Cimarex Enefgy Co. ) : | Ei !D
i

5215 N. O'Connor Blvd.

Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Wadi Pettoleum, Inc.
14405 Walters Rd., Suite 400
Houston, Texas 77014

Re:  Caudill West 8 Fee # 2 -
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750” Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we

respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, deliveting a 75% net revenue
interest, proportionately reduced.

Please contact me at your earliest convenience regarding your decision. My direct line 1s
972-443-6452.

Very truly yours,

CIMAREX ENERGY CO.
e. .’

Anthony J. Cervi

Tandman

Permian Basin Region

Enclosute
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Cimarex Energy Co. o : i ‘ m
5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Pear Resources
P.O. Box 11044
Midland, Texas 79702

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-155-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Verty truly yours,
CIMAREX ENERGY CO.

==

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure



Cimarex Energy Co.
5215 N. O’Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

M. Wayne Luna
110 N. Marienfeld St., Suite 580
Midland, Texas 79701

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico '

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estitnated well costs.

If you intend to patticipate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

A

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure




Cimarex Energy Co. B ’ fi “ ﬂ)
5215 N. O'Connor Blvd. l
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL

February 15, 2006

J.M. Gahr
110 N. Matienfeld St., Suite 580
Midland, Texas 79701

Re:  Caudill West 8 Fee # 2
Nz Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is out detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.
Anthony J. Cervi

Landman
Permian Basin Region

Enclosure



Cimarex Energy Co.

5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Sandra K. Lawlis
110 N. Matienfeld St., Suite 580
Midland, Texas 79701

Re: Caudill West 8 Fee # 2
Nz Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drll a 12,750” Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to patticipate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acte, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cetvi
Landman
Permian Basin Region

Enclosure



Cimarex Energy Co. o , Eﬂ“’
5215 N. O'Connor Blvd. AL
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Posse Petroleum, Ltd.
100 N. Central Expressway, Suite 1204
Richatdson, Texas 75080

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill 2 12,750” Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Vety truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure



Cimarex Energy Co.

Fini ;;;
h—d

5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Atahualpa Investments, N.V.
100 N. Central Expressway, Sutte 1204
Richardson, Texas 75080

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750” Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-155-36F, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Gtant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line 1s
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J%

Landman
Permian Basin Region

Enclosure



Cimarex Energy Co. o W

—

5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA CERTIFIED MAIL,
February 15, 2006

Horsens, Inc.
100 N. Central Expressway, Suite 1204
Richardson, Texas 75080

Re:  Caudill West 8 Fee # 2
Nz Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750” Atoka test at an approximate location 1250
FNL & 660’ FEL of Section 8-15S-36F, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Tetm Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience regarding your decision. My direct line is
972-443-6452.

Vety truly yours,
CIMAREX ENERGY CO.
Anthony ]%

Landman
Permian Basin Region

Enclosure



Cimarex Energy Co. a iﬂb
5215 N. O'Connor Blvd.

Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Mole Oil and Gas, Inc.
100 N. Central Expressway, Suite 1204
Richardson, Texas 75080

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750” Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to patticipate, please let me know as soon as possible, and I will send a joint
operating agteement for your review and execution. If you do not wish to patticipate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your eatliest convenience tegarding your decision. My ditect line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure



Cimarex Energy Co. mr
5215 N. O'Connor Blvd. o
Suite 1500

lrving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Unit Petroleum Company
P.O. Box 70255
Tulsa, Oklahoma 74170

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we

respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimatex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; ot

2. Grant a Farmout to Cimatex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at yout eatliest convenience regarding your decision. My direct line 1s
972-443-6452.

Vety truly yours,

CIMAREX ENERGY CO.
2 Em

Anthony J. Cervi

Landman

Permian Basin Region

Enclosure



Cimarex Energy Co. o t JI*}
5215 N. O’Connor Blvd.

Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

CIMAREX

VIA CERTIFIED MAIL

February 15, 2006

Chesapeake Energy Corporation
P.O. Box 18496
Oklahoma City, Oklahoma 73154-0496

Re:  Caudill West 8 Fee # 2
N7z Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-155-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs. '

If you intend to participate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Citharex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering 2 75% net revenue
interest, proportionately reduced.

Please contact me at yout eatliest convenience regarding your decision. My direct line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure



Cimarex Energy Co. . il ’;
5215 N. O'Connor Blvd. >
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA CERTIFIED MAIL
February 15, 2006

Devon Energy Corporation
20 N. Broadway Avenue
Oklahoma City, Oklahoma 73102-8260

Re:  Caudill West 8 Fee # 2
Nz Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill 2 12,750° Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. Enclosed is our detailed
AFE reflecting estimated well costs.

If you intend to patticipate, please let me know as soon as possible, and I will send a joint
operating agreement for your review and execution. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Please contact me at your earliest convenience regarding your decision. My direct line is
972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Py

Anthony J. Cervi
Landman
Permian Basin Region

Enclosure



Pear Resources

P. O. Box 11044 Offices Located At
Midland, Texas 79702-8044 Suite 449
(432) 687-4499 600 N. Marienfeld
Fax (432) 686-8400

Email: Pearresources@att.net

February 23, 2006

Cimarex Energy Co.
Attn: Anthony J. Cervi
5215 N O’Connor Blvd.
Suite 1500

Irving, Texas 75039

Re:  Caudill West 8 Fee #2
N/2 Section 8, T15S, R36E
Lea County, New Mexico

Gentlemen:

Enclosed is Pear Resources executed AFE wherein Pear elects to participate in the
drilling of the above-referenced well.

In accordance with your February 15, 2006 letter, please forward to Pear Resources a
joint operating agreement for review and execution.

Sincerely,

Jo Ann Jackson
Office Manager
/

encl.1



Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

COMPANY ENTITY o DR DATE PREPARED

Cimarex Energy Co. o o S e ... -08-Feb-06 .
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.

SE.NM| Caudill West8Fee | 2 [~  Star/Denton 309499-002
LOCATION: v COUNTY STATE © TYPE WELL
1,650° FNL, 660" FEL, 8-T15S-R36E BHL ' ‘ i aiL EXPL X
Lea NM

same) SHL GAS X  PROD

ORIGINAL ESTIMATE X EST. START DATE EST. COMP. DATE FORMATION EST. TD (TVD)

REVISED ESTIMATE 15-Apr-06 15-Jun-06 Atoka 12,750

SUPPLEMENTAL ESTIMATE

PROJECT DESCRIPTION:

Drill and complete Atoka well.

-Estimating 2 Fracture treatments in the Morrow zones.
-No hole problems are anticipated.
-Closed loop mud system.

'DRYHOLE - . . ... AFTER = COMPLETED

" INTANGIBLES® -~ . . . ..-COST .. . _.__CASING POINT ~ ___WELL COST.
Intangible Drilling Costs ~ * -~ - Lo $1878563 . Sl e 51,878,563
Intangible Completion Costs 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813
TANGIBLES

Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 (75,000)

TOTAL WELL COST: $2,132,063 $866,750 $2,998,813

Comments on Well Costs:
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Multiplier.

WELL CONTROL INSURANCE:

Unless otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect'to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE. is returned, if available, but in no.event later than commencementof drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by insurance
procured by Operator. '

| elect to purchase my own well control insurance policy.

Well control insurance procured by Operator, provides, among other terms, for $1,000,000 (100% W.1.) of Combined Single Limit
coverage for well control and related redrilling and clean-up/pollutionexpense covering drilling (through completion)with a $1,000,000
(100% W.1.) deductible.

Comments on AFE

The above costs are estimates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs
may exceed the estimated costs without affecting the authorizationfor expenditureherein granted. By approvalof this AFE, the working
interest owner agrees to pay its proportionateshare of actual legal, curative, regulatory and well costs under term of the Jomt operatmg
agreement regulatory order or other appllcable agreement covering this well :

__CIMAREX ENERGY CO. APPROVAL -
PREPARED BY DRILLING DEPT. ‘ REGIONAL MANAGER

Howard L. Miller, Doug Park, Mgr Drilling/Completicn Operations Roger Alexander, Regional Manager
Sr. Drilling/Completion Engineer - Permian Basin Offshore and Permian Regions Permian Basin

PEAR RESOURCES ‘ .

Gardenia Investments, Ltd. General Pagagsit/iN ABFROVAL
coByadian E. Byars, President of BY _ DATE

Gardenia Inc., General Partner of e b—

; 2Z-23-0&
Gardenia Investments, Lid.

ZITIrZO0T 2,00

M



Page 1 of 1

Tony Cervi

From: Tony Cervi

Sent: Friday, February 24, 2006 10:30 AM

To: Jerry Gahr (vimid@att.net)

Subject: NE/4 Section 8-15S-36E, Lea County, NM

Attachments: 20060224111941160.pdf
Jerry:

Please find attached an ownership report dated 11/30/04 which covers the E/2 of Section 8. I'm still waiting for
Allen Harvey to complete the title opinion covering the NE/4, so | am relying on this takeoff for now. As we
discussed, Wadi Petroleum should be sending me a copy of the existing JOA in this area. Hopefully I'll get it early
next week so | can begin putting everything together. Since most of the contractual interest in this JOA seems to
be V-F and/or its successors, | would appreciate any guidance you could provide.

As we discussed, we plan to spud the Caudill West 8 Fee # 2 sometime around mid-April. We have permitted a
location in the NE/4 for a N/2 laydown unit. | think the easiest thing to do would be fo amend the existing JOA to
exclude the NE/4 of Section 8 and enter into a new JOA covering the N/2. Please let me know if this acceptable
and how you and the others would prefer to structure the deal, or if you favor another course of action.

I'll touch base with you next week.

Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

3/30/2006



Cimarex Energy Co.

—
=E

5215 N. O'Connor Blvd. | H
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Atahualpa Investments, N.V.

Attn: Land Manager

100 N. Central Expressway, Suite 1204
Richardson, Texas 75080

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750 Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
tespectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acte, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimatex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. o
5215 N. O'Connor Blvd. ' ! IHD
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
Match 10, 2006

Chesapeake Exploration Limited Partnership
Attn: Lynda Townsend

6100 N. Western Ave

Oklahoma City, Oklahoma 73118

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750° Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to patticipate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease ot Term Assignment to Cimarex for $350/acre, with a one-yeat term,
delivering an 80% net revenue intetest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to

contact me. My direct line 1s 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi

- Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. ;
5215 N. O'Connor Blvd. : EM
Suite 1500

lrving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Compagnie Financiere Suisse, S.A.
51 de Ruyterkade, Williamstad
Curacao, Netherland Antilles

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agteement and AFE to
the attention of the undetsigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease ot Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; ot

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Honf o

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co.

5215 N, 0'Connor Blvd. [H}
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Devon Louisiana Corporation

Attn: Chuck Lundeen

20 N. Broadway Avenue

Oklahoma City, Oklahoma 73102-8260

Re: Caudill West 8 Fee # 2
NY2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750° Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Ao

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. .
5215 N. O*Connor Blvd. v ‘ WD
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Gahr Energy Company
110 N. Marienfeld St., Suite 580
Midland, Texas 79701

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750° Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
patticipate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to patticipate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
intetest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
Cl EX ENERGY CO.

A

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. -

5215 N, OConnor Bivd. ‘1 i“ )
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Horsens, Inc.

Attn: Land Manager

100 N. Central Expressway, Suite 1204
Richardson, Texas 75080

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to dull a 12,750° Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-155-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant 2 Lease ot Tetm Assignment to Cimatex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a 1ig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENERGQGY CO.

[l

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co.

5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

M. Wayne Luna
110 N. Marienfeld St., Suite 580
Midland, Texas 79701

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

O

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co.

JoN——"

e

5215 N. O'Connor Blvd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752
FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Pear Resources
110 N. Marienfeld St., Suite 580
Midland, Texas 79701

Re:  Caudill West 8 Fee # 2
N Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750" Atoka test at an approximate location 1250°
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line 1s 972-443-6452.

Very truly yours,
CI X ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. Al
5215 N. O'Connor Blvd. ' ”]'
Suite 1500

Irving, Texas 75039

PHONE §72.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS

March 10, 2006

Posse Energy, Ltd.

Attn: Land Manager

100 N. Central Expressway, Suite 1204
Richardson, Texas 75080

Re: Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750° Atoka test at an approximate location 1250’
FNL & 660" FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimatex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; ot

2. Grant a Farmout to Cimatex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line 1s 972-443-6452.

Very truly yours,
CIMAREX ENERGY CO.

Anthony J. Cervi

Landman
Permian Basin Region

Enclosures



Cimarex Energy Co.

5215 N. O'Connor Blvd. { ENUD
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Sandra K. Lawlis
110 N. Marnienfeld St., Suite 580
Midland, Texas 79701

Re: Caudill West 8 Fee # 2
N7z Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acte, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to

spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CI EX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. .
5215 N. O‘Connor Blvd. ': ‘ ‘1 W
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
Match 10, 2006

Ultramar Production Company
One Valero Way
San Antonio, Texas 78269-6000

Re:  Caudill West 8 Fee # 2
NY2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-3GE, Lea County, New Mexico. If you intend to
patticipate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours, ~.
CIMAREX ENERGY CO.

iE.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Cimarex Energy Co. \

5215 N. 0'Connor Bivd. 1 D
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
March 10, 2006

Unit Petroleum Company
Attn: Fred Schantz

407 N. Big Spring, Suite 101
Midland, Texas 79701

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-15S-36E, Lea County, New Mexico. If you intend to
patticipate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to patticipate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acte, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on ot about May 1. If you have any questions, please do not hesitate to
contact me. My direct line 1s 972-443-6452.

Very truly yours,

CIMAREX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Enclosutes



Cimarex Energy Co. PR
5215 N. O'Connor Blvd. HMD
Suite 1500

trving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS
Match 10, 2006

Wadi Petroleum, Inc.

Attn: Judy Fartar

14405 Walters Rd., Suite 400
Houston, Texas 77014

Re:  Caudill West 8 Fee # 2
N2 Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Gentlemen:

Cimarex Energy Co. proposes to drill a 12,750’ Atoka test at an approximate location 1250’
FNL & 660’ FEL of Section 8-155-36E, Lea County, New Mexico. If you intend to
participate, please execute and return the enclosed Joint Operating Agreement and AFE to
the attention of the undersigned as soon as possible. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acte, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter would be appreciated as we have a rig scheduled to
spud this well on or about May 1. If you have any questions, please do not hesitate to
contact me. My direct line is 972-443-6452.

Very truly yours,
CIMAREX ENE

Anthony J. Cervi
Landman
Permian Basin Region

Enclosures



Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

COMPANY ENTITY DATE PREPARED
Cimarex Energy Co. 08-Feb-06
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.

S.E.NM Caudill West 8 Fee 2 Star / Denton 309499-002

LOCATION: COUNTY STATE TYPE WELL

1,250 FNL, 660’ FEL, 8-T15S-R36E BHL Lea NM OolL EXPL X

(same) SHL GAS X PrROD

ORIGINAL ESTIMATE X EST. START DATE EST. COMP. DATE FORMATION EST. TD (TVD)

REVISED ESTIMATE ————————  15-Apr-06 15-Jun-06 Atoka 12,750°

SUPPLEMENTAL ESTIMATE

PROJECT DESCRIPTION:

Drill and complete Atoka well.

-Estimating 2 Fracture treatments in the Morrow zones.
-No hole problems are anticipated.
-Closed loop mud system.

DRY HOLE AFTER COMPLETED
INTANGIBLES COST CASING POINT WELL COST
Intangible Drilling Costs $1,878,563 $1,878,563
Intangible Completion Costs . 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813
JANGIBLES
Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 (75,000)
TOTAL WELL COST: $2,132,063 $866,750 $2,998,813

Comments on Well Costs:
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Multiplier.

WELL CONTROL INSURANGCE:

Unless otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE is returned, if available, but in no event later than commencement of drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by
insurance procured by Operator.

| elect to purchase my own well control insurance policy.

Well control insurance procured by Operator, provides, among other terms, for $1,000,000 (100% W.I.) of Combined Single Limit
coverage for well control and related redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000
(100% W.1.) deductible.

Comments on AFE

The above costs are estimates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs
may exceed the estimated costs without affecting the authorization for expenditure herein granted. By approval of this AFE, the
working interest owner agrees to pay its proportionate share of actual legal, curative, regulatory and well costs under term of the joint
operating agreement, regulatory order.or other applicable agreement covering this well.

'CIMAREX ENERGY CO. APPROVAL

PREPARED BY DRILLING DEPT. REGIONAL MANAGER
Howard L. Miller, Doug Park, Mgr Drilling/Completion Operations Roger Alexander, Regional Manager
Sr. Drilling/Completion Engineer - Permian Basin Offshore and Permian Regions Permian Basin

JOINT INTEREST APPROVAL
COMPANY BY DATE

3/10/2006 2:5



CIMARE,
Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

AR,
A foo

COMPANY ENTITY DATE PREPARED
Cimarex Energy Co. 08-Feb-06
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.

S.E. NM Caudill West 8 Fee 2 Star / Denton 309499-002
LOCATION: COUNTY STATE TYPE WELL
1,250' FNL,, 660" FEL, 8-T15S-R36E BHL Lea NM ol EXPL X
(same) SHL GAS X  PrROD
ORIGINAL ESTIMATE X EST. START DATE EST. COMP. DATE FORMATION EST. TO (TVD)
REVISED ESTIMATE ———  15-Apr-06 15-Jun-06 Atoka 12,750'
SUPPLEMENTAL ESTIMATE
PROJECT DESCRIPTION:

Drill and complete Atoka well.

-Estimating 2 Fracture treatments in the Morrow zones.
-No hole problems are anticipated.
-Closed loop mud system.

DRY HOLE AFTER COMPLETED
INTANGIBLES COST CASING POINT WELL COST
Intangible Drilling Costs $1,878,563 $1,878,563
Intangible Completion Costs 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813
TANGIBLES
Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 (75,000)
TOTAL WELL COST: $2,132,063 $866,750 $2,998,813

Comments on Well Costs:
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Muitiplier.

WELL CONTROL INSURANCE:

Uniess otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE is returned, if available, but in no event later than commencement of drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by
insurance procured by Operator.

| elect to purchase my own well control insurance policy.

Well control insurance procured by Operator, provides, among other terms, for $1,000,000 (100% W.1.) of Combined Single Limit
coverage for well control and related redrilling and clean-up/poliution expense covering drilling (through completion) with a $1,000,000
(100% W.I.) deductible.

Comments on AFE

The above costs are estimates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs
may exceed the estimated costs without affecting the authorization for expenditure herein granted. By approval of this AFE, the
working interest owner agrees to pay its proportionate share of actual legal, curative, regulatory and well costs under term of the joint
operating agreement, regulatory order or other applicable agreement covering this well.

CIMAREX ENERGY CO. APPROVAL

PREPARED BY DRILLING DEPT. REGIONAL MANAGER
Howard L. Miller, Doug Park, Mgr Driling/Completion Operations Roger Alexander, Regional Manager
Sr, Drilling/Completion Engineer - Permian Basin Offshore and Permian Regions Permian Basin

JOINT INTEREST APPROVAL
COMPANY BY DATE

3/10/2006 251 P



Page 1 of 1

Tony Cervi

From: Tony Cervi

Sent: Tuesday, March 21, 2006 4:11 PM

To: James Bruce (jamesbruc@aol.com)

Subject: RE: Caudill West 8 Fee # 2 (pooling respondent list)

Attachments: Pooling respondent list.doc

Jim
| have attached a revised list. Please use this instead. Thanks.
Tony

From: Tony Cervi
Sent: Friday, March 10, 2006 3:25 PM
To: James Bruce (jamesbruc@aol.com)
Subject: Caudill West 8 Fee # 2 (pooling respondent list)

Jim:

Attached is a list of the people we need to pool. Disregard the phone numbers. Please let me know if you
heed anything eise. Thanks.

Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Bivd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

3/30/2006



Wadi Petroleum, Inc.

Attn: Judy Farrar

14405 Walters Rd., Suite 400
Houston, Texas 77014

Pear Resources
P.O. Box 1889
Midland, TX 79702

M. Wayne Luna
P.O. Box 1889
Midland, TX 79702

JM. Gahr
P.O. Box 1889
Midland, TX 79702

Sandra K. Lawlis
P.O. Box 1889
Midland, TX 79702

Posse Energy, Ltd.

Attn: Land Manager

1221 McKinney, Suite 3700
Houston, Texas 77010

Atahualpa Investments, N.V.
Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Horsens, Inc.

Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Unit Petroleum Company
Attn: Fred Schantz

407 N. Big Spring, Suite 101
Midland, TX 79701

Chesapeake Exploration Limited Partnership
Attn: Lynda Townsend

6100 N. Western Ave.

Oklahoma City, Oklahoma 73118



Devon Louisiana Corporation

Attn: Chuck Lundeen

20 N. Broadway Avenue

Oklahoma City, Oklahoma 73102-8260

Ultramar Production Company
Attn: Land Manager

One Valero Way

San Antonio, Texas 78269-6000

Gahr Energy Company
P.O. Box 1889
Midland, TX 79702

Compagnie Financiere Suisse, S.A.
Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Cordry Oil & Gas
10990 Quivira Road, Suite 130
Overland Park, KS 66210

Bessero Oil Company
P.O. Box 10948
Midland, TX 79702

Garry M. Porter
10990 Quivira Road, Suite 130
Overland Park, KS 66210

V-F Petroleum, Inc.

P.O. Box 1889
Midland, TX 79702

Unleased Mineral QOwners

W.H. West
(no address available)

Shirley Burney
210 E. Seventh St.
Covington, Kentucky 41011



Delores Thomas
P.O. Box 747
Cascaldia, Oregon 97329

Billy Jean West
(no address available)

Azariah Lasater
(no address available)

Audy M. Pearce
(no address available)

George C. Lasater
(no address available)

[zorah Lasater Black
(no address available)

Orren Beaty
(no address available)

Orren Beaty, Jr.
(no address available)

Estate of L.L. Cain
(no address available)

Peggy Jean Cain
(no address available)



JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

369 MONTEZUMA, NO. 213
SANTA FE, NEW MEXICO 87501

(505) 982-2043 (Phone)
(505) 660-6612 (Cell)
(5050 982-2151 (Fax)

jamesbruc@aol.com

March 11, 2006

Florene Davidson

Oil Conservation Division
1220 South St. Francis Drive
Santa Fe, New Mexico 87505

Dear Florene:
Enclosed for filing, on behalf of Cimarex Energy Co., are an original and one copy of an
application for compulsory pooling, together with a proposed advertisement. The advertisement

has also been e-mailed to the Division. Please set this matter for the April 13, 2006 Examiner
hearing. Thank you. :

ye?y truly yours,

ames Bruce

ttorney for Cimarex Energy Co.



T s e

PODLING LIST

Wadi Petroleum, Inc.
Attn: Judy Farrar
Suite 400

14405 Walters Rd.
Houston, Texas 77014

Pear Resources

Suite 580

110 N. Marienfeld St.
Midland, Texas 79701

M. Wayne Luna

Suite 580

110 N. Marienfeld St.
Midland, Texas 79701

JM. Gahr
Suite 580
110 N. Marienfeld St.
Midland, Texas 79701

Sandra K. Lawlis
Suite 580

110 N. Marienfeld St.
Midland, Texas 79701

Posse Energy, Ltd.

Attn: Land Manager

Suite 1204

100 N. Central Expressway
Richardson, Texas 75080

Atahualpa Investments, N.V.
Attn: Land Manager

Suite 1204

100 N. Central Expressway
Richardson, Texas 75080

Horsens, Inc.

Attn: Land Manager

Suite 1204

100 N. Central Expressway
Richardson, Texas 75080



Unit Petroleum Company
Attn: Fred Schantz

Suite 101

407 N. Big Spring
Midland, TX 79701

Chesapeake Exploration Limited Partnership
Attn: Lynda Townsend

6100 N. Western Ave.

Oklahoma City, Oklahoma 73118

Devon Louisiana Corporation

Attn: Chuck Lundeen

Suite 1500

20 N. Broadway Avenue

Oklahoma City, Oklahoma 73102-8260

Ultramar Production Company
One Valero Way
San Antonio, Texas 78269-6000

Gahr Energy Company
Suite 580

110 N. Marienfeld St.
Midland, Texas 79701

Compagnie Financiere Suisse, S.A.

51 de Ruyterkade, Williamstad
Curacao, Netherlands Antilles

Unleased Mineral Owners

W.H. West
(no address available)

Shirley Burney
210 E. Seventh St.
Covington, Kentucky 41011

Delores Thomas
P.O. Box 747
Cascadia, Oregon 97329



Billy Jean West
(no address available)

Azariah Lasater
(no address available)

Audy M. Pearce
(no address available)

George C. Lasater
(no address available)

Izorah Lasater Black
(no address available)

Orren Beaty
(no address available)

Orren Beaty, Jr.
(no address available)

Estate of L.L. Cain
(no address available)

Peggy Jean Cain
(no address available)

Iy



BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY
CO. FOR COMPULSORY POOLING, LEA
COUNTY, NEW MEXICO. Case No.

APPLICATION

Cimarex Energy Co. applies for an order pooling all mineral interests from the surface to
the base of the Morrow formation underlying the N% of Section 8, Township 15 South, Range
36 East, NM.P.M., Lea County, New Mexico, and in support thereof, states:

1. Applicant is an interest owner in the N%; of Section 8, and has the right to drill a
well thereon.

2. Applicant proposes to drill its Caudill West “8” Fee Well No. 2, at an orthodox
gas well location in the NE¥NEY: Section 8, to a depth sufficient to test the Atoka formation,
and seeks to dedicate the N% of Section 8 to the well to form a standard 320 acre gas and
spacing and proration unit for any formations and/or pools developed on 320 acre spacing within
that vertical extent, including the Undesignated Caudill-Atoka Gas Pool.

3. Applicant has in good faith sought to obtain the voluntary joinder of all other
mineral interest owners in the NV of Section 8 for the purposes set forth herein.

4. Although applicant attempted to obtain voluntary agreements from all mineral
interest owners to participate in the drilling of the well or to otherwise commit their interests to
the well, certain interest owners have failed or refused to join in dedicating their interests.
Therefore, applicant seeks an order pooling all mineral interest owners in the N%: of Section 8,

pursuant to NMSA 1978 §70-2-17.



i

5. The pooling of all mineral interests underlying the N of Section 8 will prevent

the drilling of unnecessary wells, prevent waste, and protect correlative rights.

order:

WHEREFORE, applicant requests that, after notice and hearing, the Division enter its

A. Pooling all mineral interests in the N of Section 8, from the surface to the base
of the Atoka formation;

B. Designating applicant as operator of the well,

C. Considering the cost of drilling and completing the well, and allocating the cost
among the well’s working interest owners;

D. Approving actual operating charges and costs charged for supervision, together
with a provision adjusting the rates pursuant to the COPAS accounting procedure; and

E. Setting a 200% charge for the risk involved in drilling and completing the well in
the event a working interest owner elects not to participate in the well.

Rq,s?ectﬁllly submitted,

4

James Bruce

Pyst Office Box 1056

Santa Fe, New Mexico 87504
(505) 982-2043

Attorney for Cimarex Energy Co.



