.

Regards,

Ken

Kenneth C. Jones 
Premier Oil & Gas Inc.
President
901 Waterfall Way, Suite 201



Richardson, Tx 75080 

Office #972-470-0228 
Cell # 214-543-3688
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