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3300 N. A Street, Bldg. 7-200
A ' Midland, Texas 79705
- 432.688.1700
432.688.1701 fax

ENERGY SirEnergy o

May 13, 2013

Dean Kihsolving
P.0. Box 325
Tatum NM 88257-0325

RE: Well Proposal
Osage 34 Federal 1H
N/2 N/2 Section 34, T-19-S, R-29-E, N.M.P.M.
Eddy County, New Mexico

Mr. Kinsolving:

SM Energy Company, as Operator, hereby proposes the drilling of a horizontal well to test the Second
Bone Spring Sand interval in the Bone Spring formation in the N/2 N/2 of said Section 34. The well will
have a surface location in the NE/4 NE/4 and a planned bottom hole location in the NW/4 NW/4 of said
Section 34. The planned TVD is 8,020’ and TMD is 12,491’. The estimated dry hole and completed well
costs for this Bone Spring horizontal well are $4,017,165.00 and $6,515,585.00 respectively and are
detailed on the AFE enclosed herewith.

A drilling title opinion indicates you are entitled to participate in this well with a 0.80% working interest.
in the event you do not elect to participate in the well, SM Energy Company would be interested in
acquiring your interest through a farmout agreement or term assignment.

Enclosed herein please find the following:

-Two copies of the AFE

-One copy of the Operating Agreement

-Two copies of signatory pages of Operating Agreement
-Two copies of the Memorandum of Operating Agreement

In the event you elect to participate in the drilling of the Osage 34 Federal 1H well, please return the
following to my attention:

-One {1) signed copy of this letter indicating your election

-One (1) signed copy of the AFE

-One (1} set of signed signature pages to the Operating Agreement
-One (1) executed copy of the Memorandum of Operating Agreement
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For your convenience the return copies of each of these items are labeled and self-addressed, postage
paid return envelope is enclosed. The additional copies are for your records. You will be provided with
fully executed copies, including a complete Exhibit “A”, when available.

We appreciate your prompt response to this proposal. If you have any questions or need any additional
information, please feel free to contact the undersigned. Technical questions regarding the proposed
well should be directed to Malcolm Kintzing at (432)688-3125 or mkintzing@sm-energy.com.

Sincerely,

Wilson Cash, RPL
Landman, Permian Region
432-688-3399
wcash@sm-energy.com

WELL ELECTION
I/WE ELECT TO PARTICIPATE IN THE DRILLING OF THE OSAGE 34 FEDERAL 1H WELL
I/WE DO NOT ELECT TO PARICIPATE IN THE DRILLING OF THE OSAGE 34 FEDERAL 1H WELL

Dean Kinsalving

By:
Title:
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ENERGY shr€nergy.com

May 13, 2013

Devargas Street LLC
4613 Los Poblanos Cir., NW
Albuquerque, NM 87107

RE: Well Proposal
Osage 34 Federal 1H
N/2 N/2 Section 34, T-19-5, R-25-E, N.M.P.M.
Eddy County, New Mexico

Gentlemen:

SM Energy Company, as Operator, hereby proposes the drilling of a horizontal well to test the Second
Bone Spring Sand interval in the Bone Spring formation in the N/2 N/2 of said Section 34. The well will
have a surface location in the NE/4 NE/4 and a planned bottom hole location in the NW/4 NW/4 of said
section 34. The planned TVD is 8,020 and TMD is 12,491". The estimatad dry hole and completed well
costs for this Bone Spring horizontal well are $4,017,165.00 and $6,515,585.00 respectively and are
detailed on the AFE enclosed herewith.

A drilling title opinion indicates you are entitled to participate in this weil with a 0.40% working interest.
In the event you do not elect to participate in the well, SM Energy Company would be interested in
acquiring your interest through a farmout agreement or term assignment.