NOTICE

To: W.H. West, Shirley Burney, Delores Thomas, Billy Jean West, Azariah Lasater,
Audy M. Pearce, George C. Lasater, [zorah Lasater Black, Orren Beaty, Orren Beaty, Jr.,
L.L. Cain Estate, Peggy Jean Cain, Compagnie Fianaciere Suisse, S.A., and Ultramar
Production Company: Cimarex Energy Co. has filed an application with the New
Mexico Oil Conservation Division seeking an order pooling all mineral interests from the
surface to the base of the Atoka formation underlying the N/2 of Section 8, Township 15
South, Range 36 East, NMPM, Lea County, New Mexico, to form a standard 320-acre
gas spacing and proration unit. The unit is to be dedicated to the Caudill West “8” Fee
Well No. 2, to be located in the NE/4NE/4 of Section 8. Also to be considered will be the
cost of drilling and completing the well and the allocation of the cost thereof, as well as
actual operating costs and charges for supervision, designation of applicant as operator of
the well, and a 200% charge for the risk involved in drilling and completing the well.
The application is scheduled to be heard at 8:15 a.m. on Thursday, April 13, 2006 at the
Division’s offices at 1220 South St. Francis Drive, Santa Fe, New Mexico 87505. As an
interest owner in the well unit, you have the right to enter an appearance and participate
in the case. Failure to appear will preclude you from contesting this matter at a later date.
The unit is located approximately 3-1/2 miles south-southwest of Hilburn City, New
Mexico.
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PROPOSED ADVERTISEMENT

Case No. : Application of Cimarex Energy Co. for compulsory pooling,
Lea County, New Mexico. Cimarex Energy Co. seeks an order pooling all mineral
interests from the surface to the base of the Atoka formation underlying the N/2 of
Section 8, Township 15 South, Range 36 East, NMPM, to form a standard 320-acre gas
spacing and proration unit for any and all formations or pools developed on 320-acre
spacing within that vertical extent, including the Undesignated Caudill-Atoka Gas Pool.
The unit is to be dedicated to the Caudill West “8” Fee Well No. 2, to be located at an
orthodox gas well location in the NE/4ANE/4 of Section 8. Also to be considered will be
the cost of drilling and completing the well and the allocation of the cost thereof, as well
as actual operating costs and charges for supervision, designation of applicant as operator
of the well, and a 200% charge for the risk involved in drilling and completing the well.
The unit is located approximately 3-1/2 miles south-southwest of Hillburn City, New
Mexico.
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Wadi Petroleum, Inc.

4355 Sylvanfield Drive, Suite 200
Houston, Texas 77014
281-583-2888
281-583-0504 Facsimile

Fax Transmittal

TO: Mr. Anthony Cervi
Cimarex Energy

FAX: 972-401-3110

FROM: Judy Farrar

DATE: March 21, 2006

RE: Joint Operating Agreement
Section 8: N/2
T15S R36E

Lea County, New Mexico

PAGES: 11 pages (including cover)

NOTES;
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b
M WADI PETROLEUM. INC.

’*% 4355 Sylvaaficld Drive, Suite 200
*‘ Houston, Texas 77014
181.583-2888 Fax I81-583.0504

March 21, 2006

VIA FACSIMILE

Mr. Anthony Cervi
Cimarex Energy Co.

- 5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

RE: Caudill West 8 Fee #2
T158 R36E
Section 8: N/2
Lea County, New Mexico

Dear Mr. Cervi:

Wadi Petroleum, Inc. received the proposed Joint Operating Agreement and Authority
for Expenditure on the referenced well on March 13, 2006 along with your letter
proposing the Caudill West 8 Fee #2 well. Please be advised that as provided in the
Joint Operating Agreement dated April 23, 1979 Wadi has 30 days from receipt of the
well proposal to respond. However, since we are in the procass of negotiating a new
Joint Operating Agreement for the Caudill West 8 Fae #2 well, the time frame for a
response to the well proposal should start upon approval of the Joint Operating
Agreement, ,

In furtherance to the above, Wadi has reviewed the Joint Operating Agreement dated
March 2/2006 and has the following comments; -
Vpggé 1 Line 51: Delete, -
age 2 Lines 4-8: Delete.
;gge 7 Line 67: Add - Each party shall “have the right to”.
age 8 & 8 Altemate: Why are there 2 pages here? Which one is applicable.
~Exhibit ‘A" Ultramar's interest of 1.836548% is now owned by Wadi. Our
attorney will provide a Stipulation of Interest regarding this interest.
Ultramar and its subsidiaries sold all right, title and interest ta this
property to Wadi Petroleum, Inc. effective July 1, 1992.
+Exhibit "A” Participating Parties: Change the address for Wadi Petroleum, Inc, to
4355 Sylvanfield Drive, Suite 200, Houston, Texas 77014.

- Exhibit “C” Page 5 Lines 31-37: Delete from “The adjustment shall be ..._._minus
the computed adjustment”. Add to first sentence “by the percent of
increase or decrease published by COPAS”.

Exhibit “"C" Page 6 Line 1: A number is needed here. Wadi suggests $50,000.
Wadi would also prefer a ratio 3%, 2%, 1% instead of 5%, 3%, 2% in lines -
3,5,7, 21,23, 25. ‘
Exhibit “D":'Why is Well Control Insurance not provided within this Exhibit?
Exhibit “D” item 8: This paragraph needs further explanation.
Exhibit “E” item 3.5: Replace 300% with 100%. -

WWALI_SERVER(udY famviGindininine 2000 Lir ta Clrmate dax
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Page 2
Letlter dated March 21, 2008

Exhibit "E" itam 4.1: Replace 30 days/25% with 10 days 50%.

Exhibit “E” item 5.1. Replace 45 days with 60 days.

Exhibit “E” itemn 8: Replace 30 days and 72 hrs with 5 days and 24 hrs.

Exhibit “E” fem 12.7 & 12.8: Delete one as they are the same paragraph.

Exhibit “E” tem 13.2: Why is the word "Optional” used here. There does not
appear to be another paragraph to choose.

in order to lessen any confusion that you may have in regands to my comments above, |
have attached reviséd pages where appropriate.

Upon our review of the Authority for Expenditure we noted that the Well Control
Insurance was substantially less than that recommended by our insurance carrier for a
well of this depth. The recommended insurance for a well drilled to 12,750" is
$5,000,000 coverage. Since the AFE provides for only $1,000,000 coverage please
provide Wadi with an explanation as to the reason for the small coverage.

Should Cimarex be agreeable to the revisions suggested by Wadi, we ask that you initial
.each revision as it appears on the attached pages along with a copy of this letter in the

space provided below and retum by fax the initialed pages and an executed copy of this
page.

Upon agreement of a mutually acceptable Joint Operating Agreement Wadi will provide
our election to the well proposal,

Thank you and should you have any guestions, please give me a call.

Yours truly

and ager
Attachment

Cimarex Energy Co. agrees with the above revisions to the Joint Operating Agreement
dated March 10, 20086,

Cimarex Energy Co.

By:

Its:

Date.

WADI_SEIVER\dY TATRAGRaisiaiMA® ZT0A Lirts Climre dng
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT
THIS AGREBMENT, enicred into by and between Cimarex Esergy Co.
herolnnfler designated and
ferred t0 ac “Op ", und the si Y party of pariies other then Operatar, sometimas heroinafter reforred fo individvally hercin
ag "Non-Operator”, and colicctively as “Non-Op g

WITNESSETH:

WHEREAS, the partics 10 this agreemans are owners of ofl and gas Jeases aod/or ail and gas intorests in the land idontificd in

Exhibit *A”, and the partics hercto have renched an agreement to cxplore and develop these ledscs andlor oil and gap interests for ihe
production of oif and gas to the extent and ag hereirafier provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, tho followdng words and terms ahalt have the meanings here pseribed to them:

A. Tho term “oil and ps” shall mean ofl, ges, casinghcad gas, gss condensate, and aff ather fiquid or pascous hydrocarbons
and other morketable substances produced thorowith, unlesa an infent to Himit the inolusivencsa of this term is spesifically sintod.

B. The loms “oil and gas lcasc”, “loase" and “loaschold™ shall moan the oil and gas Icases covering mwacs of land
lying within the Contmet Arca which arc owned by the gurtics ta this agreament. )

C. The term oil and gas intercss” shall mean unlcosod fec end wmincral interests in tracts of land fying within the
Contract Arca which are owned by partics to this agrcement.

D, The torm “Contract Arco™ shall mean all of the lands, oil and gas leaschold intrests and oil and gas intorests intendod to be
doveloped and aporaied for oil and gas purposes under this ogreement. Such lands, off and gaa Jeaschold interests and il and gas intcrests
are deaeribod in Exhibit "AY,

E. The twm “drilling unit” shall mean the arsa fixed S tho driling of one well by onder or rulc of sny stac or
foderal body having authosity. If & drilling unit is not fixed by any such yulc or order, a drilting vnit shall be the drilling unit as cstablishe
¢ed by the pattern of drilling in the Contracs Arcn or as fixed by express agreament of the Drilling Parties,

F. The term “drillsite™ shall mean the of) and gas Ieaso or interest on which 8 proposed well is (o be Jocated.

G- 'The werms “Drilling Party™ and “Consenting Party™ ahall mean a party wha agreos to join in and pay its share of the cost of
any operation consheied under the provigions of this agreement,

H. The terms *Non-Diilliog Party” and “Nom-Consenting Pasty” shall mean a party who clects not 1o participate
in & proposed operation.

Unless the context atherwise cleasty indicates, worde used in the singular include the plusl, the plural includes the
singular, und the neuter pender includes the line and the femini

ARTICLE ).
EXHIBITS

Tha [ollowing exhibits, as indicated below and attached hereto, anc incarpomicd in mnd mede & part hereoft
A Exhibit“A”, shall inclade the following information:
{1} Idcntification of landg subject to this agreement,
(2) Restrintions, if any, a3 10 depths, Sormations, or substances,
(€382 o ionol § of partics 1o this agseament,
(4) Oil and gas leascs and/or oil and gas interests subjest to this agrecment,
(5) Addresses of pastics for notice purposes.

%

C. Bxhibit “C", Acconnting Proscdure.
@A D, Exhibit“D", Insprnce.
5. Bxhibit “B", Gos Balaeing Agicement. .
@ P Exhbit “F~, Non-Discrimination and Certification of M grogated Facilitics,
B G Exhibit “G", FanR Hips M Jum of Operating Agreement and Notice of Lien and Morigoge
If ony provision of amy oxhibit, except Exhibits "B and—2G", is 1k i with any provisi jned it the body

of this agreement, the prowisions in the body of this agrecment shall prevail

.1-

P:4-/12
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A.AP.L. FORM 610 - MODKL FORM OPERATING AGREEMENT - 1982

ARTICLE Iit.
INTERESYS OF PARTIES
A Ot md-Gen-detencate:
: D CWRan—oined—parintrros—in-tiy ont et nteres - ol pcpnsTRmafsthicorarasne
and dyring the letm hereof ag iF 1t wero sovered iy soe-tomn-af-oit-ned Y100 TmEed horcio as Exhibit *B”, and the owner thoreof
Hireimorestof-diedessee-thereomder, )
B.  Interosts of Partics in Costs and Production;
Unless changod by other provisions, afl costs and Yabilities § d i § under this ags shall be bome end

paid, and all cquipment and materials nequired in opcrations on the Contract Area shall be owncd, by the partica s thoir interests are aet
forth in Exhibit “A™. In the same

the parties shall alsg il produstion of oil gos from tho Confract Arca subject to the
. nﬁ ghugé Koyaities ond a: ens which )
paymant ofeyalties-to-the exieatof jﬂu‘*&ﬁ%ﬂﬁw a e iy o ﬁ%ﬁ forth,

Regardicss of which party has contributed the lease(s) and/or oil and gas interes(s) hereta ou which royalty is duc and
payable, each pasty cotitled to receive & share of produetion of ofl aad gas from the Contract Area shalt bear and chall pay or deliver, or
cause to be paid or delivered, 1o the extent of its interest n such production, the royalty amount stipulated herelnabove and shal) hold the
other partics freo from any Yisbility therefor. No party shall ever be responsible, however, on o price basis higher than the prioe received
by such party, to any other party’s lessor or royalty owner, and i any sueh apher party’s ssor or ro'yany nwner shoukl demand and

TEGGiVD settiement an a highor price basis, the party contributing the affected Yeate shall bear the additional toyalty burden sitributabic 10
such higher priec,

Nothing contained in this Article 11,5, shall be d d an assi or i of §

d herehy.

C.  Bxeess Royaltics, Oversiding Roynlties and Other Payments:

Unlems changed by other provisions, if the intorest of amy party fn eny lesse covered hercby is subject te any royaky.

Wing royalty, production payment ar-other burden on production in cxecss of the amount stipulated in Articls IILB., such party so

burdened ghall assume and alonc boar afl such excess obligations and shall indermmify and hold ihe other pardes herto tmmmless from any
ang alf claims and d ds for pay d by owners of such exceea burden,

D. Sohseguently Created Intorests;

II' any puwiy should herenfer crealc an averriding rovalty, praducion payment or other burden payshle cut of production
attribstable to {is wotkdng intorest herounder, ar If such & burden cxisted prior to this agrsemont and §s not sot forth in Exbibit A", or

e Cor e ol ribiod Lo Perden P o g Ao oF i et oYl Aok St ke i nekromdcdaed

abligation of all partics / (any such intorbst being hercinafier roldrred to an “pub ly crcated interest” imespective of the

Hming of its creation and (he party cut of whose working interes! the subscquently created intereat Is derived being hescinafter referced
to a5 “burdeaed party™), and:

1 the burdened patty is soquired under this ag to assign or rolinguish to any other perty, ar partics, all or A portion
of its working interest and/or the praduction attributable thereto, said other party. or partica, shall reccive safd ussignment and/or
production free and olear of said subsequentfy eveated intorest And the burdened party ghall indonmisy and save said ofher panty,
or prties, hasrnlcss from any and all claims and domands for payment assested by owners of the subsequenily creatcd intcrest;
aud,

M the burdencd party fils 10 pay, when dus, ita shure of oxp ; B t der, alf provisions of Article VILB, shall bo

cuforccable against the subsoquantly ercated interest fn Whe samo manner as they ars enforesabls agninat the working intarest of
the burdened party.

ARTICLE 1Y,
TITLES

A.  Tir Examinationz

Tifle examination ahall be made ng%“f‘ MMWWMMMWW

Mfﬂ“ 9 hall-Ba. " thalassanandias all asd oons o H Giedod A dan ha ool
ina-Rartieo-an-roguest;-titl h {508 to-he-inolud

L4

odin-the-drilling-unit-eround-susi-well, The opinion will include the owmership of the working intorest, mincrals, voyalty, ovomiding
royalty and production pay. under the applicsble loases. At the time  well is proposed, each pany coatributing leases andfor ofl and
gas interests do the drillsito, or to be included in such drilling unit, shall fumnish ta Of all ab (including Gedemi feasc statug
b Teports), title opinions, title papess and curative material in itx ponacssion free of eharge. All such information not in the possession of or
64 Tade available to Opesator by the partiss, but neecssary for the exnmination of the fitle, shall be obtained by Op op shal)
cauge title t6 be camined by atioroys on its staff o by oulside attomeys. Copica of sl title opinions shall be fumished to cach party
hereto. The cest imcureed by Operator in this titlo program shall be bore as follaws:

Q

Option No. {; Costs incurred by Operator in procuring b and Gitln inslion (including preliminary, supplomental,

shul-in gos royalty opivions and division order tide opinions) shall be a part of the administrative overhoad as provided in Exhibit “C",
wund shall not be a direct charge, whether perforned by Operator’s st attornoys or by outside attomeys.

-2-

P:5-12
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ALAP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V1
contjnued

1€ and when the Conscnting Partics tecovtr fiom a Non-Comesnling Party’s velinquished intersst the anounis provided for nbave,
the relinquished nterests of such Non-Conscnlbys Party shall automatically revest to it, and, from and after such reversion, such Non-
Consenting Party shall own w. same fnterest in such wali, the material and quipment i of pestaining Iharoto, and the producton
herefrom a3 such Non-C g Party would have bren catiled 1 had # panicipaied in the drilling, reworking, docpening or plugging
back of said well, Thereafier, such Non-Conseating Party shall be charged with and ahall pay its proportionate part of the further coats of
tha opomtion of said wall in aceordance with lise torms of this pgreemant and the Accounting Procodure attachad hereto.

Notwithsianding the provisians of this Article VLB.2., it ia agrecd thet withou the mumal conmont of af) partics, no wells shall
be completed in or produced from o source of supply from which a well located clscwhere on the Contract Area is producing, unless such
well canfornis to the then-existing well spasing patic for such sovrce of aupply.

Tho provisions of this Article shall have no applization whalsosver W the drilling of the initia} woll deasribed in Asvcle VLA,
cxcept (2) as to Aricle VILDLL. (Option No. 2), if sclected, or (b) a5 to the reworking, deepening and plugging back of such initial wel
after if hos beem drilled to the depth specified in Asticle VLA, if it shall thereafar prove to be a dry hole o, if initially complcicd for pro-
duction, ceases 1o podice In paying quantitics,

3. Stand:By Tims; When o well which has been drilled or deepened has rcached it suthatized dopth and all tosis huve Been
coupleted, and the results thorcof furnished [0 the partios, stand-by costs incwrred pending responsc to a pary's natico proposing a
rewneking, deopening, phugging back or completing opcrotion in such & well shall be thuged and bome as pant of the drilling of decpens
ing operation just compicted. Stand-by casts subsoquent to all parties responding, or capiration of the response time permitied, whichever
first occurs, and prior to agreement as to the participating intorests of elf Consenting Parties purruant to the terms of the accond grame
matica) prragrmph 6f Articks V15.2., sball bo charped to and bome as part of the proposed aperation, but if te proposal is subsequently
witbdrawn becausc of insufficicnt participation, such stnd-by cosis shall be aflocated bofween the Conscating Partice in the propartion
each Consenting Party's intcrost ns shown on Bxbibip “A™ bowrs to the total interest aa shown on Exhibit "A™ of all Consenting Par-

tica,

4, Sidtracidng, Execpt as herelnalior provided, those pravisions of this agroement applicable to & “decpening” operation shall
also be applicable 1o sny proposal to dircctionally control snd intenttanally doviate a well fram vertics! s0 as to change the bottom hole
Tocation {hercin call “sidetrecking™, unless dono to spraighen the halc or to drill oround junk in the hole or beoause of other
mechanical difficultics, Any party having the right v participate in » proposed sidatracking opcration Ihat docs nof own an intcrost in the
affected well bore at the time of the notice shall, upon dlecting 10 participate, tonder to the well bore owners its proportionate share (cqual
o its fuierst in B sidcimeking operation) of the valuo of thak portien of fhe cxistitg well bore 1o be utilized 1 follows:

(&) 1f the proposal is for sidcacking an existing dry hiolo, Teimburscment shall be on the basis of the ectual costz neurred in
the initia! drilling of the wcll down to The depth at which tho sidetracking operation is indtiated,

{b) Jf the propoxa! is for midewacking @ well which hes previausly p duced, teimt shall bo on the basis of Go well’s
salvabic malerials and aquipment dowa to the depth at which the sidctrecking cpcnﬁon is initlated, dotosmined in eccopdance with the
provisians of Exhibit “C", less the cstimated cost of salvaging and the estismtod cost of plugging and abandoning,

In the cvent that notice for a sidctracking cperation is given while Ihe dritling 1ig 10 be utilized Is on location, the fespomic pariod
shall be fimited to forty-gight (48) hours, axelusive of Saturday, Sunday and fogal holidays: provided, howaver, any party may roquest and
receive up 1o cight (B) additionat days after oxpiration of the forty-cight (48) Louss within which to respond by paying for afl siand-by time
incurred curing such extended response poriod. If more than one party clcots ta take such additionad time to reapond fo the notics, gland
by casts shall be allocatad between the parties taking additional time o rerond on A day-la-day basis in the proportion cath clecting par-
ty's intesest as shown on Bxhibit “A™ bears w0 the total interest as shown on Bxhiblt “A” of all the clocting partics. In all other in-
stances the rosponse pecied to a proposal far sidetracking shatt be limited fo thirty (30) days.

¢,  TAKING PRODUCTION IN KiIND:
have the right to
Hach party shall/iake in kind or scpatstcly dispose of its proporionate shavo of il oil and gas produced from the Contmet Arca,
cxclusive of production wirich may be used in development and peod ing operations and in proparing and treating oil and gos for
marketing purf and production idatily Jost Any cxira expenditure incurred in the taking it kind or seporate disposition by my
party of its prapettionate sharc of the wvdu:non shall be borne by such party. Any party iaking its ahare of production in kind chall b

-7
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT

DATED MARCH 10, 2008,

BY AND BETWEEN CIMAREX ENERGY CO., AS OPERATOR,
AND DEVON LOUISIANA CORPORATION, ET AL, AS NON-OPERATORS

LANDS SUBJECT TO CONTRACT:

Ni2 of Soction 8, Township 15 South, Range 36 East, Lea County, New Maxico.

LIMITATIONS:

None.

PARTICIPATING PARTIES:

T0:19724013110

P:7/12

Atahualpa Investments, N.V.
Chesapeake Exploration LP
Cimarex Enargy Co.

Compagnie Financierg Suisse, $.A.

Devon Louisiana Corporation
Gahr Energy Company
Horsens, inc.

M. Wayne Luna

Pear Resources

Posse Energy, Lid.

Sandra K. Lawlis

Unit Pefroleum Company
Unleased Mineral Interest
Wadi Petroleum, Inc.

Atatualpa Investmonts, N.Y.

Attn: Land Manager

100 N, Central Expressway, Suite 1204
Richardson, Texas 75080

Chesspeake Exploration Limited Pattnership
Attn; Lynda Townsend

6100 N, Westan Ave.

Oklahoma City, Oklahoma 73118

Citmarcx Energy Co.

Attn: Land

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

Compagnie Financiers Suisse, §.A.
51 do Ruyterkads, Williamstad
Curacgo, Netherlands Antilles

Devon Louisiana Corporation

Atty; Chuck Lundcen

20 N. Broadway Avenue

Oklahoma City, Oklahosus 73102-8260

Gahr Encrgy Company
110 N. Marienfeid St., Suitc 580
Midland, Texas 79701

Horscns, Inc,

Astgy: Land Manager

100 N. Central Expressway, Suite 1204
Richardgon, Texas 75080

0.078523%
1.475694%
21.963125%
4.591370%
20.893750%
0.850001%
0.306091%
0.600001%
16.865476%
1.147842%
0.050000%
1.836548% Wadi Petroleum, Inc.
8.121828%
6.602821%
16.528931%

100.000000%

M. Wayne Luna,
110 N, Maricnfeld St., Suite 580
Midland, Texas 79701

Pear Resourses
110 N. Marienfeld St., Suitc 580
Midland, Texas 79701

Possc Energy, Lud.

Attn; Land Maneger

100 N, Central Expressway, Suite 1204
Richardson, Texas 75080

Sandra K. Lewlis
110 N. Maricafcld St., Suite 580
Midland, Texas 79701

Ulerarar Production Compatiy
One Valero Way
San Antonio, Texas 78269-6000

Unit Petroleum Company
Attn: Fred Schantz

407 N. Big Spring. Suiwe 101
Midland, TX 79701

Wadi Petroleum, Tnc.
Aun: July Pawvar

M405-Wattera e, Buite490- 4355 Sylvanfield Dxive, Suite 200

Hovetany-Faxaz-77014

Houston, Texas 77014
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is lucr, except that no charge aball be made during suspension of drilling o completion oprratioas
Tor fifteen (15) or moro consecutive calondar duys,

(@ Charges for wells undergoing any type of workover of fecompletion for a perlod of fiwe ()
conseantive work doys or more shell bo made at the dilling well mte, Swch chamgss shall bo
applitd for the poviod from daic wotkower opemstionn, with rig or ofhier unis wsd in workoves,
commencs throngh datc of fig or oty umit releass, oxcopt thal no chargo sholl be mode during
suspensian of opetutions for fifteon {15} or tare consocutive calendar days.

(b) Protiucing Well Rates

(1) An netive wcll either produced or injusted Into for any podion of the month shall be cansidored as

n one-well charge for the entire mouth,
{2) Eech ective completon in @ multicompicted well in which fuction is not ingled  down
bole shall be considered 08 = onewoll chargs providing rach fetlon ia idoved a2

well by the goveming fegulatory uthocdty,

(3) An inogtivo pas woll shwt in boonuse of overproduction or filure of purchaser to ke the

production shall bo idorcd as & opc-well charge providiog e gos well ks directly cosnccied to
# pefmancnt saies ontfet.

4) A onewell chamge shall bo made far Mo momth in whieh plugging and obondonment opesatons
arc compieled on any well, This one-well chamo shall bo made whether or mot e wall has
produced sxcept when drilling woll mie applics,

(5} Al other inpctive wolls (includng bup not limited to inaclive wells covered by umit allowable, lcasc
allowabic, transfared allowable, etc.) shall not qualify for an oveehead chargo,

() Thc well rates shall be adjusicd os of the finst doy of Aprll coch yoar Dllowing Wic ofbcivc datc of the

apreement to which this Accounting Procedufe ia mitmched™  ‘Fhe—ed shai—tprpamprated—ry
the mie cumeaily in ose by the powcontege iwiease of docteatc in the avemge gz af Crude

Petrolewn and Gas Production Workers for tha Jast calendar yoar cow 0 the calendar yesr préceding ns

ns applicable. The odjemcd mtes shall be the sates curronlly in uae, plus or
*by the percent of increase or decrease published

COPAS.
B Ovarhead - Poreentage Basia
L) Pal daa 1] by tha dalat A ant b ol 4 23ba
—op g
{e)—Devalopment
Parnantl. m:} e at ob-devel £ che-Joint-lropary e o
peovidad-undor h-}0ebSectien-t-andatl-salvage-aredite-
(0)~Opacating
B 1L _“q_-f’:‘l.l“.\‘m_l M vbl-"l Hry | 1y Laaal. L. ;__n )'lvv'i(led
e or rl A ond 18 af. Snati "n \T) (] - .-‘-_:5“3‘_45‘ “_! v "‘::..._J b r b {
‘*m’} ’ A i H  saw, d -_-“‘\ ) —_ vy 1 : od nd. f vl D e
e ] fanfaseare 2 .1 'la Ialns Iy pory:
) 'y it £ st Fi :\ dn R Seall b Lald, "
Fer—tha—purpese—of—datannining—ebers rdor- et B—ef—this—Beotionill;
g it B #
mmm—mmw PoR any—romodial
> any—0f—gli—twolls foing—iho—poe—af- AeHing—rig—ane—orew—onpablo—of—delling—o—the=produsing
eryak—on—the—Joint—Traporty;—nlsor—proliral anpandiinres —irr—proptati for—drifing~—and
MMA,; b »AI- el 18 "ca P | 1': 4. f ; el M&::n)i “'_0 (Y
4 rnieHntion—~of—fined—~nsratornthe- e —0fee fioeod—amseti— ity —othior—projoei—al sty
disoemnibh finod -ajor—C : dehined—in—Pasagraph-<—of-this—Seetion—Ht—All-ottes
§ R—eneepi—A0jor 28~d _
aeste shiibe darad o !
Gverhead - Major Constinction
To campensatc Operater for hcad Costs i d in the ion and instllation of fixcd oassets, the expansion of
fixed ssscts, snd any other project cleaiy discomible ns a fied assel guired for the develop and dan of the

Joint Property, Opemtor sholl efther negotiste © fate priot to the begling of construction, or shan charge the Jolat

COPAS
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Account far sverhead bascd on the following ratos or any Major Construerion project in cycess of §_ 905000, 00

A A3 %orfns$100,000 or otal coat if lss, plus
B _._,Lz_ % of cosis In exceas of $100,000 but eds than $1,000,000, pius

€ 2L shof counin cxcess of1,000,00.

