STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

APPLICATION OF CHISHOLM ENERGY OPERATING, LLC

FOR A NON-STANDARD SPACING AND APR 30 2018 m03:15
PRORATION UNIT AND COMPULSORY POOLING,

EDDY COUNTY, NEW MEXICO.

CASE NO. 16115

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

Chisholm Energy Operating, LLC (“Chisholm™), by and through its undersigned
attorneys, files this response in opposition to Premier Oil & Gas, Inc.’s (“Premier”) motion to
dismiss. For the reasons stated, the motion should be denied.

Contrary to Premier’s argument, the joint operating agreement (“JOA™) at issue does not
supersede the authority of the Division to issue pooling orders. To the contrary, the JOA
expressly states that it is subject to state regulatory orders. See, infra, Exhibit A. Nor does the
JOA control the rights and obligations of the parties in this circumstance where the subjéct
contract area overlaps the proposed spacing unit only across a portion of Section 31. The parties
have no agreement to address the portion of the well and spacing unit within Section 6. Statutory
pooling is thus necessary to combine all mineral interests within the proposed spacing where it
crosses both Sections. As important, the Division has no authority or jurisdiction to determine or
adjudicate the “private rights” and obligations of the parties under the JOA. But even if the
Division does have that authority, the JOA does not preclude Chisholm from drilling a well
outside and across the subject contract area. Premier points to no such provision within the JOA.

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




beyond the boundaries of the contract area. See, infra. Accordingly, for at least these four
reasons, more fully addressed below, Premier’s motion should be denied.

First, contrary to Premier’s contention, the JOArdoes not preclude imposition of a
Division order pooling all mineral interests. The JOA, in fact, expressly provides that “this

agreement shall be subject to the conservation laws of the state in which the Contract Area is

located, to the valid rules, regulations, and orders of any duly constituted regulatory body of said

state and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
orders.” See JOA, attached as Exhibit A, Art. XIV.A (emphasis added); see also Art. XV.I (“This
Agreement shall be subject to the conservation laws of the state” and the “valid rules, regulations
and orders of any duly constituted regulatory body of said state.”). Premier, as a party to the
JOA, thus expressly acknowledged and agreed that the JOA is subject to the Division’s spacing
and pooling orders and has no basis to contend otherwise.

Second, the JOA governs the parties’ voluntary agreement to explore and develop oil and
gas interests only within the lands committed to the contract area. See generally, Exhibit A. It
does not, however, proscribe development outside the contract area, nor does it preclude the
Division from entering a pooling order that covers a portion of the lands within the contract area.
Because the contract area under the JOA does not extend to lands in Section 6, which is partially
included within the spacing and proration unit proposed by Chisholm, Premier and Chisholm do
not have a voluntary agreement covering the lands necéssary to develop the proposed well and
spacing unit. Chisholm must therefore obtain an order combining all mineral interests within its
proposed spacing and proration unit, including interests in Section 31 and 6, pursuant to NMSA
1978, Section 70-2-17(C). Chisholm’s pooling appliéation falls squarely within the Division’s
authority to approve well spacing and to issue pooling orders combining minerai interests. The
JOA is expressly subject to the Division’s authority and pooling orders. Premier’s attempt to
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obstruct Chisholm’s reasonable and equitable proposal for development is precisely the “‘dog in
the manger’ attitude” that forced pooling is intended to overcome. See Tenneco Oil Co. v. El
Paso Natural Gas Co., 687 P.2d 1049, 1052 (Okla. 1984).

Third, courts, not the Oil Conservation Division, have jurisdiction to determine “private
rights” regarding a contractual dispute between the parties as to any supposed limitations
imposed by the operative joint operating agreement (“JOA”). The Division has jurisdiction and
authority only to determine “public rights” relating to the public issue of conservation of oil and
gas and the prevention of waste, not the private contractual rights between parties to a JOA. See,
e.g., Hartman v. El Paso Nat. Gas Co., 1988-NMSC-080, 9 30763 P.2d 1144 (recognizing
distinction between “public rights vs. private rights” with respect to the (citing Tenneco Oil Co.,
687 P.2d 1049). The rights and obligations of parties within a contract area under voluntary
agreements, such as the JOA at issue, “are to be determined by the district court.” Tenneco Oil |
Co., 687 P.2d at 1053; see also Samson Res. Co. v. Oklahoma Corp. Comm’n, 742 P.2d 1114,
1116. “The Oil Conservation Commission is a creature of statute, expressly defined, limited and
empowered by the laws creating it.” Santa Fe Expl. Co. v. Oil Conservation Comm’n of State of
N.M., 1992-NMSC-044, § 27, 835 P.2d 819. Its powers extend to preventing waste and
protection of correlative rights, not the adjudication of private rights between parties to a JOA.
Marbob Energy Corp. v. New Mexico Oil Conservation Comm’n, 2009-NMSC-013, § 2, 206
P.3d 135. The Division thus has no jurisdiction or authority to rule that the JOA relied on by
Premier proscribes Chisholm’s proposal to drill across and outside of a contract area subject to a
JOA.