Enclosed herein please find the following:

-Two copies of the AFE

-One copy of the Operating Agreement

-Two copies of signatary pages of Operating Agreement
-Two copies of the Memorandum of Operating Agreement

In the event you elect to participate in the drilling of the Osage 34 Federal 1H well, please return the
following to my attention:

-One {1) signed copy of this letter indicating your election

-One (1) signed copy of the AFE

-One (1) set of signed signature pages to the Operating Agreement
-One (1) executed copy of the Memorandum of Operating Agreement



For your convenience the return copies of each of these items are labeled and self-addressed, postage
paid return envelope is enclosed. The additional copies are for your records. You wili be provided with
fully executed copies, including a complete Exhibit “A”, when available.

We appreciate your prompt response to this proposal. i you have any questions or need any additional
information, please feel free to contact the undersigned. Technical questions regarding the proposed
well should be directed to Malcolm Kintzing at (432)688-3125 or mkintzing@sm-energy.com.

Sincerely,

Wilson Cash, RPL
Landman, Permian Region
432-688-3399
wcash@sm-energy.com

WELL ELECTION
I/WE ELECT TO PARTICIPATE IN THE DRILLING OF THE OSAGE 34 FEDERAL 1H WELL
I/WE DO NOT ELECT TO PARICIPATE IN THE DRILLING OF THE OSAGE 34 FEDERAL 1H WELL

Devargas Street LLC
By:
Title:




| AUTHORITY FOR EXPENDITURE - Drlg Est.

SM Energy

Onta: 4/3¥2013

Prapared By: Michaet Mataolit & Matcotm Kinzing

Prospect Wame: Bona Spring Horizontal

County, State: Eddy, NM

Laase / Well Numbar: Osage 34 Fedaral 1H

L lon: Sec 34 - T195 - 28E

SHL 450 FNL 330 FEL

BHL 330 FNL 330 FWL

Prajacted Total Depth; 12491 VS 4,831 Primary Objectives: Bone Spring
‘NOTES"
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750.2%0 Watat | Aud Digpasal 150 600 Tangiblc Lezse 8 Battory Equipment ACP CO3TS
755 140 Fump Tiuek § <000 760 050 Pumging Uind (Pnme fldvet ] 700.000
Contingency [16%} FIE T [760 130 Separator JHeater Tigater 3 600
TOTAL $ J.42120) 700 085 Tonks FNANWaYS 1SLrWay 100,000 |
intan. Formalion Tasting BCP COSTS 760 100 Matar / Meter Run 8000
s _—— g
750 110 Loggng & Witoling. 7 500 7G0 110 Flowhne /Conmectons 24,000
750 120 Dt Stom - Femtion To1is - 70070 Vales iFithvigs 83.000
750120 Conng B Amniyss (Suitrwall Coras) o] 1760105 Pwriing DsaninstoMiEg 22.000
[Convnganay 110%) A 7ED 760 135 Instoliatbn Cosls 75.000
TOTAL § 8,260 Contingency { 10%) 55200
Tangible Lasge & Wall Equipmanl  BCP cO87s TOTAL EQUIPMENT 840,200
54 015 Conduclos Pipy $0
[751 025 Surfoce Lasing 20 S 109 Foal 340 § 40766 ([TOTAL COMPLETIGN 3 z,s"nsf.u::s:|
75t 030 Prmmedinte C30 13087 SF1 a0 Fyat (500 % 70950 |TOYAL TANGIBLE $ 1,841,108
751 033 inermochile (3g $-5/8* &FL 29 Faeel. 3550 § 113,243
751 030 intormatiats C1g 7 WFr 30 Fesl  BdA5t § 278843
151020 Caxing Head $ 2000 ] [TOTAL CRY HOLE COST. § 4,017,188 |
751 075 Wellhaad Equipmant 17.000 [TOTAL WELL COST 3 5.515.588 |
750 025 Caltle Guards E - Data: 413042013
Carl (5%) $ 26647
TOTAL EQUIPMENT $ 504
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AAPL FORM 610 - 1989

MODEL FORM OPERATING AGREEMENT

Osage 34 Federal 1H

OPERATING AGREEMENT
DATED
May 13 L2013
et

OPERATOR _SM Energy Company

CONTRACT AREA _See Exhibit “A”

COUNTY OR PARISH OF _Eddy County .STATE OF

New Mexico

COPYRIGHT 1989 - ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL.  CREEK  BLVD.
FORT WORTH, TEXAS, 76137. APPROVED FORM.