‘Total cost shall moan the Aross cost of amy one project For the purpess of this paragraph, the component parts of o singlc
project choll not bo freared scpampoly and Ui cost of drilling and workover wells and amificial U oquipmont shall be
excluded,

Catastraphe Qverhend

To componsoie Opemtnr for overhead costa imcwmed in the ovenl of cxponditures rmemulting from & sinple occumcnso dug
1o oil spill, blowowt, coxplosion, fire, stomn, husd or other phes s apresd to by the Padics, which acc

neacssaty jo restors the Joint Property to tho equivalas coadition that existed prior to the ovont cousing the

expenditnres, Opemtor shall eithor fegotiata o rate prior to charging the Joimt Account or shell charge the Joint Acsaunt
for averhend based on the following rases:

A # 3 _ v artonl conta through $100,000; phus

B. x 2 %4 af (otal coata in cxeess of $100,000 but less than $1,000,000; plus

[ _+L % of tota} costs in txcesa of $1,000,000,

Bxpenditures  subject to the overbosds gbove wil mot bo mduced by insumnce recovories, nnd o other overhend
provisions of this Scction I shall apply.

Amendinieat of Rotes

The everbiead oies provided for in this Scotion If wmy be amended (rom time 1o time only by mumsal agroement
bctween the Parties heroin 3, i practicr, the, tes are foand to be insufficient or creesaive,

v, PRICING OF JOINT ACOOUNT MATERIAL PURCHASES, TRANSFERS AND BISPOSITIONS

Qperator is fspansiblc for Joimt Account Mamorisl and shall make propor ond Hmoly charges and credis for alt Matorlal
movements  affecting the Joint Property, Opgratos shall providc all Matevisl for use on tho Joint Proporty. bowewr, aC
Qperatocs option, 2uch Materisl may be supplicd by the Noo-Operator, Opomior sholl make timely disposition of idle andfor
surplus  Malerial, such disposal belng mede citier through cale to Operator o5 Nan-Operator, division In kind, or sule to
oulsiders. Openttor may purchess, but shall be wnder no obligiion to purchase, Inwrst of Non-Opomtars o surplus condilion
A or B Matcrial, The disposa! of surplus Controliablo Material not puec} ad by the Operator shail be apreed to by the Parties.

Purchsscs

melwmhmdsmllhmmmdnmwﬁwopmrm‘ of all di jved, Tn ease of
Material found fo be dofctive of reumed 10 vendor for sy other roasons, credit shall o possed w the Joint Acstount
when adjustment bas boen recelved by the Qperatar,

Transfere aad Dispasitiona

Material furtishocd w the Joint Property and Mstcrial transfered from the Joimt Proposty of disposcd of by the Operator,
uniess otherwisa agroed to by the Pantics, shalf be priced on the following basks exclusi af sash di

A, New Materiaf (Oondition A)
(1) Tubular Goads Qther thon Lt Pipe

{a) Tubulne goods, sized 2 3/8 inches OD ond larger, cxoept Yinc pipc, sl bo priccd e Basiern wmill
publishod crlosd bhse priccs ofctive 25 of dite of plus poriation ogst wsing the 80,000
pound carioad weight asie o tho milwey rooniving,  poltt ucarst the Jolnt Propety for  which
published mil rofes for wbular gonds exist X tho %0000 pound mil mi Is not offered, tho 70,000 pouod
or 90,000 pound ril mto moy bo used, Proight chisges fox RbING will bo calculnied fom Lamin, Ohio
ead casing from Youngstown, Ohia,

(8) For godes which e special to onc mill only, prices shall bo computed Bt the il bose of thet mill plus
transportation coM from that mill 19 the sailway sceiving polnt mearcat 190 Joint Proporty s provided
sbowe in Paragmph 2.A(1)R). For Usnsporation cost ffom points othier than Bastom mills, the 30,000

-6-
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When a Party fails for any reason to take its Full Sharo of Cusrent Production (a8 such Shaye may be
reduced by the right of the other Parties to make up for Underproduction as provided berein) the other
Parties shall be cntitled to take any Gas which such Party fails to tako. To the extent practicable, such
Gas shal! be made available initially 9 exch Underproduced Party in the proportion that its Pcrcentage
Intercst in the Balancing Area bears to the total Percentage Interosts of all Underprodnced Partics
desiring to take such Grs. If all such Gas is not taken by the Underproduced Pastics, the portion not
takea shall then be madc available fo the other Pactics in the proportion that their respective Peroentage
Intrrests in the Balancing Area bear to the fota) Perocntage Interests of such Parties.

All Gas taken by a Party in accardange with the provisions of this Agreemcnt, regardioss of whether
such Party is undemroduced or overproduced, shall be regarded as Gas taken for its own acconnt with
titlo thexeto being in such taking Party.

Notwithstanding the provision of Section 3.3 hexeof, no O d Party shall be entifled in any
monih to ke any Gas in excess of Hhede hundred permmf its Percentage Inferest of the
Balancing Arca’s then-current Maxinum Monthly Availability; provided, however, that this §mitation
shall not apply to the extent that it wonld precluds production that is required to maintain loases in
effect, 1o protect the producing capacity of a well or reservoir, to preserve comelative rights, or to
maintin oil production. “Maxirum Monthly Availability* shall mean the maxinnm average monthly
rate of production at which Gas can be delivered from the Balancing Arca, ag detormined by the
Opcrator, considering the maximum efficicns well rats for each well within the Balancing Area, the
maximum ellawable(s) sct by the appropriate regulatory agency, mode of operation, production facility
capabilities and pipeline pressures,

In the event that a Party fails to make arrangements 1o take its Full Share of Cument Production
required to be produced to maintain leases in effect, to protect the producing capacity of a well or
resarvolr, © preserve canelative rights, or to mainfain ofl production, the Opesator may sell any part of
such Party's Full Share of Cusrent Production that such Party fails to take for the account of sush Pacty
and render to tuch Party, on a ctirent basis, the fill provceds of the sale, less any reasonabie
matketing, compression, treating, gathering or transportation, costa incured directly in connection with
the sale of such Full Sharc of Current Production, In making the sale contemplated berein, the
Opcrater shall be obligated only to obtain such price and conditions for the sale as are reasonable
under the ciroumstances and shall not be obligated to share any of its markots, Any such sale by
Operator undex the terms hereof shall be only for such reasonable periods of times as are consistent
with the mininum needs of the industry under the particular circumatasces, but in no event for a perind
in excess of one year. Notwithstanding the provisions of Arficls 3.4 heceof, Gas sold by Operator for s
Pasty under the provisions hereof shall be deemed to be Gas taken from the account of such Party.

4. IN-KIND BALANCING ten {10)

41

4.2

a3

Effective the first day of any calendar month following at lcast fiirty (38) daya prior writlen notico to
the Operator, any Underproduced Party may begin taking, in addition to its Full Share of Cument
Production and any Makeup Gag taken pumu? é% gecnonn%qg‘ this Agroement, 2 share of current
production detarmined by multiplying twen! cree; %) of the ¥ull Shares of Cumcnt
Production of all Overproduced Partics by a fraction, the numerator of which is the Percentage Interest
of such Underproduced Party and the denowminator of which is the total of the Porcentage Intoreats of
all Underproduced Parties desiting i%kc Makeup Gas. In no event will an Overproduced Party be
required to provide more than twcn’ui;- 24 pcm:ns %) of its Full Share of Current Production for
Makeup Gas, The Operator will promptly notify all Overproduced Partica of the election of an
Undexproduced Party to begin taking Makenp Gas. (See “Section 14” for Additional Provisions)
Seasonal Limitation of Makeup - Notwithatanding the provisions of Section 4.1, no Overproduced
Paxty will be required to provide more than ten pereont (109%) of its Full Share of Cument Production
for Makeup Gas during the Wintor Period.

Notwithstanding any other provision of this agrecment, at such time and for so long as Operator, or
(insofar as conccns production by the Operator) any Underproduced Party, determines in good faith
that an Overproduced Party has produced all of its share of tho ultirately recoverable reserves in tho
Balancing Ares, such Overprodnced Party may be required to make svailable for Make-up Gas,
upon demand of Opcrator or any Underproduccd Party, up to one hundred percent (100%) of such
Ovetproduced Party"s Full Share of Current Praduction.

5. STATEMENT OF GAS BALANCES

31

52

The Operator will maintain appropriats accounting on & monthly and cumutative basis of the velumes
of Gas that cach Party is entitled to regeive and the volomes of Gas actually taken or sold  for each
Party’s account. Within (45) days after tho month of production, the Operator~ will
furmish a statement for such month showing (1) each Party's Full Share of Current Production, (2)
the total volume of Gas actually taken ox sold for each Pacty's account, (3) the difference between thc
volume taken by each Party and that Party's Full Share of Curreat Production, {4) the Overproduction
or Underproduction of cach Party and cach Party taking Gas will psomptly provide to the Operator any
data required by the Opcrator for Preparation of the stateruents required hexcunder,

If any Party fulls 10 provide the data required hesein for four (4) consecutive production months, the
Operator, or where the Operator has fadled to provide data, another Porty, mey audit the production aad
Gas sales and transportstion volumes of the non-reporting party to provide the required data, Such
audit shall be canducied only afier reasonable notice and during normal busivess hours in the office of
the Party whosc records are being audited. All costs associated with such audit will be charged to the
account of the Party failing to provide the required data. .

6. PAYMENTS ON PRODUCTION

6.1

Each Party taking Gas shall pay ar cause to be paid all production and severanoe taxcs due on all
volumes of Gas actually taken by such Party.

P:18-12
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7.10 (Intorim Cash Balancing) At any time during the texm of this Agreement, any Overproduced Party

may, in its sole discretion, rake cash ssttiement(s) with the Underproduced Parties covering all or
part of its outstanding Gas imbalance, provided that such setioments must bo made with all
Underproduced, Partics proportiopately based on the relative imbalance of the Undexproduced Parties,
nad provided further that such settlements may not be made more often than once every twelve (12)
months, Such settlements will be calculated in the same manner provided above for final cash
setdements, The Overproduced Pacty will provide Oporator a detailed accounting of any such cash
settlement within thirty (30) days aftor the scttlement is made,

8. TESTING
Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from
time to time, to produce and take up to one hundred percent (100%) of a- well's entire Gas stream to
meet the reasonable deliverability test(s) required by such Party's Gas putchasor, and the right to 1ake
any Makeup Gas shell be subardinate to the right of any Party to conduet such tests; provided,

weyer, that such tests shall be conducted in accordance with prudent opexating p) mly 3|
fl"eﬂw;gﬁb) days prior written notice to the Operator and shall last no longer thnnxgau%aw% y(24)

9. OPERATING COSTS
Nothing in this Agreement shall change or affect any Party's obligation to pay ite 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 Opcrating Agroement, ivrespective of whether any Party is at any time

sclling and using Gas or whether such sales or use arc in proportion to its Percentage Interest in the
Balancing Area,

10, LIQUIDS

The Partics shall sharo proporticnately in and own all liquid hydrocarbons recovered with Gas by field
equipment operated for the jeint account in ateordance with their Percentage Interests in the Bulavcing
Arca,

11. AUDIT RIGHTS

Notwithstanding any provision in thie Agreement or any other agreerpont between the Parties herebo,
and further notwithstandiog any termination or cancellation of this Agreement, for a poriod of two (2)
years from the end of the calendar year in which any information to be furnished uader Section 5 or 7
hiercof is supplied, amy Party shall have the right to audit the tecords of any other Party regarding
quantity, including but not limited to information regarding Btu-content, Any Undexproduced Party
shall have the right for & period of two (2) years from the end of the calendar year in which any cesh
settlement i3 received pursuant to Section 7 to audit the records of any Overproduced Pasty as to all
matters concerning values, including but not limited to information regarding prices and disposition of
Gas from the Balancing Area. Any such andit shall be conducted at the expense of the Party of Parties
desiring such audit, and shall be conducted, after reasonable natice, during normal busizess hours in
the officc of the Party whosc reconds are being andited. Bach Party hercto agrees to maintain records
a5 to the volumes and priecs of Gas sold each month and the volumes of Gas used in its own
operations, along with the Royalty peid on any such Gas used by a Party in its own operations. The
audit rights provided for in this Section 11 shall be in addition to these provided for fn Section 5.2 of
this Agreement.

12. MUISCELLANEOUS

12.1 As between the Parties, in the event of any conflict between the provisions of this Agrcement and the
provisions of any gas sales contract, ot in the ¢vent of any conflict between the provisions of the
Agreement and the provisions of the Operating Agreement, the provisions of this Agreement shall
EOVEm.

12.2Each Party agrees w defend, inderonify and hold harmless all othet Partios from and against any and
all linbility for any claims, which may be asserted by any third party which now or hereafter stands in a
coniractual relationship with such indemamifying Pariy and which arisc out of the opemiion of this
Agrcement or any activities of such indemnifying Party under the provisions of thia Agreement, and
docs further agres to save the other Partics hanmless from all judgments or damages sustined and
costs incurred in conneetion therewith.

12.3Except a5 otherwise provided in this Agreament, Operator is authorized to admindster the provisions of
this Agreement, but shall bave no liability to the other Partics for Josses sustained or lishility incurred
which srise out of or in conmeetion with the performance of Opemtor's duties hercunder, cxcept such as
may result from Operator's gross negligence or willful misconduct. Operatot shall not be liable to any
Underproduced Pardy for the failure of any Ovcrpmdur.cd Party (other than Opcrator) to pay any
amgounts owed pursuant to the terms harcof

124This Agreement shall remain in full force and cffect for as long as the Operating Agresment shall
remain iv force and offect as to the Balancing Asca, and thorcafter vmtil the Gas accounts between the
Partics aye settled in full, and shall inure to the benefit of and be binding upon the Parties hereto, and
theit respective heirs, successors, legal representatives and assigns, ifany. The Parties herato agree to
give notice of the existence of this Agreemont 10 any successor in ivterest of any such Party and to
provide that any such successor shall be bound by this Agreemont, and shall firther make any transfer
of any interest subject to the Operating Agmcmcm, or auy part thereof, also subject to the terms of this
Agrectnent.

12.5Unless the context clearly indicatss otherwise, words used in the singular include the plural, the plural
includes the singular, and the neuter gender includes the masculine and the feminine.
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12.6This Agrcement shall bind the Parties in accordance with the provisions hereof, and nothing herein
shall be construed or interprcted as creating any rights in any person or entity not a signatory hereto, of
as being a stipulation in favor of any such person or entity.

12.71f contemporaneously with this Agrecment becoming cfftctive, or thereafter, any Party requests that
any other Parly exccute an appropriate memorandum or notice of this Agreement in order to give third
parties notice of record of same and submits same for exceution in recordable form, such memorandum
or notice shall be duly excouted by the Party to which such request is mado and delivered promptly
thereafier to the Party moking the request. Upon receipt, the Party making the request shall causc the

memorandurm or notice to be duly recorded in the appropriate real property or ather records affecting
the Balanr.ingAma
12,81 contemporaneous

13, ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.18ubject to the provisions of Sections 13.2 and 13,3 hereof, nnd notwithstanding anything in this
Agreement or in the Operating Apreement to the contrary, if any Party assigns (including any sale,
exchange or other transfer) any of its working interest in the Balancing Arcs when such Party is an
Undaeproduced ar Overproduced Party, the assignment or the act of transfer shall, insofar as the
Parties hereto are concemed, inctude all interest of the assigning or transferring Party in the Gas, all
rights to receive or obligations to provide or take Makeup Gas and all rights to receive or obligations to
make any monetary payment which may ultimstely be due hereunder, as applicable. Operator and
each of the other Parties hereto shall thexeafier treat the assignment accondingly, and the assigniug or
transferring Party shall look solely ¢o it assiguce or other transforee for any interest in the Gas or
monetary payment that such Party may have or to which it may be entitled, and shall eause its nssignee
or other transferee to assume jts obligations heremder.

13.2¢Optienct - Cash Seftlement Upon Assxgnmcnt) Notwithstanding anything in this Agreement
(including but not limited to the provisions of Section 13.1 heseof) or in the Operating Agreement to
the contrary, and subject to the provisions of Section 13.3 hereof, in the cvent an Qverproduced Party
intends to sell, assign, exchange or otherwise transfer any of its intercat in a Balancing Area, such
Overproduced Party shall notify in writing the other working intarest owners who are Parties hereto in
such Balancing Area of such fact at Jeast thirty (30) days prior to closing the transaction. Thersafier,
any Undetproduccd Party may demand from suck Overproduced Party in writing, within fifteen (15)
days after reccipt of the Overproduced Party's notice, a cash settiement of its Underproduction from the
Balancing Area, The Operator shall be notified of any such demand and of any cash settlement
pursuant fo this Section 13 and the Overproduction and Underproduction of sach Party shall be
adjusted accordingly. Any cash settlement pursuant to this Section 13 shall be paid by the
Overproduced Party on or before the catlier to occur (i) of sixty (60) days after teceipt of the
Undexproduced Party's demand or (if) at the closing: of tho tansaction in which the Overproduced
Party sclls, assigns, exchangos or otherwise transfors its futerest in a Balancing Area on the same basis
as gtherwisc st forth in Section 7.3 throngh 7.6 hereof, and shall bear interest at the rate set forth in
Section 7.7 horeof, begioning sixty (60) days after the Overproduced Party's sale, assignment,
exchange or transfor of its imterest in the Balancing Ares for amy amounts not paid. Provided,
howeves, if any Undesproduced Party does nof s0 demand such cash settlement of it's underproduction
fox the Balancing Area, such Underproduced party shall look exclusively to the assignce ar other
successox in intercat of the Overproduced Party giving notice hersunder for the satisfaction of such
Underproduced Party's Undezproduction in accordance with the provisions of Section 13.1 hereof,

13.3The provisions of this Section 13 sball not be applicable in the event any Party disposes of its interest
by merger, reorganization, consolidation or sale of substantially all of its assets fo a subsidiary or

parent company, or to any cormpany in which any porent or subsidiary of such Party owns a majority of
the stack of such company.

14, OTHER PROVISIONS

14.1The clection of an Underproduced Party to commenee taking makeup gas under the provisions of this
paragraph shall remain in effoct until such Undetproduccd Party gives Operator thirty (30) days'
notice of its election to cease taking makeup gas, or until such party’s Upderproduction is climinated,
whichever first occurs. In the event an Underproduced Party provides notice to Operator of ite intent
to cease taking makcup gas, such Underprodnced Party shall not thercafter be allowed to request
makeup gas again until one (1) year from the last day of the wonth in which thoy last took makeup
gas. This section does not apply t0 permanent overproduction. situations. Please scc Scetion 4.3
regarding sitvations where an Overproduced Party has produced all of its sharc of the ultimately
recoverable reserves in the Balancing Arca,

END OF EXHIEBIT "E"

P:12712
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Chesapeake Sara L. Cadwel
Assi; L
Natural Gas. ssistant Landman
Natural Advantages.

March 24, 2006

VIA FACSIMILE (972) 401-3110
AND U.S. MAIL

Mr. Anthony J. Cervi

Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, TX 75039

Re: Caudill West 8 Fee #2
N/2 Section 8-15S-36E
Lea County, New Mexico

Dear Mr. Cervi:

Pursuant to Cimarex Energy Co.'s proposal letter dated February 15, 2006,
Chesapeake Operating, Inc. on behalf of Chesapeake Exploraiton Limited Partnership
("Chesapeake") hereby elects to participate in the drilling of the captioned well. An
executed copy of the AFE will be sent under separate cover.

Please furnish Chesapeake with daily drilling reports and all other well information in
accordance with the enclosed Well Data Requirements sheet. Chesapeake will provide
its own insurance with respect to its share of liabilities incurred in the drilling, completion
and operation of the captioned well. A copy of Chesapeake's insurance certificate will
be provided upon request.

Should you have any questions, give me a call at the number below.
Sincerely,

Chesapeake Operating, Inc.

e

Sara L. Caldwell

Enclosure

W:\Permian_North\Non-Operated Wells\Caudill West 8 Fee #2\Election Letter without AFE-20060304.doc

Chesapeake Energy Corporation
6100 N. Western Ave. » Oklahoma City, OK 73118 « P.O. Box 18496 « Oklahoma City, OK 73154-0496
405.879.9374 » fax 405.879.1450 « scaldwell@chkenergy.com
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GEOLOGY DEPARTMENT I
WELL DATA REQUIREMENTS

CHESAPEAKE OPERATING, INC.

P. 0. BOX 18496 Oklahoma City, OK 73154

OPERATOR: Cimarex Energy Co. LOCATION: N/2 Section 8-15S-36E
WELL NAME: Caudill West 8 Fee #2 COUNTY/STATE: Lea County, New Mexico

SPECIFIC INFORMATION REQUESTED PRIOR TO SPUD:

1. Name, address and phone numbers of landman, geologist and engineer who will service the well, and one
(1) copy of each: final AFE, Survey Plat, Regulatory Permit, Geological Prognosis, Drilling Prognosis, and
Directional Plan.

DAILY REQUIREMENTS: - DRILLING & COMPLETION REPORTS:
1. PRIMARY E-Mail or Fax to CHK Non-Ops Reports ASAP each day.

Voice #: 405/879-9115 Fax #: 405/879-9534 E-mail: NonOpsRpts@CHKEnRergy.com
2. SECONDARY E-Mail or Fax to David Godsey ASAP each day.
Voice #: 405/879-7995 Fax#: 405/879-9577 E-mail: dgodsey@chkenergy.com

Also to include: :
Daily Electric and Mud Logs, and E-Mail any field reports pertaining t operations or Daily Directional Survey
when applicable.

NOTICES:

1. Notify the following 24 hour notice of intention to SPUD, LOG, CORE, FORMATION TESTING,
COMPLETION, SIDETRACK OR ABANDON:

Primary Geologist: David Godsey Secondary Geologist: Mike Brown
Office Phone: 405/879-7995 Office Phone: 405/879-9223

Office Fax: 405/879-9577 Office Fax: 405/879-9577

Home Phone: 405/340-0119 Home Phone: 405/216-0817

E-mail: dgodsey@chkenergy.com E-mail: Mbrown2@chkenergy.com

LOGS AND DATA:
Mail to 6100 N. Western, Oklahoma City, OK 73118 Attention: Erin Allen
E-Mail to: LogData@chkenergy.com as LAS and Tiff (raster) files w/ all open hole log data.
and dgodsey@ckenergy.com

1. All open hole and cased hole logs______._____.... Final Prints 6
-includes Dipmeter, FMS, etc.-
2. MU LOOS e Final Prints 6
3. Oil,gasand wateranalysis_________.._............. Final Print 1
4. Directional SUNVeY. Final Print 1
5. Bottom hole pressure surveys and reports____Final Print 1
6. Geological & Paleotological Reports_______.... Capies 1
7. PRODUCTION DATA: E-Mail or fax monthly for the first ninety (90) days to

productionnonop@chkenergy.com, Fax 405/879-7860 and David Godsey E-mail:
dgodsey@chkenergy.com, Fax 405/879-9577. Production data includes all information, specifically, but
not limited to, choke size, FTP, flow rates, gas mcfd, bopd, bwpd, method of production (free flow, rod
pumping, etc.)

For notification, or if we could offer some assistance, please call David Godsey, geologist 405/879-7995,
Lynda Townsend, landman 405/879-9414, Andrew McCalmont, engineer 405/879-7852.

Thank you.

P:\Forms\Well Data Requirement Sheet (Godsey-Townsend).doc



POSSE ENERGY, LTD.

I HousToN CENTER
1221 McKINNEY, SuITE 3700
HousToN, TExas 77010

(713)209-1111 ¢ Fax: (713)951-0207

March 27, 2006

Mr. Anthony J. Cervi

Cimarex Energy Co.

5215 N. O’Connor Blvd, Suite 1500
Irving, TX 75039

Re: Caudill West 8 Fee #2

N/2 Section 8-15S-36E

Lea County, New Mexico
Dear Sir:
Posse Energy, Ltd. elects to participate in drilling of the referenced well. We have executed and enclose the
AFE and the signature page of the Operating Agreement covering the well. We are also sending our Well
Data Requirement sheet for you use in providing us with well information and data.

If there are other issues relating to this well please do not hesitate to contact us.

Yours truly,

Wise W. Lambert
L.andman
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WELL DATA REQUIREMENTS
Posse Energy, Ltd.

| HousTON CENTER
1221 McKINNEY, SUITE 3700
HousToN, TeExas 77010

(713)208-11 10 ¢ Fax: (713) S51-0207
OPERATOR: Cimarex Energy Co.
WELL NAME: Caudill West 8 Fee #2
LOCATION: N/2 Sec. 8-155-36E

COUNTY, STATE: Lea/New Mexico

SPECIFIC INFORMATION REQUESTED PRIOR TO SPUD:

1. Name, address, and phone numbers of landman, geologist, and engineer who will service the well.
2. One (1) copy of final AFE and Survey Plat.

3. One (1) copy of all permits.

4. One (1) copy of Geological Prognosis, Drilling Prognosis and Directional Plan.

DAILY REQUIREMENTS:

Drilling Reports

1. Email to: GregM@PPPCo.com and SandraC@PPPCo.com
(If unable to email, fax daily report to the attention of Greg Mitschke at (713) 951-0207)
2. Mail Daily Reports to Greg Mitschke at address listed above.

3. Daily reports should begin with date actual work is commenced at the location and continue until initial
daily potential has been established or the well has been plugged and abandoned.
4, Include in final report all initial potential, completion data, and final disposition of gas. Mail Complete

well chronological after well is on production.

Specific Information while Drilling

1.

Daily Mudlog (include sample and gas shows)

Latest 24-hour directional surveys

Latest 24-hour GammaiRay Log from MWD and pump-down Gamma Ray Log.

24-hour notice by phone or fax prior to formation testing or coring, then send any field reports pertaining
to operations.

5. Notification by fax and mail of any decision that would omit any AFE item (mudiogger, Gamma Ray
MWD, etc.)

hob~

NOTICES:

Notify the following of intention to SPUD, LOG, CORE, TEST, COMPLETE, SIDETRACK, or ABANDON:
Greg Mitschke
Office Phone: (713) 209-1111 ext. 212
Office Fax: (713) 951-0207
Home Phone: (281) 579-1597

(If unable to contact Greg Mitschke, please call Sandra Cornelius at ext. 213)

LOGS AND DATA:

Mait to above address, attention Greg Mitschke.

NGO RWN -~

All open hole and cased hole logs (includes Dipmeter, FMS, etc.). ... Final Prints (1)
YT To I I oo 1= OO TP OTRR Final Prints (1)
Oil, gas, and water analysiS.........ccoccrveiiriiiniicirr e s Final Prints (1)
Bottomhole pressure surveys and rePortS ........covv e et Final Prints (1)
Formation tests and core analysis.........ccccovviiiiiiiniice e Final Prints (1)
Directional SUrveys & MWD/GR .........ccorievrcierir e e s s e sbs s n e Final Prints (1)
Geological & Paleotological REPOMS ........cooirciiireieriee ettt Copies

LAS diskette w/all open hole [0g data........cccceeruiiriiiiiirieeee et e 3.5” diskette
LAS diskette w/all MWD and GR data........ceeeeeciricircciererecreeinen e stne st 3.5” diskette
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WORKING INTEREST OWNERS

DEVON LOUISIANA CORPORATION

By:
Title:

WADI PETROLEUM, INC

By:
Title:

PEAR RESOURCES

By:
Title:

M. WAYNE LUNA

By:
Title:

GAHR ENERGY COMPANY

By:
Title:

SANDRA K. LAWLIS

By:
Title:

POSSE ENERGY, LTD.

Title:

ATAHUALPA INVESTMENTS, N.V.

By:
Title:. .




Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

COMPANY ENTITY DATE PREPARED
Cimarex Energy Co. 08-Feb-06
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.

S.E. NM Caudill West 8 Fee 2 Star / Denton 309499-002

LOCATION: COUNTY STATE TYPE WELL

1,250' FNL, 660' FEL, 8-T15S-R36E BHL Lea NM ol EXPL X

(same) SHL GAS X  PrROD

ORIGINAL ESTIMATE X EST. START DATE EST. COMP. DATE FORMATION EST. TD (TVD)

REVISED ESTIMATE — 15-Apr-06 15-Jun-06 Atoka 12,750'

SUPPLEMENTAL ESTIMATE

PROJECT DESCRIPTION:

Drill and complete Atoka well.

-Estimating 2 Fracture treatments in the Morrow zones.
-No hole problems are anticipated.
-Closed loop mud system.

DRY HOLE AFTER COMPLETED

INTANGIBLES COST CASING POINT WELL COST
intangible Drilling Costs $1,878,563 $1,878,563
Intangible Completion Costs 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813

TANGIBLES

Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 {75,000)
TOTAL WELL COST: $2,132,063 $866,750 : $2,998,813

Comments on Well Costs:
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Multiplier.

WELL CONTROL INSURANCE:

Uniess otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE is returned, if available, but in. no event later than commencement of drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by
insurance procured by Operator.

| elect to purchase my own well control insurance policy.

Well control insurance procured by Operator, provides, among other terms, for $1,000,000 (100% W.1.) of Combined Single Limit
coverage for well control and related redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000
(100% W.1.) deductible.

Comments on AFE

The above costs are estimates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs
may exceed the estimated costs without affecting the authorization for expenditure herein granted. By approval of this AFE, the
working interest owner agrees to pay its proportionate share of actual legal, curative, regulatory and well costs under term of the joint
operating agreement, regulatory order or other applicable agreement covering this well.

CIMAREX ENERGY CO. APPROVAL

PREPARED BY DRILLING DEPT. REGIONAL MANAGER
Howard L. Miller, Doug Park, Mgr Drilling/Completion Operations Roger Alexander, Regional Manager
Sr. Driling/Completion Engineer - Permian Basin ) Offshore and Permian Regions Permian Basin

JOINT INTEREST APPROVAL

DATE

p 3%7 24

3M772006 2:21

COMPANY
%;&E &‘/A’fzﬁ’y L7,

Vice President :




hesapeake Sara L. Caldwell
Assistant Landman
Natural Gas.

Natural Advantages.

March 29, 2006

VIA FACSIMILE (972) 401-3110
AND U.S. MAIL

Mr. Anthony J. Cervi

Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, TX 75039

Re: Caudill West 8 Fee #2
N/2 Section 8-15S-36E
Lea County, New Mexico

Dear Mr. Cervi:

Enclosed is an executed copy of Cimarex Energy Co.'s AFE for the captioned well. This
is to follow up the election of Chesapeake Operating, Inc. on behalf of Chesapeake
Exploration Limited Partnership by letter dated March 24, 2006.

Please call me if you have any questions.

Sincerely,

Chesapeake Operating, Inc.

e

Sara L. Caldwell

Enclosure

W:\Permian_North\Non-Operated Wells\Caudill West 8 Fee #2\AFE Transmittal-20060329.doc

Chesapeake Energy Corporation
6100 N, Western Ave. * Oklahoma City, OK 73118 « P.O. Box 18496 » Oklahoma City, OK 73154-0496
405.879.9374 » fax 405.879.1450 » scaldwell@chkenergy.com



L

Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

COMPANY .
Chesa pegl(e Exploration Limited Partnership an

COMPANY ENTITY DATE PREPARED
Clmarex Energy Co. 08-Feb-06
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.
S.E. NM Caudill West 8 Fee 2 Star / Denton 309499-002
LOCATION: COUNTY STATE TYPE WELL
1,650' FNL, 660' FEL, 8-T15S-R36E BHL Lea NM oiL EXPL X
same) SHL GAS X PROD
ORIGINAL ESTIMATE X | EST.START DATE EST. COMP, DATE FORMATION EST. TD (TVD)
REVISED ESTIMATE
[ —— -, - - M
SUPPLEMENTAL ESTIMATE 15-Apr-06 15-Jun-06 Atoka 12,750
PROJECT DESCRIPTION:
Drill and complste Atoka well.
-Estimating 2 Fracture treatments in the-Morrow zones.
-No hole problems are anticipated.
-Closed ioop mud system.
DRY HOLE AFTER COMPLETED
INTANGIBLES COST CASING POINT WELL COST
Intangible Drilling Costs $1,878,563 $1,878,563
Intangible Completion Costs 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813
TANGIBLES
Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 (75,000)
TOTAL WELL COST: $2,132,063 $866,750 $2,998,813

Comments on Well Costs: )
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Mulfiplier.

WELL CONTROL INSURANCE:

Uniess otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE is returned, if available, but in no event later than commencementof drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by insurance
procured by Operator.

| elect to purchase my own well control insurance palicy.

Well control insurance procured by Operator, provides, ameng other terms, for $1,000,000 (100% W.1.) of Combined Single Lifnit
coverage for well control and related redrilling and clean-up/pollution expense covering drilling (through completion)with a $1,000,000
(100% W.1.) deductible.

Comments on AFE

The above costs are estimates only and anticipate trouble free operations without any foreseeable change in plans. The actual costs
may exceed the estimatedcosts without affecting the authorizationfor expenditureherein granted. By approvalof this AFE, the working
interest owner agrees to pay its proportionateshare of actual legal, curative, regulatory and well costs under term of the joint operating
agreement, regulatory order or other applicable agreement covering this well.

CIMAREX ENERGY CO. APPROVAL
DRILLING DEPT.

Doug Park, Mgr Drilling/Completion Operations
Offshore and Pemmian Regions

PREPARED BY

Howard L. Mitler,
Sr. Drilling/Completion Engineer - Permian Basin

REGIONAL MANAGER

Roger Aiexander, Reglonal Manager
Permian Basin

JOKIT)INTEREST APPROVAL

BY

K. M ndon

[4 L

DA@ yg/pg
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PETROLEUM COMPANY

i A Subsidiary of Unit Corporation

March 30, 2006

Cimarex Energy Company

Attn: Anthony J. Cervi

5215 N. O’Connor Blvd, Ste. 1500
Irving, Texas 75039

Re:  Caudill West 8 Fee #2
N Sec8, T15S, R36E
Lea County, New Mexico
Caudill Prospect

Anthony,

In accordance with your letter dated February 15, 2006, please find enclosed an executed
AFE signed by Unit Petroleum Company for the referenced project. Also enclosed is
Unit’s “Well Information Requirements” sheet.

We are currently reviewing the JOA you submitted to us and will respond to you
regarding the JOA in the very near future.

If you have any questions please contact me at 432-685-9020.
Sincerely,

UNIT PETROLEUM COMPANY
Midland Digtrict

Ar'ﬁg{. Schant.
District Landman

FES/cm
Enclosure

407 North Big Spring Street, Suite 101 ¢ Midland, Texas 79701 ¢ (432) 685-9020 + FAX (432) 685-9088
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Magnum Hunter Production, Inc. / Gruy Petroleum Management Co.
wholly owned subsidiaries of Cimarex Energy Co.

AUTHORIZATION FOR EXPENDITURE

COMPANY ENTITY DATE PREPARED
Cimarex Energy Co. - : _ . o 08-Feb-06
REGION WELL NAME WELL NO PROSPECT OR FIELD NAME PROPERTY NUMBER DRILLING AFE NO.

S.E. NM Caudill West 8 Fee 2. Star / Denton 309499-002
LOCATION: COUNTY STATE TYPE WELL
1,650' FNL, 660" FEL, 8-T15S-R36E BHL Lea NM olL EXPL X
(same) SHL GAS X ProD
ORIGINAL ESTIMATE X EST. START DATE EST. COMP. DATE FORMATION EST. TD (TVD)
REVISED ESTIMATE
SUPPLEMENTAL ESTIMATE 15-Apr-06 15-Jun-06 Atoka 12,750
PROJECT DESCRIPTION:
Drill and complete Atoka well.

-Estimating 2 Fracture treatments in the Morrow zones.

-No hole problems are anticipated.

-Closed loop mud system.

: , DRYHOLE : " AFTER COMPLETED
INTANGIBLES o - COST © - CASING POINT - - WELL COST
Intangible Drilling Costs ‘ $1,878,563 SR : $1,878,563
Intangible Completion Costs 564,250 564,250
TOTAL INTANGIBLE COSTS 1,878,563 564,250 2,442,813
TANGIBLES

Well Equipment 178,500 336,500 515,000
Lease Equipment 41,000 41,000
TOTAL TANGIBLE WELL COST 178,500 377,500 556,000
PLUG AND ABANDON COST 75,000 (75,000)
TOTAL WELL COST: $2,132,063 $866,750 $2,998,813

Comments on Well Costs:
1. All tubulars, well or lease equipment is priced by COPAS and CEPS guidelines using the Historic Price Multiplier.

WELL CONTROL INSURANCE:

Unless otherwise indicated below, you, as a non-operating working interest owner, agree to be covered by Operator's well control
insurance procured by Operator so long as Operator conducts operations hereunder and to pay your prorated share of the premiums
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable to
Operator, as to form and limits, at the time this AFE is returned, if available, but in no event later than commencementof drilling
operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by insurance
procured by Operator.

| elect to purchase my own well control insurance policy.

Well control insurance procured by Operator, provides, among other terms, for $1,000,000 (100% W.1.) of Combined Single Limit
coverage for well control and related redrilling and clean-up/pollution expense covering drifiing (through completion)with a $1,000,000
(100% W.1.) deductible.

Comments on AFE

The above costs are estimates only and anficipate trouble free operationswithout any foreseeable change in plans. The actual costs
may exceed the estimatedcosts without affecting the authorizationfor expenditureherein granted. By approvalof this AFE, the working
interest owner agrees to pay its proportionateshare of actual legal, curative, regulatory and well costs under term of the joint operating
agreement, regulatory order or other applicable agreement covering this well.

CIMAREX ENERGY CQO, APPROVAL

PREPARED BY DRILLING DEPT. REGIONAL MANAGER
Howard L. Miller, Doug Park, Mgr Drilling/Completion Operations Roger Alexander, Regional Manager
Sr. Drilling/Compietion Engineer - Permian Basin Offshore and Permian Regions Permian Basin

JOINT INTEREST APPROVAL

COMPANY BY DATE
UNIT PETROLEUM COMPANY &Qf l)% 03/27/06

ZI TN ZOUOZ 00"
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UNIT PETROLEUM COMPANY

WELL INFORMATION REQUIREMENTS

TO: Cimarex Energy Company RE: Caudill West 8 Fee #2
5215 N. O’Connor Rd., Ste. 1500 1250’ FNL & 660’ FEL
Irving, TX 75039 N¥2 Sec 8, T15S, R36E

Lea County, New Mexico

Unit Petroleum Company requests the following information and notices to be forwarded to:

Unit Petroleum Company

407 North Big Spring St., Suite 101

Midland, Texas 79701

Phone: 432-685-9020 Fax: 432-685-9088

All Federal, State or Railroad Commission Forms
Drill stem test pressure charts

Initial core analysis

Final core analysis

Daily mud logs

Final mud logs

LAS File e-mailed to scott.cramer@unitcorp.com
Electrical log final prints

Drillers logs

Geological reports, sample logs

Well completion reports

Plugging reports

color, 2 B&W

ekt et i et N it ek et e e

In addition Unit requests the following:

e A daily e-mail (preferred) or fax report on drilling progress to Carla Manning.
carla.manning@unitcorp.com fax 432-685-9088

e 24 hour prior notice to drillstem testing, coring, logging and and plugging operations.

Unit personnel available for call:
Scott Cramer - Geologist Office: 432-685-9020 Home: 432-697-2425
George Ulmo - Geologist Office: 432-685-9020 Home: 432-697-0828

ALL NOTICES OR PROPOSALS REQUIRED BY CONTRACT OR OTHERWISE SHOULD BE
FORWARDED TO THE ABOVE ADDRESS TO THE ATTENTION OF FRED SCHANTZ.



Cimarex Energy Co. i WI}
5215 N. O'Connor Bivd. e
Suite 1500

Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

March 31, 2006

Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Horsens, Inc.

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Attn: Jorgen Christiansen

Re:  Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

Dear Mr. Christiansen:

Cimarex Energy Co. (“Cimarex”) wishes to purchase all of the right, title, and interest of
Atahualpa Investments, N.V., Compagnie Financiere Suisse, S.A., and Horsens, Inc.
(collectively referred to hereinafter as “Seller”), in all oil and gas leases, governmental orders
or other instruments through which it detives title, in the section listed above, including, but
not limited to, all existing wells (hereinafter the “Property”). Cimarex offers to purchase the
Propetty for the cash sum of $6,500. This offer and any obligation of Cimarex to purchase
the Propetties are expressly made subject to and conditional upon the following terms:

1. The Propetty shall be deemed to include all non-developed leases and working
(including any mineral interests) and net revenue (including any overriding royalty)
interests in and to the Properties, including, but not limited to, the working and net
revenue interests as described on Exhibit “A” attached hereto.

2. The sale shall include all of your right, title, and interest in and to all agreements,
contracts and rights covering and affecting the Property, together with all
equipment, fixtures, and personal property located on the Property, and includes
any gas makeup rights under any gas balancing agreement or arrangement in all
existing wells.

3. This offer is subject to Cimarex’s review, approval, and acceptance, in its sole
discretion, of all leases, assignments, farmout agreements, gas purchase contracts,
operating agreements, marketing arrangements, production data, gas balancing
statements (including, but not limited to, a finding that gas balancing for all



Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.

Hozrsens, Inc.
Mazxch 31, 2006

Page 2

10.

existing wells is determined on a well-by-well basis), division orders, title opinions,
revenue expense data, and all other contracts and documents telating to the
Property. This offer is also subject to a review, results of which are reasonably
satisfactory to Cimarex, of all legal and financial information relating to the
Properties and a physical inspection of the Properties.

All revenue, gas balancing, tax expense, and other adjustments shall be made to the
purchase price as of the effective date of the purchase.

The Effective Date of Cimarex’s purchase of the Properties shall be 7:00 a.m.
Central Standard Time, April 1, 2006.

Seller represents that the interest to be conveyed to Cimarex in and to the
Properties is an undivided working interest in all the lands within the producing
unit and is not limited in depth. In connection with this requirement, you agtree to
provide to Cimarex all necessaty information reflecting your ownership of the
Properties. Should such information indicate that your interest in the Properties
differs from that specified on the attached Exhibit “A”, or if your interest is
materially out of gas balance, then this offer will be adjusted accordingly or
withdrawn.

The Properu'és shall be free and clear of all liens, mortgages, and encumbrances of
every natute and kind. Seller represents that there are no outstanding preferential
rights to purchase or consents to assign and that production from the Properties is
not subject to a call on production.

With respect to existing or potential environmental labilities affecting the
Property, the parties agree that Seller will indemnify and hold Cimarex harmless
from all existing claims which have currently been asserted or are the subject of
any pending litigation. With respect to other claims, Seller will indemnify Cimarex
for all hability resulting from activities prior to Apsl 1, 2006. Cimarex will
indemnify Sellet from all claims resulting from activities on or after April 1, 2006.
These cross-indemnities shall indemnify against all costs, including, but not limited
to, attorney’s fees, expert fees, costs incurred in connection with investigation of
conditions on the Property or any other cost or expense of any kind.

Cimarex shall be entitled to Seller’s original files at closing.

This offer is further subject to the negotiation, execution and delivery of a form of
assignment acceptable to Cimarex.



Atahualpa Investments, N.V.
Compagnie Finandiere Suisse, S.A.

Horsens, Inc.
March 31, 2006
Page 3
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i

CIMAREX

11. The parties shall agree on a closing date which shall be no later than thirty (30)
days after the date on which this letter is accepted by Seller.

Absent your response, we must terminate our offer at the close of business April 10, 2006.

Very truly yours,
CI X ENERGY CO.

Dar] G

Anthony J. Cervi
Landman

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006.

ATAHUALPA INVESTMENTS, N.V,

Name:

Title:

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006.

COMPAGNIE FINANCIERE SUISSE, S.A.

Name:
Title:

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006.

HORSENS, INC.

Name:
Title:



Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Horsens, Inc.

March 31, 2006

Page 4

EXHIBIT “A”

To Letter Agreement dated March 31, 2006,
Between Cimarex Energy Co. (“Cimarex”) and Atahualpa Investments, N.V., Compagnie
Financiere Suisse, S.A., and Horsens, Inc. (“Seller”)

The Properties shall include, but not be limited to, the following:

The unit rights vested in Seller as listed below, in Section 8-155-36E, Lea County,
New Mexico, including all right, title and interest in and to all Oil and Gas Leases,
governmental orders or other instruments through which Seller is vested with an interest
insofar as such leases, orders and/or instruments cover interests in Section 8-155-36E, Lea

County, New Mexico.

Sellers Net Acres
Atahualpa Investments, N.V. 0.244873
Compagnie Financiere Suisse, S.A. 14.692383

Horsens, Inc. 0.979492



Cimarex Energy Co. . ..
5215 N. O'Connor Blvd., %’
Suite 1500 |
Irving, Texas 75039

PHONE 972.401.0752

FAX 972.401.3110

VIA FEDERAL EXPRESS

April 3, 2006

TO ALL WORKING INTEREST OWNERS
(Addressee List Attached)

Re:  Caudill West 8 Fee # 2
N Section 8, Township 15 South, Range 36 East
Lea County, New Mexico
1250’ FNL & 660’ FEL

Gentlemen:

Pursuant to our letter dated March 10, 2006, proposing to dsill the above captioned well,
please find enclosed a revised joint operating agreement. If you intend to participate, please
execute and return the appropriate signature page to the attention of the undersigned as
soon as possible. Also, please return an executed AFE indicating your well control insurance
preference if you have not already done so. If you do not wish to participate, we respectfully
request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimatex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year tetm, delivering a 75% net revenue
interest, proportionately reduced.

Your prompt attention to this matter is appreciated. If you have any questions, please do
not hesitate to contact me at 972-443-6452.

Very truly yours,
CI X ENERGY CO.

Anthony J. Cetvi
Landman -
Permian Basin Region

FEnclosures



Caudill West 8 Fee # 2
Working Interest Owners

Atahualpa Investments, N.V.
Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Chesapeake Exploration Limited Partnership

Attn: Lynda Townsend
6100 N. Western Ave.
Oklahoma City, Oklahoma 73118

Compagnie Financiere Suisse, S.A.
Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Devon Louisiana Corporation

Attn: Chuck Lundeen

20 N. Broadway Avenue

Oklahoma City, Oklahoma 73102-8260

Gahr Energy Company
P.O. Box 1889
Midland, TX 79702

Horsens, Inc.

Attn: Jorgen Christiansen

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

M. Wayne Luna
P.O. Box 1889
Midland, TX 79702

Pear Resources
P.O. Box 1889
Midland, TX 79702

Posse Energy, Ltd.

Attn: Land Manager

1221 McKinney, Suite 3700
Houston, Texas 77010

Sandra K. Lawlis
P.O. Box 1889
Midland, TX 79702

Unit Petroleum Company
Attn: Fred Schantz

407 N. Big Spring, Suite 101
Midland, TX 79701

Wadi Petroleum, Inc.

Attn: Judy Farrar

4355 Sylvanfield Drive, Suite 200
Houston, Texas 77014



Compulsory Pooling _ ) Page 1 of 2

Tony Cervi

From: Tony Cervi

Sent:  Tuesday, April 04, 2006 3:06 PM
To: 'Hudson, Brett'

Cc: '‘Lundeen, Chuck'

Subject: RE: Compulsory Pooling

Brett,

You are correct. Jim Bruce (who is also our attorney) contacted me this morning about it, and | will have him
dismiss Devon as a respondent. | apologize for the mistake as we were in quite a rush to get that filed. Also, |
sent another JOA to Chuck yesterday. Please have it executed and return to me at your earliest convenience.
Please let me know if you have any questions.

Tony

From: Hudson, Brett [mailto:Brett.Hudson@dvn.com]
Sent: Tuesday, April 04, 2006 2:45 PM

To: Tony Cervi

Subject: Compulsory Pooling

Tony,

We are in receipt of an application for compulsory pooling regarding the N/2 of Sec. 8-T15S-R36E, Lea
County, New Mexico. Devon Louisiana Corporation has been named as a respondent in this application.

Please be advised that Devon Louisiana Corporation was merged into Devon Energy Production
Company, LP earlier this year.

Since Devon and Cimarex are subject to that certain Exploration and Development Agreement dated
12/1/2004, any well proposal election will be made pursuant to said agreement. We believe that we should
not be named as a respondent in your pooling application. We have requested that our attorney enter an
appearance on behalf of Devon at your hearing and seek to be removed as a respondent.

Thanks,

Brett A. Hudson

Petroleum Landman

Western Division

Devon Energy Production Company, L.P.
20 North Broadway

Oklahoma City, OK 73102-8260

Phone: 405-228-8589

Alternative Work Schedule "A"

4/7/2006
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Tony Cervi

From: Tony Cervi

Sent: Thursday, April 06, 2006 9:30 AM
To: 'j.christiansen@bentley-yates.com'
Subject: Lea County, New Mexico

Attachments: 20060406093926986.pdf
Mr. Christiansen:

| understand you are on vacation for a couple of weeks, so | am attaching a letter | FedEx'd to your office last
week. We had spoken about Cimarex purchasing your interest in these properties a couple of weeks ago.
Please do not hesitate to contact me via email or telephone if you wish to further discuss. Thank you.

Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/7/2006



Cimarex Energy Co.
5215 N. O’Connor Bivd.
Suite 1500

Irving, Texas 75039
PHONE 972.401.0752

FAX 972.401.3110

Mazrch 31, 2006

Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Horsens, Inc.

7920 Belt Line Road, Suite 280
Dallas, Texas 75254

Attn: Jorgen Christiansen

Re:  Section 8, Township 15 South, Range 36 East
e :

Dear Mr. Christiansen:

Cimarex Enetgy Co. (“Cimarex”) wishes to purchase all of the right, title, and interest of
Atahualpa Investments, N.V., Compagnie Financiere Suisse, S.A., and Horsens, Inc.
(collectively referred to hereinafter as “Seller™), in all oil and gas leases, governmental orders
or other instruments through which it derives title, in the section listed above, including, but
not limited to, all existing wells (hereinafter the “Property”). Cimarex offers to purchase the
Property for the cash sum of §6,500. This offer and any obligation of Cimarex to purchase
the Properties are expressly made subject to and conditional upon the following terms:

1. The Property shall be deemed to include all non-developed leases and working
(including any mineral interests) and net revenue (including any overriding royalty)
interests in and to the Properties, including, but not limited to, the working and net
revenue interests as described on Exhibit “A” attached hereto.

2. The sale shall include all of your right, title, and interest in and to all agreements,
contracts and rights covering and affecting the Property, together with all
equipment, fixtures, and personal property located on the Property, and includes
any gas makeup rights under any gas balancing agreement or arrangement in all
existing wells.

3. This offer is subject to Cimarex’s review, approval, and acceptance, in its sole
discretion, of all leases, assignments, farmout agreements, gas purchase contracts,
opetrating agteements, marketing arrangements, production data, gas balancing
statements (including, but not limited to, a finding that gas balancing for all



Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Hozrsens, Inc.

Mazrch 31, 2006

Page 2

10.

existing wells is determined on a well-by-well basis), division orders, title opinions,
revenue expense data, and all other contracts and documents relating to the
Property. This offer is also subject to a review, results of which are reasonably
satisfactory to Cimarex, of all legal and financial information relating to the
Properties and a physical inspection of the Properties.

All revenue, gas balancing, tax expense, and other adjustments shall be made to the
purchase price as of the effective date of the purchase.

The Effective Date of Cimarex’s purchase of the Properties shall be 7:00 a.m.
Central Standard Time, April 1, 2006.

Seller represents that the interest to be conveyed to Cimarex in and to the
Properties is an undivided working interest in all the lands within the producing
unit and is not limited in depth. In connection with this requitement, you agree to
provide to Cimarex all necessary information reflecting your ownership of the
Properties. Should such information indicate that your interest in the Properties
differs from that specified on the attached Exhibit “A”, or if your interest is
materially out of gas balance, then this offer will be adjusted accordingly or
withdrawn.

The Properties shall be free and clear of all liens, mortgages, and encumbrances of
every nature and kind. Seller represents that there are no outstanding preferential
rights to purchase or consents to assign and that production from the Properties is
not subject to a call on production.

With respect to existing or potential environmental liabilities affecting the
Property, the parties agree that Seller will indemnify and hold Cimarex harmless
from all existing claims which have currently been asserted or are the subject of
any pending litigation. With respect to other claims, Seller will indemnify Cimarex
for all liability resulting from activities prior to Aprl 1, 2006. Cimarex will
indemnify Seller from all claims resulting from activities on or after Apuil 1, 2006.
These cross-indemnities shall indemnify against all costs, including, but not limited
to, attorney’s fees, expert fees, costs incurred in connection with investigation of
conditions on the Property ot any other cost or expense of any kind.

Cimarex shall be entitled to Seller’s original files at closing.

This offer is further subject to the negotiation, execution and delivery of a form of
assignment acceptable to Cimarex.



Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Horsens, Inc.

March 31, 2006

Page 3

11.  The parties shall agree on a closing date which shall be no later than thirty (30)
days after the date on which this letter is accepted by Seller.

Absent your response, we must terminate our offer at the close of business April 10, 2006.

Very truly yours,
CI EX ENERGY CO.

ot (5~

Anthony J. Cervi
Landman

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006.

ATAHUALPA INVESTMENTS, N.V.

Name:
Title:

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006,

COMPAGNIE FINANCIERE SUISSE, S.A.

Name:
Title:

AGREED TO AND ACCEPTED THIS DAY OF APRIL, 2006.

HORSENS, INC.

Name:

Title:



Atahualpa Investments, N.V.
Compagnie Financiere Suisse, S.A.
Horsens, Inc.

March 31, 2006

Page 4

EXHIBIT “A”

To Letter Agreement dated March 31, 2006,
Between Cimarex Energy Co. (“Cimarex”) and Atahualpa Investments, N.V., Compagnie
Financiere Suisse, S.A., and Horsens, Inc. (“Seller”

The Properties shall include, but not be limited to, the following:

The unit rights vested in Seller as listed below, in Section 8-158-36E, Lea County,

New Mexico, including all right, title and interest in and to all Oil and Gas Leases,
governmental orders or other instruments through which Seller is vested with an interest
insofar as such leases, orders and/or instruments cover interests in Section 8-158-36E, Lea

County, New Mexico.