AAPL NO. 610~ 1989
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Exhibit “A™
Attached to and made a part of that certain Operating Agreement dated
May 13, 2013, between SM Energy Company, as Operator, and
Byron A. Bachschmid et al, as Non-Operators.

Description of Lands and Depths Subject to This Agreement:

The Ni2N/2 of Section 34, T-15-§, R-29-E. NNM.P.M,, Eddy County, New
Mexico, containing 160 acres, more or [ess.

Depth Restrictions:

This agreement shall be limited to depths from the top of the Bone Spring
formation to the top of the Morrow formation, defined as the stratigraphic
equivalent of that interval seen between the depths of 5,569 and 11,195°
subsurface on the dual lateral log from the Siete Oil & Gas, Osage Fed. No. 8 well
located 1980° FNL & 1980’ FEL of Section 34, T-19-8, R-29-E, Eddy County,
New Mexico, API # 30-015-26089.

Parties to this Agreement and Their Interests:

Working Interest in the Contract Area to be determined

Addresses of Parties:

Parties to be determined

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT:

Lease No. 1:

Lease Serial No.: NMNMS0807

Date of Lease: February 1, 1975

Lessor: United State of America

Lessee: Hugh R. McAteer

Recorded: Unrecorded in Eddy County, New Mexico

Land Description:  Captioned and other lands, containing 1,320 acres, more or
less.

: This Agreement specifically excludes currently existing wellbores, associated

equipment, associated production including the operation of same whether or not
such wellbores are currently producing, shut-in or temporarily abandoned as of
the date of this Agreement.

End of Exhibit “A”
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Wilson Cash

From: Wilson Cash

Sent: Monday, July 08, 2013 10:17 AM

To: Dean Kinsolving (dkinsolving@Ilcecnet.com)

Subject: FW: Osage 34-1H

Attachments: Osage 34-1H Well Proposal.pdf; Osage 34-1H AFE.pdf; Osage 34-1H JOA pdf; MEMO

OF OPERATING AGREEMENT 34-1H.PDF; Dean Kinsolving WI N2N2 Sec 34.pdf

Mr. Kinsolving:

Following up your conversation with Rita, please find attached the Osage 34-1H well proposal letter, AFE, JOA, and
Memorandum of Operating Agreement. I've also attached a spreadsheet detailing your interest in the four forty acre
tracts included in the 160 acre spacing unit for this well. This well is scheduled to be spud on 7/21/2013. Please be
aware that a compulsory pooling hearing has been scheduled for July 11. As | mentioned yesterday, SM prefers reaching
voluntary agreements with partners if possible prior to this date. Please let me know if you have any questions or need
any additional information. | appreciate your assistance with SM throughout this situation.

Also, I'li be sending another email this afternoon detailing your interest in the acreage you farmed out to SM Energy and
the production results of the wells drilled on this acreage.

Best Regards,

SMAENERGY

Wilson Cash, RPL

Landman- Permian Region

SM Energy Company

3300 N. A S, Bidg #7, Suite 200

Midland, TX 79705

Office: 432-688-3399; Fax: 432-688-1702
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Wilson Cash

From: Wilson Cash

Sent: Wednesday, July 03, 2013 11:36 AM

To: 'dkinsolving@Icecnet.com’

Cc: Rita Buress

Subject: Osage 34-1H

Attachments: Osage 34-1H Well Proposal.pdf; Osage 34-1H AFE.pdf; Osage 34-1H JOA pdf, MEMO

OF OPERATING AGREEMENT 34-1H.PDF; Dean Kinsolving WI N2N2 Sec 34.pdf

Mr. Kinsolving;:

Following up your conversation with Rita, please find attached the Osage 34-1H well proposal letter, AFE, JOA, and
Memorandum of Operating Agreement. I've also attached a spreadsheet detailing your interest in the four forty acre
tracts included in the 160 acre spacing unit for this well. This well is scheduled to be spud on 7/21/2013. Please be
aware that a compulsory pooling hearing has been scheduled for July 11. Asi mentioned yesterday, SM prefers reaching
voluntary agreements with partners if possible prior to this date. Please let me know if you have any questions or need
any additional information. | appreciate your assistance with SM throughout this situation.