Sellers Net Acres
Atahualpa Investments, N.V. 0.244873
Compagnie Financiere Suisse, S.A. 14.692383

Horsens, Inc. 0.979492
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Tony Cervi

From: Tony Cervi

Sent: Friday, April 07, 2006 10:34 AM

Subject: Caudill West 8 Fee # 2 - Operating Agreement

Attachments: Caudill West 8 Fee # 2_JOA_Article XV (FINAL).pdf; Caudill West 8 Fee # 2_JOA_Article XV
(with revisions shown).pdf

Ladies and Gentlemen:

| have attached a revised Article XV to the subject Operating Agreement. As we have discussed, this JOA is
attached to an Exploration Agreement to which Cimarex is a party. Unfortunately, | did not realize until after | sent
out the JOA that there were many typographical, grammatical, and spelling errors contained in the original Article
XV. Therefore, | have corrected these errors and attached a FINAL version. | have also attached a file
highlighting the changes that were made.

Please let me know if you have any questions. | am sorry for the inconvenience.
Best regards,

Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/7/2006



From:  Tony Cervi Sent:  Fri 4{7/2006 10:34 AM
To:
Cc:
Bee: Lynda Townsend (townsend@chkenergy.com); Chuck Lundeen (Chuck.Lundeen@dvn.com); Jerry Gahr (vfmid@att.net);
Fred Schantz (Fred. Schantz@unitcorp.com); Judy Farrar (farrar@wadipetroleum.com); 'f. christiansengpbentley-yates.com'; Tony Cervi
Subject: Caudill West 8 Fee # 2 - Operating Agreement :

Attachments: ol Caudil West 8 Fee # 2_JOA_article XV (FINALY.pdf (74 KB);
ﬁCaudBl West 8 Fee & 2_JOA_article Xv (with revisions shown).pdf (92 KB)

...... -
#5.

Ladies and Gentiemen:

| have attached a revised Aricle XV to the subject Operating Agreement. As we have discussed, this JOA is attached to an
Exploration Agreement to which Cimarex is a party. Unfortunately, | did not realize until after | sent out the JOA that thers
were many typographical, grammatical, and spelling srrors contained in the original Article Xv. Therefors, | have corrected
these erors and attached a FINAL vetsion. | have also attached a file highlighting the changes that were made.

Please let me know if you have any questions. | am sorry for the inconvenience.
Best regards,
Tony

Anthony J. Cervi

lL.andman - Permian Basin Reglon
Cimarex Energy Co.

5215 N. O'Connor Blvd,, Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)




Tony Cervi

From: Terry Read

Sent: Friday, April 07, 2006 10:34 AM

To: Tony Cervi

Subject: Delivery Status Notification (Relay)

Attachments: ATT3400310.txt; Caudill West 8 Fee # 2 - Operating Agreement

ATT3400310.txt  Caudill West 8 Fee

(454 B)

# 2 - Opera...

This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

farrar@wadipetroleum.com



Tony Cervi

From: Terry Read

Sent: Friday, April 07, 2006 10:34 AM

To: Tony Cervi

Subject: Delivery Status Notification (Relay)

Attachments: ATT3400300.txt; Caudill West 8 Fee # 2 - Operating Agreement

ATT3400300.txt Caudill West 8 Fee

(450 B)

# 2 - Opera...

This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

Chuck.Lundeen@dvn.com
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Tony Cervi

From: Terry Read

Sent: Friday, April 07, 2006 10:34 AM

To: Tony Cervi ‘

Subject: Delivery Status Notification (Relay)

Attachments: ATT3400290.txt; Caudill West 8 Fee # 2 - Operating Agreement

ATT3400290.txt Caudill West 8 Fee

(455 B)

# 2 - Opera...

This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

ltownsend@chkenergy.com



Tony Cervi

From: Postmaster [postmaster@worldnet.att.net]
Sent: Friday, April 07, 2006 10:34 AM

To: Tony Cervi

Subject: Delivery Notification

Attachments: ATT3400284.txt; ATT3400285.ixt

| i

=

I

ATT3400284.txt  ATT3400285.txt (1
(379 B) KB)
Your message was successfully delivered to:

vfmid@att.net



Tony Cervi

From:
Sent:
To:
Subject:

Attachments:

Terry Read

Friday, April 07, 2006 10:35 AM
Tony Cervi

Delivery Status Notification (Relay)

ATT3400273.txt; Caudill West 8 Fee # 2 - Operating Agreement

ATT3400273.txt Caudill West 8 Fee

(457 B)

# 2 - Opera...

This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

Fred.Schantz@unitcorp.com



ARTICLE XV
OTHER PROVISIONS
A. With respect to a well drilled or deepened pursuant to Article VI.B.2. for which the Consenting Parties have not ... @Ieted: consenling Partics
been fully reimbursed for the amounts provided in Article VI.B. (“Non-Consent Well™), the right to propose and
to participate in further operations under Article VI.B. for such NonyConsent Well shall be limited as follows: .- Deleted: consent

1. Only a party which participated in the Non-Consent_Well shall have the right to propose a reworking,
plugging back or completion operation for such Non-Consent Well, and only those 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 propese 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

H. hereof. However, those parties which did not participate in the Non-Consent Well shali reimburse --»-@Ieted: G

the Consenting Parties the unrecouped portion of the amount allowed by Article VIB. to be recouped i { Deleted:

with respect to such Non-Consent Wetl. e

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

apply separately to each separate completion or recompletion attempt undertaken hereunder, and an election to
become a Non-Consenting Party as to one completion or recompletion attempt shall not prevent a party from
becoming a Consenting Party in subsequent completion or recompletion attempts regardless_of whether the
Consenting Parties, as to earlier completions or recompletions, have recouped their costs pursuant to Article
VI.B.2., provided further, that any recoupment of costs by a Consenting Party shall be made solely from the
production attributable to the zone in which the completion attempt is made. Election by a previous Non-
Consenting Party to participate in a subsequent completion or recompletion attempt shall require such party to
pay its proportionate share of the costs of salvable materials and equipment installed in the well pursuant to the
previous completion or recompletion attempt, insofar and only insofar as such materials and equipment benefit
the zone in which such party participates in a completion attempt. Notwithstanding the foregoing, to be entitled
to the benefits of this Article a party must have participated in all operations prior to the initial completion
attempt.

C. Priority of Proposals: ....{ Deleted: Priortiy

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

1. Prior to Reaching the Objective Depth

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

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

2. After the Objective Depth Has Been Reached

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

b, An election to attempt to complete the well at either the Objective Depth_or objective { Deleted: objective J
formation. _ ) } "“LD‘eleted: depth J

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

Dbjective Depth or objective formation, such election shall not be given the priority hereinabove set forth, '-{Deleted: objective

‘&eleted: depth

D. Ifany 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 interest” as defined in Article IILD., 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 ... -»-~-&eleted: buy

title, express or implied, except against those parties claiming by, through and under but not otherwise, and
assignee shall have the right of subrogation as to any warranties to which it may be entitled.



i

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

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

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 determination by debtor or any

trustee for debtor within thirty (30) days from the date an order for relief is entered under the Bankruptcy Code

as to the rejection or assumption of this Operating Agreement. In the event of an assumption, Operator or said
other party shall be entitled to adequate assurances as to future performance of debtor’s obligation hereunder and
the protection of the interest of all other parties.

If any party receiving a notice proposing to drill a well as provided in Article VI.B.1. elects not to participate in
the proposed operation, then in order to be entitled to the benefits of this Article, the party or parties giving the

notice and other partiesyvho elect to participate in the operation shall within ninety (90) days after the expiration .~

of the thirty (30) day notice period, {or as promptly as possible afler the expiration of the forty-eight (48) hour .-

notice period when a drilling rig is on location, as the case may be) actually commence the proposed drilling
operation and complete it with due diligence. Operator shall perform all work for the account of the Consentin
Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-

Operator to perform such work. Consenting Partics, when conducting operations on theContract,Area pursuant
to this Article, shall comply with all the terms and conditions of this Agreement.

If less than all parties approve, any proposed drilling operation, the proposing party, immediately after
the expiration of the applicable notice period, shall advise the Consenting Parties of the total interest of the ™
parties approving such operation and its recommendation as to whether the Consenting Parties should proceed

code

form

as shall

H

: consenting parties

: non-conscnling party

: consenting partics

: consenting partics

: consenting partics

: Consenting parlics

2 conduction

: contracl

: arca

with the operation as proposed. EachConsenting Party, within forty-eight (48) hours after receipt of such notice,
shall advise the proposing party of its desire to (a) limit participation to such party’s interest as shown of Exhibit
“A”: or (b) carry its proportionate part of nonConsenting Parties’ interest, and failure to advise the proposing

party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for such *
a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays).
The proposing party, as its election, may withdraw such proposal if there is insufficient participation and shall
promptly notify all parties of such decision.

Parties shall keep the leasehold estates involved in such operations free and clear of all liens and encumbrances’

of every kind created by or arising from the operations of theLConsenting Parties. If such an operation results in .-

a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their sole
cost, risk and expense. If any well drilled under the provisions of this Article results in a producer of oil and{or _

s d

3 consenting partics

: consenting partics

: consenting party

[ Deleted:
{ Deleted:

consenting parlics

conduction

"{ Deleted:

consenting partics

{ Deleted:

Conscnting parties

( Deleted:

gas in paying quantities, the arti i i
,,.--{T)eleted:

Upon commencement, of operations for the drilling of any well by theConsenting Parties in accordance .-

consenting partics

..-ﬁ)eleted:

consenting parties

: conscnting partics

consenting parties

,,-Geleted:

s

: conscnting partics

with the provisions of this Article, each Non-Consenting Party shall be deemed to have farmed out toConsenting
Parties, in proportion toConsenting Parties’ respective interest, all of theNon-Consenting Party’s right, title and
interest in and to the wellbore and share of production therefrom, but shall reserve and retain an overriding
royalty interest in all oil, gas and other mineral produced, saved and sold from the well equal to the difference
between gwenty-five percent (25.00%) and the base lease royalties and ail other burdens of record as of the date
of this Agreement. _Such overriding royalty interest shall be in addition to presently effective royalties
overriding royalties, production payments, if any, and shall be free and clear of all costs except ad valorem,
production and severance taxes assessed thereon. Said overriding royalty interest shall be proportionately

reduced and shall be payable in the proportion that the Non-Consenting Pa;
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{ Deleted:

non-conscnting party

consenting partics

conscnting partics

non-conscnting party
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{ Deleted:

agrecment

non-consenting party




: consenting partics

f cach Non:
Consenting Party’s right, title and mterast inand to the wellbore and share of production therefrom, from the k
surface of the ground down to one hundred (100) feet below the stratigraphic equivalent of the total depth drilled *
in the well. Each No
themselves its overriding

: non-conscnting party

{ Deleted: conscnting parties

: conscnting partics

{ Deleted: non-consenting party's right,
title and interest in

This Paragraph H. applies only to drilling wells and not to subsequent operations such as a rework,
deepen, recomplete, or sidetrack operation of an existing well.

[ Deleted: non-consenting party

;LLJJJJJJ

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

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 statg,_and to all other applicable .- { Deleted: ;
Federal, state and local laws, ordinances, rules, regulations and orders.

~( Deleted: .
{ Deleted: And
{ Deleted: .
"{ Deleted: shall

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.

Ul U
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Tony Cervi

From: Judy Farrar [farrar@wadipetroleum.com]

Sent:  Friday, April 07, 2006 10:49 AM

To: Tony Cervi

Subject: Re: Caudill West 8 Fee # 2 - Operating Agreement

Tony, | was in the process of faxing you our revised pages to the JOA when | received your email. Some of our
revisions may be what you have sent to Wadi. Once you get our revisions and have reviewed them give me a
call. There are some provisions that Wadi has a real problem with. Thanks.

----- Original Message ——--

From: Tony Cervi

Sent: Friday, April 07, 2006 10:34 AM

Subject: Caudill West 8 Fee # 2 - Operating Agreement

Ladies and Gentlemen:

| have attached a revised Article XV to the subject Operating Agreement. As we have discussed, this JOA is
attached to an Exploration Agreement to which Cimarex is a party. Unfortunately, | did not realize until after |
sent out the JOA that there were many typographical, grammatical, and spelling errors contained in the original
Article XV. Therefore, | have corrected these errors and attached a FINAL version. | have also attached a file
highlighting the changes that were made.

Please let me know if you have any questions. | am sorry for the inconvenience.
Best regards,
Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/10/2006
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M WADI PETROLEUM, INC
%V*I 4355 Sylvanficld Drive, Suite 200

. '** Houston, Texas 77014
28)-583-2888 Fax 281.583-0504

VIA FACSIALE
Mr. Anthony Cervi

Cimarex Energy Co.
5215 N, O'Connor Bivd., Suite 1500

Irving, Texas 75038
- RE:  Caudill West 8 Fea #2
T15S R3BE
Section 8: N/2

Lea County, New Mexico
Dear Mr. Cervi: -

Wadi Petroleum, Inc. received the revised Joint Operating Agreement dated April 3,
2008 (JOA) on the referenced well. Upon review of the JOA Wadi requests the folicwing
revisions:
1) Article Il. Page 1. Line 58. This exhibit should not be lined out.
2) Article Il.A. Page 2. Lines 4-8, Delete, there is no Exhibit B.
'3) Articie V1.C. Page 7. Line 87. Add after "Each party shall “have the right o'
4) Aicle VI E.2. Page 8. Line 44, Add at the end of first sentence “who participates in
the cost of dnlling the well . ‘
5) Article V1. Page 8. Line 5§7. Delete, this is a dupticate line.
6) Article VI. Page 8. Lines 84 thru 67. Wadi will not agree to this paragrapgh 25
waorded, '
7) Adicle XV. Item H. Page 2, 4™ & 5™ paragraphs. Will not agree to rewarding ron-
consent partners with an ORRI. :
8) Article XV1. Page 15. Line 11. Need name.
8) Exhibit A. Interest of parties.
The Unleased Mineral Interest reeds to be addressed within the JOA. Vo is
going to pay for the Unleased Mineral Interests share of the costs of the weii? |z
it going to be proportionately distributed among the working interest cwne’s,
etc.? '
10) Exhibit B. A page needs to be inserted that states there is no Exhibit B fo this
' Contract. . '
11) Exhibit C. COPAS. Article 1I.A.3. Page 5. Line 31 thru Line 37 delele. Add to firx
sentence “by the percent of increase or decrease as published by COPAG”
12) Exhibit C. Page 6. Line 1. A number needs to be added here. ‘
13) Exhibit E. Page 1. Line 62. 1.16 needs to be checked and add Octobes, Moverber,
December. Line 63 needs the addition of Jan, Feb, Mar.
14) Exhibit E. Page 1. Line 67. Alternate 1 Mcfs should be checked.
15) Exhibit E. Page 2. Line 45. 4.2 should be checked and add to line 48 six {3).
16) Exhibit E. Page 3. Line 25. Delete check at 7.3 and add check to fine 28~ 7.3,
- 17) Exhibit E. Page 4. Line 17. 7.9. Delete check.

AWAD, SERVERNudY fmrtCrucl) N s hetVpr 700 LT to Cmarex m ravidona (o 10A dae
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il

18) Exhibit E. Page 4. Line 35. Replace 30 with five (5).
Page 2
Letter dated April 7, 2006

18) Exhibit E. Page 4. Line 35. Replace 30 with five (5).

18) Exhibit E. Page 4. Line 36. Replace 7 with twenty-four (24).

20) Exhibit E. Page 5. Line 39. Check 13.2,

21) Exhibit E. Page 5. Lines 43 & 45. Add “thirty (30)".

22) Exhibit E. Page 5a. Item 14.1. Delete this item.

23) Exhibit E. Page 5a. item 14.2. Revise last line to read *Costs incurred by the
independent engineer shall be borne by “only the imbalanced parfies’.

24) Exhibit F. Item 6. Delete. The JOA should not be cancelled because of Queratar's
non-compliance.

In order to lessen any confusion that you may have in regards to my comments abaove, |

have attached revised pages where appropriate with the corresponding number par
revision or comment.

Should Cimarex be agreeable to the revisions suggested by Wadi, we ask tiat you initiz!
each revision as it appears on the attached pages along with a copy of this leiter i the
space provided below and return by fax the initialed pages and an executed copy o this
page. .

Upon agreement of a mutually acceptable Joint Operating Agreement Wadi will provide
our election to the well proposal,

Thank you and should you like to discuss our revisions or comments, please give M2 a
call.

Yours truly,
f, _
y Faryar
nd Mahager
Attachment

Cimarex Energy Co. agrees with the above revisions to the Joint Operating Agresment
dated April 3, 2006.

Cimarex Energy Co.

By:

Its:

Date:

WADI_STRVERWSY SvTRIACaudil N MmapactiAor 7196 Lir to Cmones i mvikaniie JOA dos
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A.A.P.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, catered into by and between ___Cimarex Bnergy Co.

heremnatier desiy )
refered to as “Oporator™, ond (he signatory party or parics other than Operator, sometimes horcinafter refertod fo individually he-ein
as “Non-Operator™, and collectively as “Non-Opstntots™.

WITNESSETH:

WHEREAS, the partics 10 this agreement arc owners of ofl and gas teases and/or oil and gas interests in the tand identificd in
Bxhibit “A", and the partics hercto Tiave reached an agreement to cxplore and devolop these Joases and/or oil and gas inicrasis foi e
production of oil and pas w the extent and as hersinofler provided, :

NOW, THEREFQORE, it is agreed as follows:

ARTICLEL
DEFINITIONS

As used in this agreement, the following words and terms shall have the mennings here nseribod to them;

A. The temn “oil and gas” shall mean oil, gos, casinghead gas, gas condensate, and alt other liquid or gascous hysrocari ons
and other markctable sut produccd t ith, unlcss an iment to limit the inclusivencas of this term s specificarly steicd.

B. Tic ijcrms “oil and gas leasc”, “lcasc” and “easchold™ shall mean fhe oil and gps loascs epvering tract of land
lying within the Contract Area wiiich nre owned by the partics to this agreement,

C. The tesm “oil and pag interess” shall mean unleased fee and mineral interesss in tracts of land Iyiog within the
Contract Area which are awncd by parties to this agreement.

D, “The term “Contrace Arcs” shall memn aft of the Jands, ol and gas lcaschold interests and oll and gos inkeresis inleaded to be
developed end oporated for oil and gas purposes wnder his gy Such lands, oil and gav Jcaachold interests erd oil and ok biziests
arc degetibed in Exhibit A"

E. The term “drilling unit® shall mean the area fixed for (he drilling of ome well by order or ru'n of any sini ¢
fedornl body having sutherity. If a drilling unit is not fixed by any such rule o order, a drilling unit ahall be the drilling onit =3 coabis!-
d by the patter of drilling in the Contmet Asea or 33 fixcd by express agrecment of the Drilling Partics,

F. The tarm “drillsitc” shall mean the off and gas keese ov inerest on which & proposcd well i to bo bocated.

G. The teems "Drilling Party™ and “Consenting Party” shall mean- a party who agnees 10 join in and pay its share af e oo =
any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilfing Party” and *Non-Comscnting Party™ shall mean 2 paty wha clees noL o naricipeie
in a proposcd gperation,

Unless the context otherwise clearfly indicates, words used in the singular include the plural, the plural inwinics 1o
singular, and the neuter gender includes the maseuline and the feminine.

ARTICLE 1%
EXHIBITS

The fo ing exhi as indicatcd below and aktached horeta, arc incorparatcd in and made a part horcof,
B A Bxhibit “A", shall include the following information:
(1) Idcntification of Jands subyjest to this agreement,
(2) Restrictions, i any, as to depths, formations, or substanccs,
(3) Percentapes or fractional interests of parties to this agrecuent,
(4) Oil and gas leases and/or oil and gas imterests subject to this agrecment,
(5) Addresses of parties for noties purposcs.
FA—B-Bxhibit“B~FormofLense:
B C. Bxhibit “C", Accounting Procedure.
B D. Exhibit “D", Insuvance.
E. Exhibit “E*, Gus Balancing Agrecment.
E, Exbibit “#", Non-Discrimination and Certification of Non-Scgregatod Focililics.
B G-EnHbIt G Tax-Pactnership, ' ) :
If any provision of any cxhibit, except Bxhibits "E® end “G¥, is incemsistent with nny provision coniained in ihs iy
of thts agreerent, the provisions in the body of this agreement shall prevail.
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A.AP.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

1 ARTICLE 0.

2 INTERESTS QF PARTIES

3

4 A Oltmmd-Gntineeresin '

s N

6 ¥ a0y~ party-owns-im-oib-and-gra-interest—in-the-Gontrast—Aroa—thrt-interest-shaii-hereatod—formeHpramoses sftitis: € nat
7 sod during the term beveof as if {t wara Mmmﬁ-ﬁﬁzmwm
8 i ey intorest of-the irsurtherenndes, :
9 . o

10 B.  Interests of Partios in Costs and Prodactian:

1

12 Unlcss chonged by other provislons, all costs and liabilities incurfed in operations under this agreement siwali be buras o
13 pald. and afl cquip and fal ired i on the Contract Avea shall be cwmed, by the partica as fiwsiy inlorests aze 500

i iBit “A™. } i ; st ta s
14 forth in Exhibi . In the sanic m:“n!a'! tho E\oﬂh{ ‘fnl;n‘l‘;also m “i'.xﬁ.’ﬂ"“i‘-‘é"‘ ‘?1’ oil nng 228 ﬁé:rtr’\ the Congé\u‘i ;\.&: 6ub_;r't W
15 payment sfsesahliento-thocusni-of \ i uifter set foniy,

1?7 Regardicss of which party has contritaded tho lease(s) andfor oil and gas inforesi(s) hiereto on which soyalty is due uned
18 payable, each party entitled 1o reocive a share of production of oil and gas from the Contrsct Arca shall bear ead sholl pay or doliva, or
19 eausc to be pald or delivered, 1o the axznt of its Interest jn sueh production, the royalty stipulated hercinabove and shall held e
20 other partics frec om any Hability 1berefor. No party shall ever e responsible, however, on u price basis higher than the piier rcceiiad
21 by such party, to any ofer party's josior ot foyalty owner, and 1f any such other party's lessar or rayalty ovoer should detrsnd on

22 rtoceive scitlemnent on a higher price basis, the party contributing tho affocted loase shall bear ihe additionsl royalty burdon atirlnchic .
23 nuch higher price. .

2

25 Nothing conteined in this Artcle IILB. shall bo decmed en ossignment of cross-aasig tof f d hesziy,

26 .

27 C.  Excess Royattics, Overriding Royalties aud Other Payarents:

28 : :

29 Unless changed by other provisions, if the interest of any patly in any lease covered heruby s subjsct to any toyuhy,

30 overriding royslty, production paynent or.uther bunden oa production in cxeess of the amount atipulated in Article HLR., much party s
31 burdened shall assume and akone bear off such excess obligations and shall indemnify and hold the other partics hiereto farmiesy e sy

32 and all clairms and & da for payment d by owners of such éxceas hurden,
3

34 D, Bubsequently Created I tat

5

36 If any party should horeafter creats e avamiding royalty, production paymens or ofher burdon payable out o pooduc.iv:

37 oftributable to its working interest heycomder, or if such a burden cxisted priot ta this agresmont and s not seb forth in Bahibis “A7, oo

i it i ] i 3en, or joRly acknumidysd s

333 iﬁ‘u%‘édéﬁ‘%ﬁaﬁ‘rﬂ%?ﬂfﬁgmfﬁ“ﬁ&q e e Pt enled e W Sl e
C

A ey ohligation of all partics / (any such infosbst boing herelnafier refireed 3o 48 “subsequently croatud st sespeadve of tr

0 timing of its cocation ond the party out of whose working intcrost the subsequently escated intorest is derived befig hortinafin: yelerred
:; 10 as “burdened party™), and:
:i 1. ftah d party Is required pndet this ap fo assign or relinquish W any ather party, or pattiss, all or a pectin:

of its working interest and/or the production xitributable Werclo, said other party, or partics, shall recelve said nssigrarncnt anilioy

4 production free and cloar of Baid subsoquently created interest and e burdencd party shall indcomify and save said moe purty
46 of partics, hannless from any and oll claims and demands for payment aseerted by owners of the subsequently comated Eatoees
4 and,
48
49 2, I e dusdened party fils ta pay, whon dur, ita ahave of sxp hargeable herounder, ol provisions of Ariele VILE, st to
® cnforcoable against the subsequently created interest m tho same manner a4 they arc enforeesble against te workdag inwsest of
:; the burdened party. '

53 ARTICLEW. - .

5 TITLES

55

56

57 A, Title Exnminatlon:

zg Title oxamination shall be made cg"&te"ft«ﬁﬁ?e- -any d-wel-prior-4o- E-dritli T T
go 'e-Dritiing-Porties-eo-requastriio.oxemination-shotl-be-made-on-thod Vor-oi-tnd-gos-i inoludedamplunnad-tc -beinelur -

6 edr-in-the-drillinguunit-aroundesnch-wetl. The opinion will Include the gwnership of the working intercst, minerals, royalty, ovenising
soyalty and prod under the applicable leasea. At the time a well §a proposed, each parly contributing feanes gaudne oil
6 gas interests to the drillsite, o 1o be instudad i such drilling unie, ehall furnish to Opmtmf Al abstracts (inchudiny: fadumi leos:
rcports), e opinions, titls papers and $i i in ifs p jon free of charge, All such informaticn not 1n <he pows
mads availibie to Dperatoy by the: panties, but y for the ination of the tle, shal) be obiained by Lpemtar. &y
cauge title to be mxamined by atlameys on its staff or by outside atlomcys. Copios of all Utle opinions shall be furnished in
foreto, The oost incurmed by Operstor in s fifle program shall b bome as follows:

T Gl

el Py

0 Qgtigg No, 1 Casts o d by Op in proaming ob and title oot (iaeludi

¢ g, prelaminery, s
shut-in gas royalty opinions and division opder utle opinjons) chall bo a part of (he ndntinistrative overhead as provided in b
snd shall not be a direct charge, witether performed by Operator’s staff attemeys or by atlsids ritomeys.

-2-
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AAPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V1
continued

If and whea the Consenting Parties recover from a Nan-C Party's relinguishod nterest tha amounts pravided fur v
the refinguished inlarosts of such Non-Censenting Parly shall automatically revert fo it, and, from and afler such ruversion, wice Kar -
Consenting Party shall own the samc iaterest in such well, the material and squipment fn o perfaining Mieratn, snd the 1w i)
therefiam as ach Non-C ing, Party would have beon autitled (o had it pasticipated in the drilling, reworking, decpening o ohigyin:
back of said well, Thereafter, such Noo-C ing Farty shall be charped with and shall pay its proportionate past of tht fmther cost o
the aperation of said well in accordance with tre teron of this ag; and the Accoumting Procedurs atimchicd hewto,

Notwithstanding the pravisions of this Article YLB.2,, 1t Is agreed that without the mutual consant of nll pariies, 50 v
be campleted in or produccd from A source of supply fror which 8 well located slscwhere an the Contract Arca ix produsing, ual
well conforms 10 the then-existing well spacing pattem for such soures of supply.

The provisions of this Articic shall have no application whatsoever to the drilling of the initial well deseribed in Arlicie Vi,
cxeept {a) as (o Article VILD.1. (Option No. 2), if selected, or (b) as to tho rewarking, deepening ond plugging Back of such seftiut il
after if has heen drilled $o tho depth specified in Acticle VLA, if il shall theraufier prove to be a dry hale of, if initisdly compleind Tor gro~
duction, ceascs 10 predust In paying quantities. '

3. Stopd-By Time: ‘When a well which has been drilied or deeponed has yeached its authorined depth and all tesls Jwve pean
corrpleted, and the results thereof fumished to the pastics, stand-by costs incurred pending response o A party’s notico prapesing o
reworking, decpening. plugging back or completing operntion i such a woll shall be charged and boms as part of the driliing or ket rens
ing gporation just compleled. Standby costs subacquent to all parties ding, or expiration of the tme pamiited, Wi
first ocours, and prior to am as lo the pagticipating interests of all Conseating Partics pursuznt o the teimy of the
matieal paragraph of Article VL.B.2,, shiall be charged ta and bome as part of the proposed operation, but if Lhe progesal i

X

Pardus in 0w oac
cach Conycnting Party’s intcrest an shown an Exhibit “A” boars to the total Intorest as shawn on Bxhibit “A” of ali Covers

ag Pui-

4. Sidetracking: Bxecpt as horoinafier provided, thoso provisions of this agreement applizable to 8 “decpening” operation 3.6l
nlso be applicable to any proposal 1o discetionaliy control end intenticnally drviate 2 well from vertical so as 1 shange the Sauom
Tocation (herein call “idewacking™), waless done w stighten fho hole or o 4l around junk in fhe hole or becaws: ol other
mechanical difficoltics. Any party having the right to prrticipate in & proposed sidetracking opeation (hat doca ol owr an intrisat o1 e
affected well bore at the time of the notice shall, upon elesting to participate, tepder o the woll bore owners its proportionale o
1o fts interest in the sideracking operation) of the value of that portion of the axisting well bore to be ulilized as follows:

ke

{£54 :_’:»iﬁlxl

(3 I the proposal is for id king an exisling dry hole. reimb shall b an the bagiz of he scma) sosia e sl M
the fnitial drilling of e well down to the depth & which the sidatracking opcration is initiated,

() I the propasal is for sidetracking 3 well which heg previowly produced, reinth shall be on the baslc of ths well's

salvabic materials and equipment down o the depth at which the sidetrecking oporation {5 initiated, detarmined in accordnnes with the
provisions of Exiribit “C", lcss the cstimated cost of salvaging and the eatimatod cost of plugring and sbendoning.

In the cvent that notice for a sidetracking eperation i3 given while the drilling rig 0 be utllized i on lagatien, (he siuyane po.od
shall b limited 1o fortycight (48) hourk, exclusive of Saturday, Sundsy and logal holidays; pravided, however, any pany mey rcwsst ard
eccive up to cight (B) additionat days after expiration of the forty-cight (43) hiours within which to respond by paying for all slind-by L'
incurred during such cxtended response period. If mate tian onc party clects to take such additionn time to respand (g tiw robs, stind
by costs shall he allocatcd between the partes taking additionatl time W respond on a day-ta-day basis in the proportion cach sfentiig jaz-
ty"s intercst as shown on Exhibit “A™ benss to the total intoress as shown on Bxhibit “A” of all the clectiug pardies. I (i ailvr ine
stances the reaponse period ta a proposal for sidetracking shall be limited 1o thirty (30) days.

C. TAKING PRODUCTION IN KIND:
have the right to
Each party 5l\all'£kc,in kind or separately disposc of jts propostionate share of all il and gas produced from the Coalouei Aira,
exchusive of production which may be used in development and producing cperations and it prepacing and (reating o i gro for
marketing purposes and production unavoidnbly lost, Any cxtra expenditore incurred In the taking in kind or sopisats dicgpaidon fy
party of il2 propottionatc share of the production chall be bame by sush party. Any party taking its share of produstion in ki slall

_7-
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VI
continued

fred-t fov-only-i i hero-ofsuch-park-efQy ta strfaec-faoilities-which-it-usee:
ta-pRy- y-Haprop : sueh-pa P a5t :

Bach party shell cxccule such division orders and cantracts as mey be nccessary for the sake of ils Inleress it prochitidsi Liwa
the Contract Area, and, cxcopt &8 provided in Article VILB., shaf! be entitled to receive payment directly from the punchasn wu L
its share of afl production.

* mmwunmmmgemmmmmmmmwwmmm t

Hh 3. ke 1 Fal L A . igin "y 2
the-ail-p fram-t Enet-Ar0a-Op shall the-right; ..-‘-:.“‘ o1 Al-With-Dy-the-pat -0y
i 4 e e g 1 1y, Sirna A ko TV
the-obligatieRrte-g h-oit-er-gei-it-ta-pthera-mt-any time-ta-tirte—fol-th -Uhe-fon-taling
Aot Loan ap cale oy " i
bm—pmo-obmm.... the-aroa-{lor-such A h le-by-On shat-bo-snbsjact-al
£ ll v H M L FH D "
s 10 '—any—muo—m—m#—m-ume—m feind: P sy Fomits-Hlyar
Y 4 N L 2 ) S b alailak. - {e
v ta-a-p ARYy-p ;ah—by—Opsnﬁm—sf-nm—oﬂv:. Y af-oi-shall-be-nntv-for-su
Y it hoth Ini 4 eh d .| i Bubt-fi 4
time-e9-¢ i needa~of-the-industr P sventS
ofanafh)year:

In the cvent one Or MOMS particn’ separate disposition of ils share of the gas causes split-stream deliveries to scparale pipeiings andar
daliveries which on a day-to-doy basis for eny reason are not exactly cqual to o party's Fespective proportionate share of tofal gos sl to
e allocatod to it, the balancing or acce rmng the i of the partics ;lelmn in accordmmee with any gor Lolisning
agresment between the paities hereto, reemem is attached as Exhibit “E", / orda-trseparsia-aproement.

D.  Azcess to Contract Area sad Information:

Each party shall have access fo the Contract Area a1 all soasorable Limes, at its sole oost and risk to inspect or abservs ups
and shall have access at ble ttmes 1o i ion perlaining to the dovelopment or oporntion thereof, including Opeentsr
and records Tolating thereto, Operasos, upon request, shall furnish cach of the other parties with copius of all forms or reperts fiied viith
governmental agencics, daily deliling reports, well loga, tank tables, daily gauge and run tickets and reports of stack on hand ut fls; Ttt of
cach month, and shall make available sampics of any cores or cuttings tken from any well dritled on tie Contruat Asza. Thn cost of
gathering and fumishing information to Non-Operator, ofhier than that spesificd sbove, shall be charged to the Man-Oparsie:
gucsts the Information. )

bocks

T i

" E.  Abandonment of Wells:

‘9¥§5‘1‘ﬂ?§“‘ of Pry Holex: Except for any well drilled for Jec.puned pursuant o Actlele VIR, ary wali viso i
drilled f ar :mcmd wnder the teems of this agy a is d to be completcd as e dry hole shall not e pluggad 200

without the consent of all partics, Shauld Operator, aflcr diligent effort, be nnahle (0 contact any party, of should any pary -
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) sficr reccipt of notics of {he propesal bo plry ¢ 27 s mien
such well, such prsty shall be d d to have d to the proposed aband Al such wells ihelt be plugged and UGN

prup

Wy

with applicable regul and at the cost, risk and expense of the parties who pilnlc)putcd in the cost of drilling
such woll. Any party who objects to plugging and abandoning such well shall have the right to take over the wel! and coadnct .‘r'
operations in scarch of oil and/ar gas subject to the provisions of Asticle VLB.

WHO PARTICTIRATED IN GRE C

2. Abandonment, of Welks thot bave Produced; Exceps for any well in #¥hich a Now-Cansent operation hew hees &
hereunder for which the Conserting Partics fiave wot been fufly reimbursed as Plrein provided, any well which has beart con E
produccr shall not be plugged and sbandoned without the consent of all pastics” If all partics consent to such abandonment. iz wali shalf
be plugsed and sbandoned dit acsordancc with applicabie regulations and et the cost, risk and cxpense of all the partins heeen £ AE vithin
thitty (30) days after receipt of notice of the prayosed abandonment. of any well, all paftics do nct agiee (0 thie abandonmeré af' such wolh,
those wishing to contimue its opcration from the inteeval(s) of the formatian(s) ten open 1o productlon shall tender to cac ol the etier
partics its propostionate share of the valuc of e well's salvable materisl and- equipment, dotcrmined in accondance with the
Bxhibit “C", less the astimated oosk of salvaging and the estimated cost of pluggsing and abandoning, Each abandoming per; stk oo ign
the non-abondoning pactics, without winanty, cxpress o implied, as to title or as to quantity, of fitngss for wse of dhe o
material, all of it interest i the wel! and related cquipmont, fapethies with fis jntcrest in the leaschold cataic as o, but oy «
terval or intervals of the formation or formatians then open ta produciion. I€ the intercst of the abandoning pacty 2 or include
ges intorest, sueh parly shall excoute and deliver 1o the non-abandoning party or partics an uit znd o5 icase, limixd w i wai it
tervals of the formation of fotmations then open fo production, for & term of one (1) yoar and 3o lang thersofier ag oif Andin vt + pra-
duced from the interval ac¢ ineevals of the formation or formations covored fhereby, such Igasc to be on the form attochd ax Dridilt

nrt cﬁ‘ennsn”pn shall fai du?m ' :
=2 A ’:'é?:ﬁ%*' ew“ s et R
8 writte "’mtﬁ:ﬂ’am sa.tsl h(

guub Eg: ronhe e, Minon, STty 3
G sﬁn o n\‘l nnd A 8 n!:-'s'u:tt r%‘gn‘?ti?: N ods o hc S AP COURS o g
mdnstry n et the particular g.rmmmncu. nfin uo cvent lof' & peg&d n cxeeas of one {1 u‘ar-

s ishy. of

51 OF DRILLING
seed THE WELL .



APR-7-20BE  1@:41 FROM:VHQDI PETROLEUM 281 563 2584 TO:19724@13116

T

parties hereto harmicss from and ageivst any and all claims or causcs of action by aoy person whomsoever #ic
for any expenses and losses sustsined as a resalt of the failure of such party to comply with these provisions.

The lien and security mterest granted by each Non-Operator to Operator and by Opzrator to the Non-Cp
under Article VILB. shall extend ot only 63 such pacty’s oil and gas rights in the Contrast Azea {whic
greater certainty shall inchude all of each pany’s leasehold intarest and leasebold estate in s Conitie
the oil and/or ges when extracted and equipment (as mentioned in said Asticie) but also to all s
contract rights, inventory and gonoral intangibles constituting & part of, wlating os arlsing out of said o
gas rights, extracted oil and gas and said eqmpmnnt ar which are otherwise owned or held by any sw
the Contract Area. Further, the lien and security intercst of each of said pactics shall cxiend w alf pr
products of all of the property and eollateral described in this paragraph avd in Asticle VILB. 58 beisi
1o said Lien and scourity interest. Any party, to the cxtont it deems necessary to pcrl'cct the lem and
interest provided herein, may file this Operating Agreement as 8 len or mortgage iu the applicable reol ws
records and 83 a finenciog statement with the property officer under the Uniform Commerciat code,

T§, following the granting of relief under the Banluptey Code 10 any party hoivto as delbtor thetennler, s
Agreemant should be held to be an oxcoutory contract within the mcaning of 11 U.S.C. 265, thea wa
Operator, or (if the Opcrator is the debtor in bankrupicy) any other party, shelt be eptitled to detornyiaatiui b
deobtor or any trustee for debtor within thirty (30) days form the date an ordar for relicf s eatered nader he
Bankrupiwy Code as to the rejoction or assumption of this Operating Agreement. In the even of on
assumption, Operator or said other party shall be entitled to adequate assurances as fo fuwre pecformanss of
debtor's obligation hercunder and the protection of the interest of all other parties.

If any party receiving B notice proposing to drill a well as pmvxded i Articlc VLE.]. eleets not to ;ma cip ate
in tho proposed operation, then in order tn be entitied to the benefits of this Article, the party or pasties giving
tho notiee and other parties as shall elect to participate in the operation shall within ninety (50} days afier M
cxpiration of the thirly (30) days (or a3 promptly as possible after the expiration of the forty-i -edght, (483 b
period when a drilling rig is om location, a3 the cass may be) actually commeace the propased detling
opcratwn and compleln it with due diligence. Opcmtor -ghall perﬁonn all work for dw accowsy of the
conscoting parncs, pravided, however, if no drillig dp or other equipmeit is ot locatxou, and. if Oy -
nonconsenting party, the consenting parties shall eitber: (1) roquest Operatos to perfoamn the work sec
such. propascd operation for the account of the consenting parties, or (2) designeie one of e
partics as Operator (o perform such work, Consenting partics, when conduccic.n cpaaticrs on e
area putsuant w this Article, shall comply with all the termns and conditions of this Agreement.

If loss than all partics approved any pmpoaed drilling, operation, the pmuosmg POy, inuw
after the expiration of the applicable notice perjod, shall advise the congeoting parties of the towl 4o
the parties spproving such operation and ils resommendation as o whether e consenting pm i
proceed with the opemtion as proposed. Each conscnﬂng party, withit forty-efsht {(48) honrs pfler we.ip: ol
such notice, shall advise the pmposmg party of its desire to {a) Lmit participation: to such peety's ininecs i3
shown of F.x.luhlt “A: or (b) carry it3 proportionate part of pon-consenting perties’ interest, and fillore. o
advise the proposing party shall be deemed an election under (3). In the ovent a driiling rig is on ]0. ation, the
tim¢ permitted for such a response shall not exceed a total of forty-cight (“3) hams (inchisive of Sntwria)
Sunday and legal holidays). The proposing party, as its cloction, may withdaw suchk pronosal it thom
insufficient participation and shall promptly notify all parties of such decision,

The entire cost and risk of conduction such drilling operations shall be bono by the et
parties in the proportions they have elected to bear same under the terms of the preceding sinmy
Conscnting parties shall keep the leasebold estates involved in such operations free aod clear of al fie;
encumbrences of every kind created by or arizing from the operations of the consrating partics. X such an
operation results in a dry hole, the conscnting parties shall plug and abandon the well and restore the tirfars
location at their sole cost, risk and expense. If any well drilled voder provisiuns of thiz Atticle regalrs io .
praducer of oil and or ges in paying quantitics, the ating parties shail cronplets and equip the wel: m
produce at their sole cost and expense and the wella/hell be tumed over to thc Operatm and shall bz vpereed
by it at tho cxpensc and for the account of the consenting parties.

"

,t

9 g-f-gax-wol by o Bnr-pnstioss
moxdancn wn.th the pmvxsmns of this Aruclc, cach non-conseutmg party shall bs deemed :\ﬁy ferfioad
1o consenting partics, in, proportion (o consenting parties’ respeetive interast, all of the sinsen!
right, title and intercst in and to the wellbors and share ofpmdunﬂon fhcmframf‘cw Shall reseirvo
overriding royalty interest in all oil, gas and other mineral produeed, T and sold fora the woll o p"n
difference between tweaty fve (25.00%) percent and the hm‘!ﬁéﬁ;gm ) 22t other buvdens nf Y
of the date of this agreoment. Such overridi ty interest shell be in udd ton to pregotitty of
royalfics, overriding rovalties, producti ymncnts, if aty, and shal be frec and clear of ail umm
valorem, production and taxes asscssod thereon. Seid ovarridiug revaly inmices
propovtionately rg and shall be payable in the proportion thut the non-senicatitg Pasty’s & 1
% the lands contained within the spacing unit for the producing weil n=aes to the etz el

f : thl p peaploted aswsibsopable o
producuon, upnn recexpt of a wrim request ﬁom conscnung parnes, each nom-consapLt R
and deliver to the consenting parties an assignment conveying_to. tuo-eeITIlnNg parﬁes .ul of «
consenting party’s tight, title pud inferest in nop-sonoertfE party's right, tiffe and inferest in el o oshs
wellbore and share of production tb oY%, Trom the surface of the ground doewn to ons hundeed (164}
bclow 1hc strati . alent of tbn toml dcpth dnllcd in the well: Eg\r‘h fiopeconsenting party sha) 1!
0 f30 { 3 --.w Y - X% B

praphi

This paragraph H. applies only w drilling wolls and not o suhsequent operations such ae a mwor,
decpen, recomplete, or sidotrack opemtiun of an cxisting well.

2.

[.].j
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65
66
67
68
69
70

AAPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVL
MISCELLANEQUS

This agreement shail be binding upon and shall inure to the benekit of the partics hereto and to thelr respeative his, doveaes,
lepa! reproscntatives, sucomssoms and assigns. )

This instrumant may be execuied in any number of counterpans, cach of which shall he cunsidesed ) o:iging! for &1} prapr.s
TN WITNESS WHEREOF, this agrecment shal! be cffoctive as of April day of Ad_ Qyoe R
4 .
. . , who has prepared and circulated this form for excoution, repiceents and vammnts th the "urm
Was printed Srom and 7 Wi N taepren Tt "'.ﬁﬁén\“u % AAPL Fom 610-1982 Model Form Operating A eutei, 2
published in diskette form by Forms On-A-Disk, Inc. Ne-ehanges rHemtiens—armodifiaations, other dia-thoomitArtioles—— -
bass ban ‘l’f‘. "
OPERATOR
C[M.A&EX ENERGY CO,
By:. Roger Alexnnder
Itn: Attarney-inFaet
NON-CPERATORS
DEVON LOUISIANA CORPORATION
By: D.D.DeCarlo
Its: Vice President

-15-
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Exhibit “A" to that costain Opcrating Agrecment dated April 3, 2006
Pagec 2

Sandra K. Lawlis
P.O. Box 1889
Midland, TX 79702

Unit Petroleum Company
Attn: Fred Schantz

407 N. Big Spring, Suite 10}
Midland, TX 79701

Wadi Petroleum, Inc.

Attn: Judy Farrar

4355 Sylvanfield Drive, Suite 200
Houston, Texas 77014

Unleased Mineral Interest

0.050000%

6.121826%

18.365479%

T0:19724813116

gl

6.602821%  ————

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT

Lessor:

Lessee:

Lands Covcred:
Date:
Recorded:

Lessor:
Lessee:

Land Covered:
Date;
Recorded:

Lessor:

Lesseea:

Land Covered:
Date:
Recorded:;

Lessor:
Lessec;
Land Covered:

Date:
Recorded:

Lessor:
Lessee:

Land Covered:
Date:
Recorded:

Lessor:
Lessee:

Land Covered:
Date:
Recorded:

Lessor:
Lesses:

Land Covered:
Date:
Recorded:

Brandon D. Lee.

Clay Johuson.

N/2 NW/4 of Sectton 8, T155 —R36E
February 12, 2005.

Book 1364, page 495, Lea County records.

Linda K. O’Rear.

Clay Johnson. .

N/2 NW/4 of Section 8, T155 — R36E
February 7, 2005.

Book 1364, page 511, Lea County Records.

L. G. Caudill, Jr., Personal Reprosentative of the Estate of Leslic
Graydon Caudill,

Clay Johnson.

N/2 NW/4 of Scction 8, T155 - R36E

February 25, 2005.

Book 1372, page 480, Lea County Records.

Elvis Peair] Caudill and wife, Eva Pauline Cauglil!.

Clay Johnson. :

N/2 NW/4 of Section 8, T158 — R36E, containing 400 acres, maore o
less.

January 3, 2005.

Book 1355, page 340, Lea County Records.

Hershel V, Caudill, Ir.

Clay Johnson.

N/2 NW/4 of Section 8, T158 =~ R36E
February 25, 2005,

Book 1372, page 483, Lea County Records.

Ila M. Caudill Gilliam.

Clay Johnson.

N/2 NW/4 of Section 8, T158 ~ R36E
February 25, 2005.

Book 1373, page 14, Lea County Reconds.

Barbara A. Caudill Heine.

Clay Johnson.

N/2 NW/4 of Section 8, T138 — R36E
Fcbruary 25, 2005, :
Book 1373, page 36, Lea Couaty Records.

P:1B8
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G )k 1084 ONSHORE
Resommended by tha Gounclt
ol Patreloum Accountams.

G N S WA W R =

=

11

NRUREER

»
-

— _COPAST

is later, except thmt no charge shall be made during suspension of Giilking or completion cperatlons
for fificon (15} or mors conscsutive calendar days,

(2) Charges for wells undorgoing aby type of workover of recompletivn for o perlod of o (5}
conscoutive work days or mote shall be made at the doilling welf raie. Sueh chacges bt b
applied for the porind from datc woskover opcraions, with flg of wiher wnlis used in nockeves
commenes through date of iz or other uall reicase, axcept that ro chasge shall be mads dung
suspension of operations for fiftecn (15) ar more consecutive caleadar duys,

{%) Troducing Well Rates

(1} An active well either produced or injected into for ssy porilan of the month shall be conwidrice s
& one~wel charpe for the estire month,

(@) Each active piction in a pleted well In which pradustion i3 not comminglzd  dawn
hole shall be considered 28 a oucwell chargo providing each completion i convidered 8 soparsio

well by the govering rogukutory authority.

(3) An inactvo pas woll shwt in booowo of ovorproduction or faliure of purchaser e ke the
production ehall be considerct as w oneavell chamge providiog the gps well o dircatly cuunsckel 1o
a permancnt aalcy outlet.

4) A onowell charge shall be mede for the month in which plupging ond  abondonunont epernticne
are complcted on any woll, This ong-awell champe shall e madc whother or wot the well L
produced except when deilling well rote appiies.

(5) Al other inactive wolls (including bub noc limited 1o inoctive wolls oovered by unlt allownble, icoss
allawable, trank(ereed allowable, ste.} shall not quolify for an overhead chara

(3 The well rtos shall bo odjusted s of tha (isi doy of April cach year [llowing the effective datz of he

R EESR

Ep8gLEyg

42

1o which thls Accounting Procedwe is oittched”  The—ndfustment—sscli—be d—byy--tnuipiylying
the mic cumently in wse Dy (o poroontage incroasc o decrease in e w~mg_,yucldr'c’ﬁn7§; of Irade
Pelcoloun and +Gas Produstion Warkers for the kst calendor yoar_compent™io e edlendor yonr procdig, 3

) . ploum and Gn: Production Woskers i sablirhed
by the United Smns Depariment, .of-tabor, Durew of Labor iatics, or the equl Canndine: infey o§

adn, B3 applnahk-., The adjusted rotes shofl b the rowcs cureslly in s, phiz oer

oastipnited *by the percent of imcrease or decrease puhlisha
COPAS.

B.  Ovehoad - Percentaps Basis

C1—Oex hatlaharentha-Jaiaire o t-tha-folk
L La

e oo ! AB-Fatog:
tay=—Tievalopment
Bamnl( JLL.I':I-;H Gost-0f-d l’ S ti-daintR posty Chaiva oo
provided-underRarsgraph-1a-0f Seotion-H-and-all sabvagp-vrodits:
b}—Gpesating
Ravanai & BL\ l‘::- "‘"‘EW"""" '-'L"! H :- H Junl £ i "“‘lded
m—?nmynpba—ﬂ-mnd—ia-om—ﬁ—d‘—ﬂhm—mddﬂ,—ﬂm-mhm—. F-amwtu\—-—ouh»m- - fToh o
for-—500ANARY-=pOOGMOFY b—tanes—and- —whieh levind; d—ahd—piki~- 4pua-—e
inevat interestinand Join ik A
e} .Arr' ion-o-Qr d P n'__;”&__ul_'_rll_

For—tht—puspost-dh-dotan NG — GhaR0soit—0-—PorsoRloge—hasis—mder—Rs rapaph—HB—of—this—-Seaths~Lth

devslop syt ity sl e 50545 e ith—drifting—r: deilling —tooponiag—oe— ¥y~ inidin}
pasati say—ot—all--wolls—nvoiving4ho—uso—of—riing—ric—ond poklo—of—deiling- o1 i nlsaing
epvatason—tis—adoiti—Rropertyr—oisor—pretiminary e ~i—eprepATaon—Fai-— il and
prpondiuros—i d-liabandoning—=siiet-stil H-~is—nok: platod-—83 - d ANG—Orif e aat—af
i Hation—ef—fned—ossnts,-th PAREION—0f—Fixed—ohgs- —and—any—Btiib—p. Jot— arly
Fiseed—aatol,—onvopt—Major—C defined—in—Rarppreah-2—efthin—Sootlon --li-vx i~ sther
gostashall-bo-eoncidered-asoparnting:

Qverhead ~ Major Construction

To compensate Opcrator (or rhead costs in the jon and instoltation of fixed ossots, Che cxpansiun of
fixed asscts, nad any other project closrly discomible na o fixed assot coquited for the develop and eporation uf the

Joint Property, Operator shall cither negotiste o e prior W0 the beginming of corabvetlon, of shalf chotie v Joint

by

P:ii
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whPAS 1984 ONSHORE
Recommended by the Ceunch
«f Peliolaum Accaunients
Becletias

a0
51
5i
53
54
55
56
57
58
3%
60
Gt
62

22228 8%3

Account for overhead based on the following mtes for any Major Construction prajoct in oxcess of &

A 8§ %ol first 100,000 o5 tota) cost if less, plus
B. A % of coats in cxcess of $100,000 but less than $1,000,000, plus
[ 2 % of' costs In excess of' 51,000,000

Totol cost shali mcan the gross eost of any onc project. For v purpose of this paragimph, the component party of ¢ single
project shall not be trented separatedy and the cost of drilling ond workover wells and artficial R equipens uhal e
excluded.

3 Catastrophe Overbead

To componsate Oporator for overhedd caats incurred in the ovent of oxponditures sesulting from a single occunonce duc
to ofl gpfll, blowout, crplosion, firn, atorm, humi or other phcs o8 ageed o by tha Partics, wiweh o
oeeessucy Io o rostore  the Joint Proporty to the  oquivalent conditlon that existed prior w the event cansing the
cxpenditures, Oporator shall eitter megotiote w mstc prior fo charging the Join: Account of shall charge the Jaint Actaunt
faor overhead based an the fallowing rutes;

A 5 % of total cogts through 3100,000; plus
B, __3 _ %oftofal costs in cxcess of $100,000 bug less than §1,000,000; plug
C, 2 % of total oosts in exeass of $1.000,000.

Expenditures subject w0 the ovorheads above will rot be moducod by insuramec rcacwerics, Bad no  other  gveteend
provisions of thia Scction 118 ghall apply.

4. Amcndment of Rates

The overheod rotes provided for in this Scction (I may 9c amcoded from fime to &hwe only by mulmi agrecivent
between the Partics hercts if, n practice, the mtcs am found 1o be insufTicient or cxcessive,

. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DIRPOSITIONS

Cperator  is responsible for Joint Account Materiel and shall make proper and tmely charpss and credis for all Mauiad
movements  affecting  the  Joint  Property,  Operator  shall  pravide all  Material for ust on the Jolat Proporty; hewrser
Operator’s option, such Molerinl may be supplied by Ihe NonOpemwr, Opertor shall meke tizcly disposition of ile asd'or
surplus  Materlal, such disposal belng made coither through ek to Operator o Non-Qperoty, dwision in kind, o wic t)
outsiders. Operator tmay purchase, bdut shall be under no abligntion to purchase, inforest of Ner-Operatare in suwrplun condditan
AorB ial. The di 1 of surplns Ci ilab) rial not purchascd by the Opemtor shalt be agread to by the Parties.

1 Purchnges
Makcrial purchased sholl be chorged at the price paid by Opemalor after deductlon of all uiscoutws recaived. 3n casa of
Material found to he defective or roiumod 1o vendor for any othes roesons, credit shofl bo possed to the Joint Accoumt
when adjusiment hiss been received by the Opamtor.