Also, I'll be sending another email this afternoon detailing your interest in the acreage you farmed out to SM Energy and
the production results of the wells drilled on this acreage.

Best Regards,

SMAENERGY

Wilson Cash, RPL

Landman- Permian Region

SM Energy Company

3300 N. A St, Bldg #7, Suite 200
Midland, TX 79705

Office: 432-688-3399; Fux: 432-688-1702
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WWiIson Cash

From: Wilson Cash

Sent: Tuesday, June 25, 2013 3:06 PM
To: ‘Caroll Follingstad'

Subject: RE: Qsage 34-1H Term Assignment
Caroll,

Please let me know if you, your sisters, or John Catron have any questions or need any additional information regarding
this well proposal/term assignment. | appreciate you working with us to reach a voluntary agreement by July 10". As
mentioned below, once you advise me to your election I'll proceed with forwarding the corresponding agreement.

Regards,

SMAENERGY

Wilson Cash, RPL

Landman- Permian Region

SM Energy Company

3300 N, A St., Bldg #7, Suite 200

Midland, TX 79705

Office: 432-688-3399; Fax: 432-688-1702

From: Caroll Follingstad [ mailto:carolls-email@comcast.net]
Sent: Tuesday, June 25, 2013 2:40 PM

To: Wilson Cash

Subject: Re: Osage 34-1H Term Assignment

Wilson, I have forwarded your message to my sisters and John Catron. of the Catron Law firm, in Santa Fe,
for their comments and advise. I also explained that we have a July 10th absolute deadline on this. [ will, in
the mean time, look up on the internet all the terms so that I can better understand what you are suggesting that
we do about this. Thank you for your time in this matter. Caroll

On Jun 20, 2013, at 4:31 PM, Wilson Cash wrote:

Caroll:

Following up our phone conversation, please find attached a letter agreement dated July 11, 1988 between William W,
Hunker and Siete Oil and Gas Corporation. Per recent title opinions DeVargas Street LLC's interest in these wells in Eddy
County, New Mexico is subject to 25% burdens. As a result, you reserved a 0% Overriding Royalty Interest {(ORRI) in your
three Farmouts covering the N/25/2 of Section 34 and 5/2 of Section 35, T19S, R29E, Eddy County, NM. Consequently,
you cannot convert your ORRI to a reduced W1 upon payout and therefore cannot participate in subsequent wells
(Parkway 35-SH). As consideration for these Farmouts SM will pay DeVargas $1000/net acre farmed out. We hope to
have this check in the mail soon.

SM is willing to complete a Term Assignment with DeVargas covering the acreage in the Osage 34-1H spacing unit. This
Term Assignment will have many of the same provisions as the previous Farmouts. Our title opinion indicates that
DeVargas has a 0.40% interest in the Osage 34-1H well. DeVargas has the option to participate with their 0.40% interest,
assign all of their 0.40% interest in this well to SM, or assign a portion of their interest and participate in the well with
the retained interest. As consideration for the Term Assignment SM will pay DeVargas $1000/net acre

1



o asmgned DeVargas’ estimated proportionate (if participate with 0.40% interest) dry hole and completed well costs are
) $16,068.66 and $26,062.34 respectively. A compulsory pooling hearing is scheduled on July 11 for this well.

Please let me know if you have any questions or need any additional information. Please advise to if you wish to
participate with your 0.40% interest, assign SM your interest, or assign SM a portion of your interest in the Osage 34-1H
and I'll proceed with emailing you a Term Assignment/well proposal.

Best Regards,

<image(01.jpg>

Wilson Cash, RPL

Landman- Permian Region

SM Energy Company

3300 N. A St., Bldg #7, Suite 200

Midland, TX 79705 .
Office: 432-688-3399; Fax: 432-688-1702

<0721_001.pdf>