2. Transfers and Dispositinas

Matcrial fimished to the Joint Property and Matorial transforred fiom the Joint Propeity o disposed of by the Citnaion,
imless otherwise apeeed to by the Dartics, siall bo priced on the ing basis exclusive af canh di

A, New Material (Condition A)
(1) Tobular Goods Other than Line Pipe

(o) Tubular Roods, sied 2 38 inches OD and largor, cxcept linc pipe, shail be pdced s Dooers will
published carload base prices efictive as of date of movement plus Inosperation cost using Wie 0,000
pound carioad weight besis t6 the millway recelving  point ncorest the Joim  Proparty fai winch
published rail tatcs for tubular goods oxist. IF the 80,000 pownd mil rie is ot offered, the 70,500 puvad
or 90,000 pound mil ralc may be used. Froight charges for tubing will o2 caleulmed from  Lrewin,
ond casing from Youngstown, Ohio.

Ohte

b) For prades which are speclil to one mill only, priccs shall be compuicd ch (he mifl boase of fiwl v
transporiation cost from that milt lo the milway rccciving poimt searce ihe Joim Propsriy
obove in Paragmph 2AL1)0). For ianspostatian cost from points ofher it Bastem mulls, e 2500

P12
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AAPL FORM 610-E - GAS BALANCING AGREEMENT - 1992 fMERICOl ASSOCATION OF PLTROLFM Lol

PL NG &

NOTE: Instructions For Usc of Gas Balancing
Ag MUST be reviewad before finalizing
this document,
m” ngn
GAS BALANCING AGREEMENT ("AGREEMENT"}
ATTACHED TO AND MADE PART OF THAT CERTATN

OPERATING AGREEMENY DATED ___April 3, 21108 . -
BY AND BETWEEN___ Cimatex Faorgy Co. A8 Operntor , —
AND __ Desiyn Loulsigns Corporatinn, et ol ns Non-Onerators ("OPERATRNG A(-? EMENT™)
RELATING TO THE,__N/2 Sec & TISS-RIEE _ AREA,

Len COUNTY/PARISH, STATE OF $Sre Mexicy

1.  DEFINITIONS

The following, definitions shail apply to this Agrecment.

101 "Am's  Length  Agreement” shall moan any gas  sales aprocment  with  sn unaffilioed  porchaser oo wov  pas  sales
agreemitnt with  an  aifilisted  purchaser whete the  sales price  and  delivery  conditions wnder  such  agroment e
representative  of  prices  and  delivery  conditions existing  under  other  sltaler  agements o the  ana hetwson
unsffiliated partics at the sante Lime for natura) pas of comparable quality and quantity.

1.02 "Balancing Arcn” shall moan (veleet one):

B cach well subjeet to the Oporeting Agrecment that producss Ons of s allocabed « sharz of (aa production, If o
single wechl i camplted in two or moro producing  imervaly, cach  producing  indervsl  from which  the  Gan
production is not commingled in the weltbore shall be considered a separate well,

O all of the asreage and deptis subjcct 10 the Operating Agreement. -

a

1.03 "Full Share of Cument Production® shall moan the Peroontrge  Intopest of eech Pary in the Gas  scluilly  produced
from the Balansing Arca duting each month,

1.04 "Gas® shall owan all  hydrotadd produced or ducible - from the Batanting  Arca, whether from » avll classifico
as an oil well or pas well by the regulaiory sgency having jurisdiction in suck aaters, which e or ny be made
avaioble for safc or geparats disposition by the Partics, cxcluding ofl, congwvsme and  ofier liquhls  iccovered v
ficld cquipment operated for the joint account. “Oas”. doss not inghude gas wsed in oint operalions, b 08 far fuel,
recycling of reinjeetion, or which is ventod or fost priof to its sale or defivery ftom the Balancing, s\rcs

1.05 "Mukcun Gas" shall mean any (s taken by an Underproduced Party from the Sofancing Ama in sresws of its Fuli
Share of Currcnt Production, whether pursuant to Seotion 3.3 of Section 4.1 hereol!

1.06 "Mef® ghall memm one (housand cubic fest A cubic foot of Qas shall mean the walume of gos ronbtined in one cubic
oot of spece Bt a standand pressust base and af & standand temperamire basc,

1.07 "MMBly® shall mcan one million British Thormal - Units, A British Thermal Unit shall mcan the guaniity of heat
foquired to raise on¢ pound avoirdupois of pure water from 585 deprecs Falwemieit to 595 dugpess Foluerheit at n
constant pressure of 14,73 pouads per squere inch sbsolutc.

108 "Oporatos”  shall mean the individual or cnlity designatod nnder the terms of the Oporating  Atrecmgrs or, i e
event  this  Agreemefil is not  cmploved in conncction  with  an  operaling  agroemen,  the  indiddial or ety
designuted as the aperator of Gie well(g) Jpcated in the Balancing Arca.

109 “Overpraduced  Party" sholl mean any Party having taken & gecater quantity <f Qas Gom  the BPulanieg Area thn
the Pereentage interest of such Party in the cumulative quantity of atl Gas produced from the Belancing Area.

1.10 *Overproduction”  shall mean the cumulative quantity of Gas when by o Paty do excess of iz Pereentaps  Worest i

the cumulative quantity of all Gas produccd frem the Balancing Asca,

1.11 "Pary"  shall meon those individuals or cotities subjeot to  thls  Agreement, and  their  respettive  Beite,  successoes,
transferces and assighs.

1.12 "Percentage  Infosest” shall mean the  percentage or  decimel inlorest of eath Pumy in e Ges  pradead fom  the
B ing Arca p to the Qperating Agreement covering the Balancing Area,

1.3 "Royulty" shafi tmcon payments on production of Gas fram thc Balancing Arws tw all owners of toya
royoitics, prduction payments or similar interests,

1.14 "Underproducod  Pasty”  shall menn ony Party baving taken a lcaser quantity of Ges fiom the Delimsiey Awea than
the Percentags Intorest of such Party in the comulative quantity of all Oas produced from the Bakwcing Arca,

3 overridlap

115 "Undemprodoction”™  shall mean  the  defici b the loty quantity ol Gas laken by . Puly and s
Percentagr Interest in the cumulative quantity of'all Gas pmdunc.d fram the Balancing Arcn.
1.16 (g (Optional) "Wintec Period® shall mcan the month(s) of .__ﬂc.l‘.ghgn,_unnemhe_n.. Nocember.... — 11
calendar yoar and the month(g) nf_mwrpemm,%eh___,_ R |} 113 Y wlmdar yean,
2. BALANCING AREA
2.0 If this Agreenent covers more than onc Balancing Arca, it shell be applicd x5 of each Babancing fova wore covered
by =eparate but identical ANl balancing b der shall be on the basis of Ops twhen fons (e Halancing  Arca

moasured in (AlRrnafive 1) %\Mﬂ or {Alterpative 2) O MMBuu

22 In the cveny thet all or part of the Gos delivorsble from a Bulmcing Aten s o becomes ssbjeat 4o 99t of oloie
manimumt lawful  prices, amy Qas not subject to pricc controls shall be comsidered as oroduccd fiom A siagie Bolanting Asen
and Gas subject 1o cach maximum lawful price category shall be considered produced fom a scparate Balansing Arca.
3. RIGRT OFPARTIES TO TAKE GAS

3.1 Each Paty dewiring to fake Gas will notify the Operator, of causc the Opsiaar to he nﬁ(mt"r vé} 1h§ ug‘%r NES
nominated, the name of the wanspotting pipeline and the pipeline contrect nember  (IF availablc) nnd ey ? aarg
to such delivery, sufficiently in ndvance for (he Opemtor, octing with vensonghle diligusce, o mcet all neminction and  chcr

1.
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In geco vties” L In thy sl
requitements.  Opetstor is  outhorized o deliver (he volumes so  nominated / mﬁhu n#u%‘ta conlinnation l':mrcéﬁmn to the

I Wﬁme & cn witlh the terms of this Agresment, provided however, the WeR is eapable o delivering (ke somisasd vatume for tiz

gmy ;u-l! moke @ reasonablc, good faith effort 10 take itz Full Shars of Current Production oich moath, to te
extent that such production i roquired to moimain lcases in cffect, to prowect the producing capacity of 8 wo o oreservelr, to
prescrve corolative rights, or to maintain oif production.

33 Whon a Paty fails for any tomson to dake its Full Share of Current Production (% sush Share may bt v doced by the
rigt of the other Partics to make up for Undewproduction as peovided herein), the ofber Parties shell be matlied w0 take 2oy
Gas which such Party fails to toke. To the cxtent pracicsble, such Gas shall be medc availabie iniially to ook Underproduced
Porty in the proportion that its Poreentane Inlewest in the Balmcing Area bears to bs fotal  Pereenmi:  Lruieste of Al
Undorproduced  Partins  desitlg to takc such Gas. If all such Gas i3 not teken by the Undorproduced Partiey, s parion unl
taken shall then br made availnble to the other Partics in the proportion fthat their wspective  Perceatap: fworssis i the

12 Balancing Area boes o the lolal Perecntage Interests of such Partics,
13 34 Al Gas twnken by n Porty in oocordance with the provisions of this Agroomicui, iegardiess of whither noh Party s
14 underproduced of overproduccd, shall be roparded At Qas ke for its ovm accousd with tilc thorelo beirg v such takisg
15 Pay.
16 3.5 Nolwithaanding the provisions of Seetion 3. heeof, no Overproduced Party shall be contiied i awy month o ke auy
17 Gas in cxcess of Illrlw tundred cl\;- Jogé‘_ of its Peroontage Interest of dic Baimcing  Area's  theiscurint  Maximium
18 Monthly Availability; “" 'B'.%%ﬁc'ﬁ”ﬂ 'E:ﬁ r‘ﬁ 18 limitation shall not apply to the exteni that & would pesolede  peoduction
19 that is requived 0 maintain lepses in cffest, to pmtect the producing capocity of a well of reservoir, (0 pivssers  comelaiive
20 vghts, oF ta mantsin ol production. "Maximum Monthly Availability” shall mesn (e meximom  aversge  montily e of
2] production ot which Gas cm be delivered from the Balancing Arca, a3 deotermined by Ihe  Opcrelor, considesing  Use  teaximem
22 cfficient well mate for cach well within the DBalancing Arca, the maximum allownble(s; sct by the appraprian: rorilstory agency,
23 mode of operation, production facility capabilitics and piptline pressurcs. '
A 36 In the cvent that o Porty fails © make arengements to toke its Full Sihame of Coument Praduchon  esuived to be
25 produced to maintsin Joases in effect, 1o protect ;zw Igg‘,cmg capacity of a well ar resorverr, (o peosarve cortlales rghts, o
26 © maintain ol production, the Opcmter may sen“} any part of such Party’s Full Share of Currert Production e - Taty Flls
27 W take for the ocoount of such Party and vender to such Party, on & curmont bams, ihe full proceeds eof 1 leys w
28 measonsble maorketing, compression, treating,  gathoring o wansportation  costs  incamed  dimcily  in connacction s sale of
29 such Fulf Shae of Coront Production. In moking the sale contemplated herein, e Qperaine shafi 3z ablizted i o
30 such pricc and conditions for the sale as ave reasomable under the circumstances and shall ot b obligaid amy of fi
31 markets. Any such sale by Operntor undee the termg hereof shall be only for wsuch racsennble pediocs of 1im: a2 wsc conmistunt
32 with the minimum nceds of the industry under the particuler circumstances, but in no ovont for m perded . wecss of eqs
33 year. Notwithsumding the provisions of Asticle 34 hercof, Gas soid by Opemter for a Pty uwmder the proviniur heresf shall
34 bo dromed to be Qas taken for the account of such Party.
35 4. IN-KIND BALANCING
36 4. Effective the first day of any cndar gfﬁ' gnnble motice of thirky | ) days’ grice
37 written notice (0 e Opcrator, mtr.rp Pasty may bepin  teking, in wdditon to s Fuli Sbes of Cumem
38 Pmduction and any Makeup Guos u\kcn pursuant o Snd:uon 33 of this Agreomont, s whae of curtent pmscos determioed
3¢ by multiplying Shirty-five percent {35 %) of the Full Sharcy of Citrant Producton of &l Crurph: vl Partics by
40 n Gaction, thc numcratos of which 5 the Percontape Interest of such Underproduccd Pasty and  the  dGeiordu tor of  which
4] i te total of the T age [ of all Underp Pattics desifing to tale Makeup Cas, Joooac ot will o
42 Overproduced Party be required to provids more than thisty=lye. ooteeny (35 %) af i Full Bhare of Currgin
43 Production for Makeup Gas. Tire Operator will promptly notlly ot Overproduced Parties of o sleation ol e “nderprodvced
lb/ 44 Party to begin taking Makcup Gas,
45 42 [X (Optionsl - Scnsopnl Limitntioa on Makesp - Option 1) Notwithstancing the  provistons ol Jedtion 41, U
46 avernge monthly amount of Makcup Gas takon by an Undemroduccd Party during the Wister Period putmpnal rc Seetion 5.0
/ 5/ 47 shall noi  cxceed fhe  avompe  moathly  amount of Makeup Gas  taken by  svah  Undoqroduced Py during dhe
48 S 6 ) manths immediately proceding: the Winter Porind,
49 42 [ (Optionsl - Stasous] Limitation on Mnakenp - Optlon 3) Newwithatmidieg the provisions oF Sudion 4.4, o
50 Overproduced Party will be required (o provide more than e raneRT __iyatips Full Shime
51 of Current Production for Makeup Gas during the Winter Period.
52 431 B (Optiounl) Notwithslanding ony other provision of this Age at such fute amd P sp leag w. Opoedor, wv
53 (insofsr as concems production by fthe Oporator) eny  Uaderproduced  Party, detormines  do good  faith W Ovepnodueso
54 Party has prodweed alt of i share of the ultimawly rocovorable reserves in e Halencing Asta, such Ov a1 Pely ey
55 be required to makc ovailable for Makeup Gas, upon the domand of the Cuomntor  or - any  Underpros i 7 A T )
56 ___ onehupdped parcent (100 34) of such Overproetcad Party’s Full 8hors 3{ Doaent Produstii
57 5. STATEMENT OF GAS BALANCES
58 51 The Operator will maintaln sppfoprisic accountimg on a wmonthly and cyranlative  dasls of the  volu. e s enah
59 Party is cntiled t reccive and the volumes of CGas actually taken or sold for cach Pssty's sucouwa. Within i fé foe—d8) Cas
¢0 after the month of production. the Opemtor will furaish & statomemt for such month sewing (1) cach Patys vall Shae of
61 Curent Production, (2) the towd vehume of Gas actuplly taken or sold for cech Pavy's 3copwi (3) o disence  betwein
62 thc yolume token by cach Paty and that  Party's Full Share  of Cumeni Foduetion, (1) e Ovomdcction o
63 Undecrprodustion of cach Panty, and (5) other dsta as rmcommendcd by the provisions  of the «f  Poralcam
B4 A S fletin  No,24, as ded  or  supp! d hercafter. Bach Poty izking Gas wili oty grovide w
65 e Operator any dats required by the Operator for proparation of the ired | d
66 §2 If any Pany feils to provide Oic data vequired  hercin for four (4) consecutio production month, the Opcraly, or
61 whae the Operator has failed to pravide dafa, another Paty, otay owdit the podoelin and Gas oselor an transpontai:n
68 vol of the porting Party o provide the requied data. Such sudit shall bo conduewd owly pher oasinliy notise i
69 during normal business hours in the office of the Party whose vecords arc huing sudltcd, AN ¢CSts  sagouidig vt sueh  aede
90 will he charged to the account of the Party failing to provide the required data.
7t 6. PAYMENTS ON PRODUCTION
” 6. Ench Party toking Cas shall pay or cause to be paid all production and soveramoe taxes due ou i solsmss of e
73 actually taken by such Party,
74 62 O (Alterpafive 1 - Entilemcnts) Each Party shall pay or cause to be paid ali Royalty due with ey o [0 Royalty

.
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owners (o whom 1t ks accounteble es if such Party wore taking its Full Share eof Curremt Production, and only ita Full Share of
Current Production.

6210 (Optional - TYor use only with Scction 63 - Alernatve I - Eniltlewwnc Upon wrilen wques. of & Paity
taking lesx then its Full Sharc of Cuwent Produstion in o given menth ("Cument Undersodissur'y, any  Patte whiey mote  thap
s Full Share of Cument Production in such month (“Cument Overproducer™ will pes to such Cumeni  Urcrvsodeter i
amount <ach month cqual to the Royalty percentage of the procesds received by thy Cuveant Overprodudts Tin portion i
the Current  Underpradueer’s  Full Share of Conent  Production  takem bty the Cument Cuerpmducer, provided.  (owevw,  din
such payment will nol cxcced the Royay percentage that is common 1o all Royalty btidies in e Baleauiag Paymani:
made pursumt to this Scotion 6.2.1 will be dosmod payments to the Underproduced [eny's Royalty owneis fu: PUPOASE
Section 7..

62 B (Altermntive 2 - Saks) Bach Pany shall pay or cousc to be paid Reyally due with rspest o Fwan owners 1
whom it i5 sccountxblc bascd on the volume of Gas actuaily taken for its account. ’

63 In the cvemt that any povemmental suthority eequi that Royalty pay be made on any it
provided for in his Section 6, cach Party oproos to moke such Royalty payments gecondbyly, sommescing on

quircd by such gover | authority, and the method provided for hercin shall be themby superscded.
7. CASH SEYTLEMENTS

7.0 Upon the cadicr of the plupging nnd abundonment of the last producing interval in e DBoluncing A, A\ Erminativd
of the Operating Agrecment or any pooling or unit agreement covering the Balercinp Arce. or ot any ‘iow wo 1395 s ke
from the Balencing Arcn for a period of twelve (12) consccutive months, amy Party m= give writes werot eniling fe cash
scttlement of the Gas produstion imbalances among the Parties. Such notice shalt be given to all Parties in the Balzncing Arca,

72 Within sixty (60) days after the notice colling for cash settlement under Section 7.), the Opertor wiil
Party a Fingl Gas Soitlement Statoment dotailing the quamity of Overproduction owed by epch  Quvorproducd y to el
Underpsodueed  Party  and  identifying  tie  mionth 10 which suwch Ovoiproduction s attributed, puisoamt 1o the  methadoleay
st out in Section 7.4. )

73 {Alteroative 1 - Direct Party-to-Party Scitiementj Within sixty (60) daya cfiee moceipt of (he Flaai tiss Setement
St , cach Qvoerproduced  Party  will pay to  cach  Underproducod  Party  entiied o semlement  the  mpmegpriate  cagh
settlement,  accompanied by appropriate  accounting  delsil. At the titse of payment. the Owerpraduced Parly well oty  the
Operator of the Gas imbalance scitled by the Ovorproducced Party's pay

73 KX (Altermmtive 2 - Settfement Through Operstory Within sixty (60) days allar roeeipt of e i’ g Sefferest
Statement, cach Overproduced Party will send its  cash  sctUement, accompimied by oppropriate  aoedurti i 3
Operator, The Operstor  will  distributc  the monics 30 mccived, along. with any  setilaront owsd by fhe
Ovcrproduced  Party, to each Underproduced Party to whom sctllement s duc  within rincy (90) days  afle
Final Gas Sefloment Stafement. In the cvent that any Ovaproduced Paty fails to puy sy soiloment ou:
Opcrater may tum over responsibility for the collection of such sctilemaw to the Party o whom # i3 owev,
will have no fucther responsibility with regard to such sottlement.

731 @ {(Optional - For use only with Secti 73, Al ive 2 - Sedl 3 Thraagh Operatar)
e right at any tme upon thity (30) days’ prior wrilen notoee to all ociher Pastivs 1o Jumend that any
Puty for Quemproduction be paid  directty to such Parly by the Ovomproduced Pary, rsbwr  (han  belwp
Opertor, In the event that an. Cverproduced Farty pays the Opermlor any sums duz e sn Undomwodecod Doty o any 4
ofier thinty (30) days following the socipt of the notice provided for bherein, e Qeepinduced Party will cxtnue W be labls
to such Underproduced Party for any sums 50 paid, until payment is actusily received by the Underproduced Paryy.

74 @ (Alterpstive 1 - Historical Sales Basls) The amount of the oash  seitloant will b based oo the  procerids
seceived by the Overproduced Party under an  Amn's  Length  Apreement for the Gas  aken Jim time w. tipe by w
Overproduced  Party in cxcess of the Qverproduced  Party's Full Share of Curesmt Pruduction. Asy  Makenp 3 foen by cae
Undcrproduced  Party  prior  to  monctary  sctdement  hersunder will  be  applied 40 offset  Cverproduction  chvinclapsolly i tis
ordet of secrual.

74 1 (AMcruative 2 - Most Reeept Sales Basis) The amount of the cash  satflemsnt will be b die praseds
received by the Overproduced Pary under an Amn's Length  Agreement for the  volume  of Cae thal cons wrproduthon
by the Owverproduced Party from the Balancing Aren. TFor the pumose of implemcnting e cash  sefilomens  ons%ons of the
Scotion 7, an Ovorproduced Party will nat bo idered to have produced eny of an [iviuwproduces Partys shote of Cas il
e Overproduced Party has produced cumplatively all of its Percentnge Imterest share of tbe Gag utineaely preducsd fmmo e
Balancing Arcn.

975 The valuos used for calulaling the cash scttiomont under Scetlon 7.4 will inetede o proceeds cpgewey Do v shin of e
Gas by the Overproduced Party caloulnted at the lsncing,  Arca, afler doducting ony prviurdles oF feverinse
Royalty naclually paid by the Overprodeecd Paty to en Underproduced Paty's Royalty wer(a), to fhe foymnis

d to a discharge of said Underproduced - Party's Royalty obligation, a3 well er v remsomable ma'wdios  compessilo .

Ulan  thal
Tactive  drae

Ty W enh

iy Shalt Do
NUCHS e Such
throvgli

renting, gathering of fransportation costs d dircotly in von with the asic of the Overprodustion.
7518 (Optional -~ For Valuati Under P of Progeeds Comtracts) oo Cverpmiuction sl vder o pmg
h praviding for pay bated on a pereeniage of the proceeds obtiread by the porehicee o onegnle wf
vesiduc gos and liquid hydrocwbons extracted at A pas  processing  plant, the valuss  taed Por calemlaning  cusn wediement will
include d ived by the Overproduccd Pady for beth the liquid bhydmeathons aad the rusldue ger waocath jo M
Overproduction,

7520 (OpHonn! - Vaigation for Processed Gas - Option 1) For Overproduction  moomgsed {oc rhe art of ot
Overproduced Pasly at a gas processing plamt for the -oxtraction of liquid Lydrocarbons, fhy full quantiy o 1 RO ol
will be valued for purpostt of cosh setifement at the prices recetved by the Overneduced Paty fiw the sehe o0 2z residue gos
attribyiable  to  the Ovorproduction  without mpad  t6  proceeds  atibutable 1o 'I¥quid Gydrogarbony whichk o have bean

from the QOverprod

752H (Optionn] - Vnolumnton for Frocesscd Gas - Option 2) Por Owoproduction  gruonised  for ‘b acecmt of  the
Overproduced  Panty ot a gas processing plant for the exraction of liquid hydrocarbouts, tw  volies  used
setfement will inchude ihc proceeds reecived by the Ovamproduced Parly for the sale of war lquid  fydmwctrs
e Qvorprodnction, kess the aclud reasonable costs incumed by the Overproduced Poany 1o process the Overpo
iransport, fractionate and handle the liquid hy bons d ¢ prior to sale.

76 To the oxfent the Overprodvced Patty did not sclf 8l Ovgrproduction wader Ao Langth  oexvrst, the
settlement will be based on the weighted Avarage price reecived Dby the Owerpwiduces Dty fr any  pes

N

cdiulating  ¢wch
wetieked  from
HENTY B

o (rom
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Balancing  Area under Am's Length  Agrcments during U months o which  sugh Overproducdon i3 atlsivutcd,  in Ow gvein
that 0o seles under Amv's Longth Agreements wore made dudng ony such montih, the cush setfoment for seeit manth will b
based on the spot sales prices publishcd for the opplicabla meographic arca during such mowth i o taunwily Reoe
b""““;';, Interest compounded at the ﬂrunmfim tehcl)‘zﬂn—»!!iankorAmu'lchnvcr,Colaﬂfh: At P R T R
ralc of interest opplicable fo the Dalancing Area, whic is loss, will mccrue for Al amcusts dU0 wndo Soniie LY boginndan
the first day following the dalc payment is due pursusnt to Soclion 7.3, Buch interast saall be bume by bt Cpearer o pa
Overpraduced  Party in the proporion [hat fheir respective dolays  beyond  fhe deadlises st OUWC iR Secwnas LD
ontributod to the asgrua] of the intesest, The r shall alse be required to pay anch intreeat if it Bixs roocived poymans fryss ¢ uo Cvevproduzes
M‘}ﬂ"%ﬁ"?‘&? ht')% YMﬁﬁm%mg‘@ﬁ:w‘by Seclionq 73, en Overproduced ¥army wwy  deliver to the 1r ed Pacty
an offer {o cotle ils Overpmduction in-kind and at such matcs, quantitics, limas ond somss o5 mey Lo el aron 3y the
Underproduced  Pasty.  If the Pantics arc unobie 1o agree upon the manncr o which mich jadeind senlenaa re vl b
furnished  within sity (60) days after the Ovorproduced Pary's offer to seitlc in tind, weli poriod Wa; bs o odeadud  hy
agreement of faid Partics, the Ovaproduced Party shall make a cash scitfement 2 proviges n Secion 73, “lg of &
inkind sctlement offtr under this Seetlon 7.8 will not daldy the accrual of imtersst o o cah o eemlimers A bt e P
fai 10 reach agroement on an in~kind sctilement.

79 ¥ (Optiomal - For Bolancing Arest Subject o Federal Priec Regahation) That povoon of wny mones cofnssd by
Overproduced  Party for Overproduction  which s subject to rofund by orders of the Federsl Enermy  Regulal
other  povemmental avthority may be withheld by the Ovoproduced Pty until such  polces ame fully  appaosed by swch
govorumental  authority, unicss  the  Underproducsd  Party furdishes A corperate  undevtsldey,  ucoestable e Ciwgeproduced
Party, ogrecing o hold the Owverprodoesd  Party h fron  financial losz dus o mland  ocders By sach aovermments!
autherity.

710 O (Optionsl - Interim Cash Bslandng) At any dme during the teew of this Agreomont any Unorpediused Pacy
may, m fis solc diseetion, make cash settiement(s) with dhe Undemperoduced Partics eoveriag alf ar pat of i3 ovanding Gac
imbalaice, provided that such scilomenis must bc made with all Undecproduced Fartics mopottionsidly hmied a6 Wi felpdve
jribat of e Underproduced Pertles, and providod further that such setdements moy no b made mone ofico than onse
cvery  twenty-four  (24) months, Snch  setlements will be  caletlated in the same  miam provided  abs
seftiements. The Overprodeced Paty will provide Opcrator a detailed pocounting of aay s ongh  soldueesnt wtivn thirty 5
days after the sciticment is mads.

. TESTING

Notwithstanding any provision of this Agrecment to the contmry, any Pay shali nove the fgal, from s 6 viwe, ©
prodoce and ke up o owe hundred percent (100%) of a well's cnbir Gas weamw o .msel the  asciabl:  hCBwadmine ledls
required by such Party's Gas porchaser, and the right (o feke any Makewp Gas abidl be sobordingte o the rigi. of Party in
comduct such testy, provided, however, thet such tests sholl be comducted in aco.deot with  pudest  epurs SEACKRCS iy
aftes _ihisty five a3 1 days' prive writisi noiise 1o B Operstor and «i9 s longer thon
— seew twenty-~four, (24 F)hees. daysiseluding prior shut in e,

% OFERATING COSTS

Wile peleing

e v fud

gund 73

v Domaission  of

ar o final et

Nothing in thit Agrecment shall chamge or aflect any Party's obligation to puy I opoticane shwe o1 < costS a4
ligbititics incured in operatlons on or in conmeetlon with the Baolancing Area ax it shore Swed 5 oret Far 4 dc Opast i
A irespective  of whether any Party 8 &l any time selling and wsing Gee > wheder suck Vs 5 peoane o
propartion to its Percentage Interost in:the Balancing Arca,

10. LIQUS

The Parties shall shar¢ proportionptely in and own all lignid hydrocorbons rocoverad swith Ows oy fick! svmpicm  spovmrsd
for the joint account in accordanec with their Percentage Infereats in the Baloncing Arca,
fl. AUDIT RIGATS

Notwithstanding sy provision in  this  Agreement or any olher agetement  bBetwsw 0 Paties  Mirio,  aed fpther
notwithstanding,  any toemination or cancelistion of this Agreement. for a poriod o twe (U yewra fom (e ead oo she calend
yeor in which any information (0 be fumished under Scetion 5 or 7 hereof is supplicd, pey Party shall leve de waht o gnd

i
the records of any other Party rogerding  quandty, including  but et timited  f  inforrasiion  res o Buucontent
Any Underproduced Party shall have the right for a period of two (2} yeass from the end of whe ualendy
cash sctilement i recoived pursusnt to Seotion 7 to sudit the seeords of any Ovorpradused Porly s b sl s
values, inciuding but not limited to information wgading prices and  dispositon of Gur  Som  }e SBala
oudit shal be ducted at the cxp of the Pty or Pactles desiring seeh oudi, o shall be oon .
notice, during normal business hours in the office of the Parly whese rcounds oo being eudved, Tlaeh Py
meintain tecords 85 to the volumes and priccs of Gns sold cach monih and the volrars of Gas weed i v
along with the Royally paid on any such Gas wsed by a Panty in it own cpowiioms  The madd rghts soucdit for o g
Section 11 shall be in addition to those provided for in Section 5.2 of this Agreemert.

12. MISCELLANEOUS

12.1 As betwoon the Partles, in the ovent of any conflict between e provisions of his Agtacment une e armasions of
Aoy pas sales contract, or i the cvent of any conflics bDetween the pravisions of Mii Agrmement ng e . of g
Operating Agreement, the provisions of this Agreement shall govern. )

122 Bach Party agrees to dofoud, indemnify and hold henmless all ollier Partles fiom oad egoinst any
any claims, which mey be asserted by amy third party which now or hemafer sisade » 2 conimfual
indemnilying Paty and which drise out of the operation of this Apreemont or ey iy wmds
the provisions of this Agrooment, ond docs futher agree to save the other Patiz huomiess fome ef) Jotsorns or G

tained and costs i d in ion therewith,

123 Except ns  othecwise provided in  this A Operator 15 horized, ¢ adinniai e proeciaos of  hiy
Agreement, but shall have no lisbility tw the other Parties for losses austained o lvhihy siconed which ol ~ab of w in
connoction with the  performance of Opomtor's dutics  horoundir, excopt such g3 may et fom Oremiors coplnsac of
willful misconduct, Operatsr sholl eot bs loble o wny Uandmcd Party for the fudhac of wny (
than Operator) to pay any amounts owod pursuant (a the terms hemof. '

J24 This Agreement shall remain In full force and effect for a5 long ai the Opaang Agremreo. s
cffect as to the Balancing Arma, and theteafier untll the Gas accoumts betwees the Paizs ave soled b fuli, &
the beneit of and be binding upon thc Parties heroto, and  their  respentive  hcirs,  sugerssucy, :

i which ny

toLonsening

Any s
RS 4 2w
;::V Men

gl

vowfl Hablifty or

wilt such
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Many, (efher
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A.AP.L.FORM 610-E - GAS BALANCING AGREEMENT - 1992
I and ussigns, if amy. The Partics hereto apree 1o give notice of the cxistence of this Agwomsnal fo iy Sucimior ot intoremt of

2 any such Parly and w provide that anmy such sucesssor shall bo bound by this Agresmant, ard shail turther wwe wev wamifer o
3 any interest subject fo the Operating Agreement, ar any past fheneof, also subject to the terms of this Agroame:?

4 12.5 Uniess the context clearly indicotey  otherwiss, words used In the simpular inelisde the pespi, the -Lowd oududts die
5 singular, and the ncuter pender includes the maseuline and the feminine.
[ 126 n the cvent that any "Optional” provisian of this Agreemont is not edopriad o the Futles w

7 ftyped, prinjed or handwritten indivation, such provision shalt not form a part of this  Agememweet, and on
8 made concerning the intont of the Parties in such cvent In the ovent that amy “Alivastive’ prvision oF un
9 so udopted by the Partics, Altermative | in cach such instance shall be dotrned 1o Wave b agopid by he
10 of amy such omission. n those cases where it is indicsted that an Optional provision muy e wad only if =
11 is selested: (i) an clection to includc ssid Optional provision shall nmot be ofuctive wnless the Altemadive i g [T
2 and () the election to include said Optional provision most be cxprevsty  indlonicd  wrenn, it Seing  wasnoed bt
13 sclection of an Alwmative cithor cxpressly or by dcfoult a3 provided herein shell nmot @i awd of (el coifre o clestien
14 inelode an agsoeinted Optional provision,

13 12.7 This Apreement shall bind the Pamtics in accordance with the provisions hecsaf, Wil aotinp, bR ¥l oo comsti)
16 or Imterproied ey creeling any rights in any person or cotity not a signatory hercto, of 8 Geing a shguledcs G
17 #uch person or entity.

18 12,8 If contomporancoutly with thix Agrecment becoming  offcctive, or therenfter.  any  Paly  reguesls
19 tc an  appropriate h or notice of iz Apgrecment in order lo give thld prties etice of
20 submits samc for execution in rccordable form, such memorandum of natice shall he duly sxcomzd by the
21 request & wade and dedi promptly thereafter to the Pedy making the tequest. Upon roosipt, fhe Pam e regns
22 shall causc the memorandum oF notice fo be duly reconded in the appropriote ceal propoty ar phor coced’s ailacting ¢
23 Balancing Ases, ’

ooty

sthar  Parg

of  pEmw gt

whinh such

P g

24 IA9-in—the el —Roveaus——Serv et eqpire—o—uniform thod-oi- ptiA =t bl 2 e e~ -by—g!)
25 Parties; heeRarty--asraos—i P pRd—repart—inoomo—to—the—Inter R Sorvioe—(iainot-~one)—T—ad--SE-ssh- Bacy—aon
% taks it Sl Shara—ofiG t—Productin—during.- sech—ro} tan—perioe—i 3 ~eirbp—gyalt ropmtidthone ;- - N -Bnne
27 welate—to—entitlement thad—tan prutati E1—brsed—onr—the—guontily —ofE—-Ses—tinesn - - for —fls-—vicomsnt- -4 - 21 G
" 28 suchrogulotionsrinceforastame-rolatd-to-selon-methad-tan-eompuintions: Soc 14.3 oo Page Sa-,

29 13, ASRIGNMENT AND RIGHTS UFON ASSIGNMENT

30 13.1 Subject to the provisions of Sections 13.2 (if clected) and 133 herewf, and  acheiimtindivy,  anyihiag i Agracmi

31 or in tx Opcrating Agresment to the conteary, if any Pady ewignyn (includiup eny gale, scohange or gl

32 working interest in thc Balancing Arca when such. Pay i3 an Underprodised o Overpociused Penr. Me .
33 act of tramsfer shall, insofar as the Porties hereto are concermed, inciude all interest o the adahiing of N
34 QOas, all rights to reccive or gbligati o provide oc take Mokaup Gay snd all viohts jo
35 monctary payment which may ultimatcly be due hereunder, as  applisable. Operator ord &g
36 thereafler treat the afsigamont accordinply, and (e axtigming or tanafeming  Pary el dast
17 trengfare for any intorest in fhe Gas or monclary payment that such Paoy moay Gove o o whish &t muy b
38 causc its nssignes or other transfieree 1o assumc its obligations hereunder.

39 132 @ (Optional - Cash Settlement Upon Assignment) Notwithstomding anyiiting v alns Agreoniers
40 limited w the provisions of Scction 131 hereof) or in the Operating Agtecmant ie he contraty, i
41 of Scotion 133 hemof, in the cvent an Ovaproduced Parly imends o soll, sarisn, caelsagz or othonwies §
42 interest in a8 Balancing Area. such Overproduced Poasty chall nolify in weiting the eder working  nudest

wre gt i

yve o nh WMARG
i other i

solely to o

i [T O

[y

AL

PR R

peavi

wir of i

9&!,% lm
— S

Parties hercto in such Hatancing Arca of such fact t foast thirty 30
44 unnsaction.  Thereafter.  any  Undorprodusod  Party mamy  demand  from  sueh  Dvevatduosd Pty
45 thircy C 30 ) days pfter receis of the v necd Pacy's potiee, ©

Underproduction  from the  Balancing Asca, The Operator shall e actified of eny sueh Dpoved end of
pursuant to this Section 13, and the Ovesproduction and Underproduction of cach Peny sl be udinsied
scttiement pursisant to this Section 13 shall bo paid by the Overproduccd Party on ar teicr: he eaiar o oo
days ofter reccipt of the Undefprodused Pary's demand or (i) at the closing of ihe tramsaction in whicy
Party sclls, assigns, exchanges or otherwise transfers its interest in a Bulanciig Ama on i .
Scctions 7.3 through 74 herof, =nd shall boae infocest at the rate set forh in Sawnan Y
sfter the Overproduced Party’s sale, mssigoment, cxchange or trangfer of i dmerest ‘A the Laksselyy Ani |
pnid, Provided, towever, if any Underproducod Parfy docs mot so damund soch cash settieviast of s Underp
Balancing Area, such Underproduced Party shall look exclusively o the assignes  or  othes sy :

Lvarpotuess

2 hugie as ool vaowbe el et in

neenf,  Legiin

46

47

48

49

50

51

52

33

54

55 OQvorprodnced Party giving  notice  horounder for  the  gatisfietion of such  Uederprodvcod  Pary's
56 with the provisions of Scation 13,1 heraof,
57
58
59
60
[
62
63
64
65
66

133 The provisions of this Scetion 13 shall not be applicsble in the cvewt mny Friy sorigmpss s ot s
jnterest by merper, izati lidotion or sale of substamtially all of ir posel Be ¢ A

any company in which anty pasent or subsidiary of such Party owns o majority of the stock of such carpeay

CLGY, s

14. OTHER 'ROVISIONS

Sec Attachment.
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14.2

14.3

OTHER PROVISIONS

In the event any Party feels a Party has produced more than tts shars ¢ 7 reeoveragio s 1 voa
and wants to prohibit said Party from selling additional 3ss, the v »
Operator, including its estimatc of remaining recoverable reserves.
notify all other Parties. If Partics concur with the recoverabde vniepvs esimas
Overproduced Party shall be prohibited from sclling Gas vatil the Ovarprodueed ¥
back in balance. If the Parties cannot agree on the remasning recovsrable ragery
Operator shall retain an independent reservoir engincer, experienced and compelont in th
geographical arcas of the well(s) in question, to compute the reserve:. s demsion shail be
final. Coats incurred by the independent enginecr shall be bome by Lhaiesties-hereie.
teoonly cobal:
The Parties to this Agresment agree to abide by Regulation 1.761-2(d){2) as promulpprta b
the Intemal Revenue Service, Regulation 1.761-2(d)(2) requires tha? aj) co-prodhis:
natural gas operating under the same joint operating agreement must vec the cunulatie

L opanties.

purposes. In the event of a conflict between the provisions of this Sestion und any o
provisions of this Agrecement, the provisions of this Sectien shall ¢t

- Sa-
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EXHIBIT "F"

Attached to and made a part of that certain Operatiug Aprecmean duted Apri 1, 370
between Cimarex Energy Co., as Operator, and Devon Loatsinve Cosparativ, o4 ol o8
Non-Operators.

Non-Discrimination and Certification of Non-Segregated Fucilitias

A.  Equal Opportunity Clause (41 CER 60-1.4)

During the Perfortnance of this contract, Operator agrees as foliovss:

48] Operator will not discriminate against any employce v &
becaunse of race, color, religion, sex, age or national crigin. (‘,pe
action to cnsure that applicants are employed, and that erpliey
employment, without regard ta their race, color, religion, sex, age o nolion
action shall include, but not be limited to the following: Employ ¢
or transfer, tecruitment or recruitment advertising; layo ! o terminstion; rates of pa
forms of compensation; and selection for training, including appcentizastap. Uparat
to post in conspicuous places, available to employses and applicants far employmert, ooy
setting forth the provisions of this nondiserimination clause.

(2) Operator will, in all solicitations or advertisernents for erplovees placed hy o on
behalf of Operator, state that all qualified applicants Will reciive eocsidesziioy
employment without regard to race, color, religion, sex, o natiora anpis.

3) Operator will send to cach labor union of represemativ.:
Operator has a collective bargaining agreement or ofiter vontraci v el
advising the Jabor union or workers' representative of Operator's oy
202 of Exccutive Order 11246 of September 24, 1965, and shaliy g
conspicuous places available to employees and applicants for cuipisyiasut.

4) Operator will comply with all provisions oi Executive Cnler ! ‘z;"‘ef)

24, 1963, and of the rules, regulations, and relevant ordears of the Suore

6] Operator will fumish all information and reporis requizrsd by Hreontve (&
of September 24, 1965, and by the tules, regulations, and orders ot the Necreiars
pursuant thereto, and will permit access to his books, rscords, ana zonount: by de
of Labor and his representatives for purposes of investigarion io stanriain conpl
such rules, regulations, and orders.

TSN

contract or with any such rules, regulations, or orders, this _zor }.rxerrua} bl il
terminated or suspended in wholc or in part and Dpe .or may d“cl m‘"? el

pu..m‘. sl i njion

N Operator will include the provisions of paresay
subcontract or purchase order unless exempted by rules, 1erulsto
of Labor xssued pursuant to Scctwu 204 of Executive rrde: 1 et

such action with respect to any subcontract or purchmc v.srdc,r 25100 o ’;‘Ltd:til 15
direct as a means of enforcing such provisions Including sunctions for nouz
provided, however, that in the event Operator becomes invelves i, nris I« €,
litigation with a subcontractor of vendor as a resalt off sach div shan by e
agency, Operator may request the United States to coter inip stk 11.,_:5;‘4ru.w i
interests of the Usited Statas. '
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Tony Cervi

From: Tony Cervi

Sent: Monday, April 10, 2006 9:41 AM

To: Judy Farrar (farrar@wadipetroleum.com)

Subject: Caudill West 8 Fee # 2 JOA
Importance: High

Judy,

Per your letter dated 4/7/06 regarding the captioned JOA dated 4/3/06, in which you requested various revisions
thereto, please see below for Cimarex's response to each:

bl S

SN

8.
9.

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.

23
24.

Cimarex will not agree to this change. We are going to remove Exhibit "G".

OK

OK

Cimarex will not agree to this change. It is my understanding that Article VI.E.3 addresses your concern
here.

OK

As it stands, Cimarex will not agree to this change. Do you have a problem with the content, or just the
way it is worded?

OK. We will remove this language and make non-consent drilling elections* subject to non-consent

penalties. *However, please be advised that any election by Cimarex or Devon to go non-consent in
drilling operations will be subject to our Exploration Agreement dated 12/1/04, which provides for the

farmout in lieu of non-consent.
OK

Cimarex is going to absorb and pay the proportionate share of costs for all unleased mineral interest that is

force pooled.

OK

OK

OK. We will insert $50,000.

Cimarex will not agree to this change.
OK

Cimarex will not agree to this change.
Cimarex will not agree to this change.
Cimarex will not agree to this change.
Cimarex will not agree to this change.
OK

OK

OK

Cimarex will not agree to this change.
OK

Cimarex will not agree to this change.

Please let me know if the above is acceptable to Wadi, and | wiil revise the JOA accordingly. If you have any
questions or would like to discuss further, please give me a call.

Best regards,

Tony

Anthony J. Cervi

4/12/2006



Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/12/2006

Page 2 of 2
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Tony Cervi

From: Lynda Townsend [ltownsend@chkenergy.com]
Sent:  Monday, April 10, 2006 5:04 PM

To: Tony Cervi

Subject: RE: Caudill West 8 Fee # 2 - Operating Agreement

Tony,

Per our telephone conversation of this morning, Chesapeake would like to make the following changes:

D. Maintenance of Uniform Interests: page 12, strike first paragraph and 1. & 2.,

Article XIII, Term of Agreement: page 13, leave option 1 blank, check option 2 and use 90 days.;

Article XV, Other Provisions: page 2, strike paragraph F., strike the last paragraph - Upon commencement...;
Chesapeake is self-insured and will provide Cimerex with a Certificate of Insurance;

Strike Exhibit "G", Tax Partnership Provisions.

obrwN=

As soon as | get your ok on the above, | will send the JOA for signature and e-mail a signed copy to you.

THANKS,

Lynda F. Townsend
Chesapeake Energy Corporation
Land Bldg.-251, Ext. 9414
Senior Landman-Permian Basin
405-879-9414

405-767-4251 (fax)
ltownsend@chkenergy.com

From: Tony Cervi [mailto:TCervi@cimarex.com]

Sent: Friday, April 07, 2006 10:34 AM

Subject: Caudill West 8 Fee # 2 - Operating Agreement
Ladies and Gentlemen:

| have attached a revised Article XV to the subject Operating Agreement. As we have discussed, this JOA is
attached to an Exploration Agreement to which Cimarex is a party. Unfortunately, | did not realize until after | sent
out the JOA that there were many typographical, grammatical, and spelling errors contained in the original Article
XV. Therefore, | have corrected these errors and attached a FINAL version. | have also attached a file
highlighting the changes that were made.

Please let me know if you have any questions. | am sorry for the inconvenience.
Best regards,

Tony

4/11/2006
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Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

This email (and attachments if any) is intended only for the use of the individual or entity to which it is addressed,
and may contain information that is privileged, confidential and exempt from disclosure under applicable law. If
the reader of this email is not the intended recipient, or the employee or agent responsible for delivering this
message to the intended recipient, you are hereby notified that any dissemination, distribution or copying of this
communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediately by return email and destroy all copies of the email (and attachments if any).

4/11/2006
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Tony Cervi

From: Tony Cervi

Sent: Tuesday, April 11, 2006 1.26 PM
To: 'Fred.Schantz@unitcorp.com’
Subject: Caudill West 8 Fee # 2

Attachments: Caudill West 8 Fee # 2.pdf

Fred,

Attached is a copy of the letter | plan to send later on this afternoon highlighting the revisions to the JOA. Please
let me know if you have any comments. | am really sorry for all of the changes!!! I'll be glad when this is behind
me!

Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/12/2006



Page 1 of 2

Tony Cervi

From: Tony Cervi

Sent: Wednesday, April 12, 2006 9:04 AM

To: ‘Lynda Townsend'

Subject: RE: Caudill West 8 Fee # 2 - Operating Agreement

Attachments: Caudill West 8 Fee # 2.pdf

Linda,

We are able to agree on everything except striking Paragraph F on Article XV. | have attached a letter
highlighting the changes we are going to make. | will email a final copy of this letter with the JOA attached later
today. We are going to proceed with our pooling as scheduled tomorrow, but as soon as | receive your executed

signature page, | will dismiss Chesapeake. Please let me know if you have any questions.
Tony

From: Lynda Townsend [mailto:ltownsend@chkenergy.com]
Sent: Monday, April 10, 2006 5:04 PM

To: Tony Cervi

Subject: RE: Caudill West 8 Fee # 2 - Operating Agreement

Tony,
Per our telephone conversation of this morning, Chesapeake would like to make the following changes:

1. D. Maintenance of Uniform Interests: page 12, strike first paragraph and 1. & 2.,

2. Atticle Xlll, Term of Agreement: page 13, leave option 1 blank, check option 2 and use 90 days.;
3. Article XV, Other Provisions: page 2, strike paragraph F., strike the last paragraph - Upon
commencement....;

4. Chesapeake is self-insured and will provide Cimerex with a Certificate of Insurance,

5. Strike Exhibit "G", Tax Partnership Provisions.

As soon as | get your ok on the above, | will send the JOA for signature and e-mail a signed copy to you.

THANKS,

Lynda F. Townsend
Chesapeake Energy Corporation
Land Bldg.-251, Ext. 9414
Senior Landman-Permian Basin
405-879-9414

405-767-4251 (fax)
ftownsend@chkenergy.com

From: Tony Cervi [mailto: TCervi@cimarex.com]
Sent: Friday, April 07, 2006 10:34 AM
Subject: Caudill West 8 Fee # 2 - Operating Agreement

4/12/2006
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Tony Cervi

From: Tony Cervi

Sent: Wednesday, April 12, 2006 12:06 PM

To: Tony Cervi

Subject: Caudill West 8 Fee # 2 - Operating Agreement dated April 3, 2006

Importance: High
Attachments: Caudill 8-2_Cover Letter.pdf; Caudill West 8 Fee # 2 - Operating Agreement.zip

Ladies and Gentlemen:

Please find attached the Operating Agreement covering the N/2 of Section 8-15S-36E, Lea County, NM. | have
also attached a cover letter highlighting changes that were made to the previous version you have. Please

execute the appropriate signature pages and return to my attention as soon as possible via fax or email, followed
by a hard original in the mail.

The attachments contain PDF files of the following:

Cover letter

JOA

Article XV to JOA
Exhibit "A"
Exhibit "B"
Exhibit "C"
Exhibit "D"
Exhibit "E"
Exhibit "E" other provisions
Exhibit "F"
Exhibit "G"

With the exception of the cover letter (which was scanned), all files were converted from Microsoft Word;
therefore, minimal disk space is required. However, please let me know if you have trouble opening any of the
attachments.

| apologize for the inconvenience this may cause, and | truly appreciate your cooperation and patience throughout
this process.

Please do not hesitate to contact me with any questions.

Best regards,
Tony

Anthony J. Cervi

Landman - Permian Basin Region
Cimarex Energy Co.

5215 N. O'Connor Blvd., Suite 1500
Irving, Texas 75039

972.443.6452 (direct)
972.443.6450 (fax)

972.953.5767 (cell)

4/12/2006



Cimarex Energy Co.
5215 N O Connor Bivd
Suite 1500

Inving, Texas 75039
PHONE 972 401.07%2

FAX 972.401.3110

April 12, 2006
TO ALL WORKING INTEREST OWNERS

Re: Caudill West 8 Fee # 2
NY: Section 8, Township 15 South, Range 36 East
Lea County, New Mexico

1250’ FNL & 660 FEL

Gentlemen:

Pursuant to our letter dated April 3, 2006, to which a Joint Operating Agreement covering the
captioned lands was attached, please find attached the same JOA, but with the following revisions:

Article I1]

¢ Page 2, Lines 4-8: Stricken

Article VI
® Page 7, Line 67: “Each party shall have the right to take in kind...”
® Page 8, Line 57: Stricken (duplicate line) .
® Page 8, Line 64: This paragraph was moved to Exhibit “E” as Item 4.4,

Article VIII
e Page 12, Lines 11-17: Stricken

Article XIII
¢ Page 13, Line 50: Unchecked Option 1
e Page 13, Line 53: Checked Option 2
® DPage 13, Lines 55 & 61: Added ninety (20)

Article XV, Trtem H
e 4t and 5t paragraphs: Stricken
Added the following language: i i nything to contr; any pa
receiving a notice proposing to drill a well as provided in Arsticle VI.B.1 who elects
to_participate in the pro d drilling operati 1 ject to the provisions

of Article VI.B.2.

Article XV1
o Page 15, Line 11: Added Anthony J. Cervi
F hl : “Bn

® A page was inserted stating that there is no Exhibit “B”



!__‘ ‘! '! M (((‘7}
® DPage 3, Lines 31-37: Stricken
® Page 3, Line 31: Added to the first sentence, “.,, by the percent of increase or decrease
l' t1}
¢ Page 6, Line 1: Added $50,000

Exhibit “E”
e Page 1, Line 67: Checked “Alternative 17
Page 4, Line 36: Replaced seven (7) days with twenty-four (24) hours
Page 5, Line 39: Checked 13.2 '
Page 5, Lines 43 & 45: Added thirty (30)
Page 5a, Item 14.2: Revised last sentence to read Costs incurred by the independent
€ er shna iI¢ D niy the ) alancea parties

4

Exhibit “F”

o  Replaced with another form of Exhibit “F”

Exhibit “G”
®  Has been removed; A page was inserted stating that there is no Exhibit “G”

If you intend to participate, please execute and return the appropriate sighature pages to the attention
of the undersigned as soon as possible. Also, please return an exceuted AFE indicating your well
control insurance preference if you have not already done so. If you do not wish to participate, we
respectfully request your consideration of either option listed below:

1. Grant a Lease or Term Assignment to Cimarex for $350/acre, with a one-year term,
delivering an 80% net revenue interest, proportionately reduced; or

2. Grant a Farmout to Cimarex, with a one-year term, delivering a 75% net revenue interest,
proportionately reduced.

Your prompt attention to this matter is appreciated. If you have any questions, please do not
hesitate to contact me at 972-443-6452,

Very truly yours,
CI EX ENERGY CO.

Anthony J. Cervi
Landman
Permian Basin Region

Attachments



Tony Cervi

From: Terry Read

Sent: Wednesday, April 12, 2006 12:11 PM

To: Tony Cervi

Subject: Delivery Status Notification (Relay)

Attachments: ATT1043913.txt; Caudill West 8 Fee # 2 - Operating Agreement dated April 3, 2006

ATT1043913.txt  Caudill West 8 Fee
(457 B) # 2 - Opera...
This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

Fred.Schantz@unitcorp.com



Tony Cervi

From: Terry Read

Sent: Wednesday, April 12, 2006 12:06 PM

To: Tony Cervi

Subject: Delivery Status Notification (Relay)

Attachments: ATT1031255.txt; Caudill West 8 Fee # 2 - Operating Agreement dated April 3, 2006

ATT1031255.txt  Caudill West 8 Fee

(455 B) # 2 - Opera...
This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

ltownsend@chkenergy.com



Tony Cervi

From: Postmaster [postmaster@worldnet.att.net]
Sent: Wednesday, April 12, 2006 12:06 PM

To: Tony Cervi

Subject: Delivery Notification

Attachments: ATT1031267 .txt; ATT1031268.ixt

ATT1031267.txt ATT1031268.txt (1
(379 B) KB)
Your message was successfully delivered to:

vifmidQatt.net



Tony Cervi

From: Terry Read

Sent: Wednesday, April 12, 2006 12:06 PM

To: Tony Cervi

Subject: Delivery Status Notification (Relay)

Attachments: ATT1031272.txt; Caudill West 8 Fee # 2 - Operating Agreement dated April 3, 2006

ATT1031272.txt Caudill West 8 Fee

(454 B) # 2 - Opera...
This is an automatically generated Delivery Status Notification.

Your message has been successfully relayed to the following recipients, but the requested
delivery status notifications may not be generated by the destination.

farrar@wadipetroleum.com