Fourth, even if the Division did have jurisdiction to review this private right issue, which
it does not, the JOA relied on by Premier does not prevent Chisholm from proposing a well that
includes but extends beyond the limits of the contract area. Premier generally relies on the fact
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that a portion of the lands subject to Chisholm’s pooling application in Section 31 are within the
contract area governed by the JOA, but cites no provision in the agreement that precludes or
limits a party from proposing a well that extends beyond the contract area. In fact, no provision

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

in that manner when it suggested extending Chisholm’s proposed well outside the contract area
in an east-west direction, rather than north-south as Chisholm proposes. See email from K. Jones
to B. Sullivan, 4/20/18, attached as Exhibit B. Here, Premier nevertheless urges this unsupported
interpretation in an attempt to force Chisholm to position its proposed well in a lay-down
orientation. Such an interpretation—where no such intent is expressly stated—would have far-
reaching perverse results and will demonstrably result in waste. As will be shown through
testimony and exhibits at hearing, Chisholm has determined that the geology in the area supports
drilling horizontal wells in a stand-up orientation.

At issue is simply whether such a proposal complies with the Division’s well drilling and
spacing rules and compulsory pooling authority. Contrary to Premier’s argument, the JOA is

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



CONCLUSION

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

Respectfully submitted,

H & HART LLP

Michael H. Feldewert

Adam G. Rankin

Julia Broggi

Post Office Box 2208

Santa Fe, New Mexico 87504-2208
(505) 988-4421

(505) 983-6043 Facsimile
mfeldewert@hollandhart.com
agrankin@hollandhart.com
jbroggi@hollandhart.com

ATTORNEYS FOR CHISHOLM ENERGY
OPERATING, LLC

CERTIFICATE OF SERVICE

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

Ernest L. Padilla, Esq.
Padilla Law Firm, P.A.

P.O. Box 2523

Santa Fe, New Mexico 87504
(505) 988-7577
padillalaw@qgwestoffice.net

Attorneys for Premier Oil & Gas, Inc.

O

Adam G. Rankin

10922446_1
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Devan Energy Corporation

20 North Broadway
Oktahoma City, Okiahoma 73102-8260
Fax 405-552-8113
January 9, 2008
Premier O & Gas, Inc.
P. O. Box 1246
Artesia, New Mexico 88210 L \\
Attn: Ken Jones \

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

Gentlemen:

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

1. Devon represents but does not warrant that it owns 100% W1 in the Leases covering
State of New Mexico lands which yields certain working interests in the following
Morrow development location (hereinafter referted to as the “Initial Development

Locaton™):
/
. CeED
Hackberry 31 State Com #2 \ RECE
S/2 Section 31 PO 2 LTV .
920’ FSL & 1310°' FEL - \

ND
Township 22 South, Range 26 East ‘W
Eddy County, New Mexico
100%W1

2. State of New Mexico Oil and Gas Leases V-6205 and V-6218 covering all of Section
31-T22S-R26E ate cutrently communitized by State of New Mexico agreement dated
April 11, 2006, dedicating the S/2 Section 31 as the drilling and spacixig unit for the
Initial Development Location. Such leases have been extended beyond the expiration
of their primaty terms of April 30, 2006 by the use of a spudder rig and continuous
operations in accordance with the terms of such Leases.

e
o
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Premier Ol & Gas, Inc.

January 9, 2008

Page 2

10.

State of New Mexico Oil and Gas Leases V-708 and LG-8291 covering the W/2
Section 32, among other lands, are currently held by production by the EV State
Com #2 Jocated 2100" FNL & 660’ FEL of said Section 32.

Subject to the other terms and provisions of this Agreement, Premucr desires to
acquiu from Devon and Devon desires to assign to Premier, 2 20° o working interest
in and to the Interests for the putpose of jomtly dev clopmg such Interests for the
production of oil and/or gas as set forth herein.

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

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

Hackberry 31 State Com #2
~/30 5861% before casing point, not to exceed 110% of
the dry hole cost as reflected on the Authority for Expenditure
attached hereto as Exhibit “C” and 20.00%0 after casing point

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

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

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

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

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

EXHIBIT A

g7.

07200
LA S R 7L VL S

.y,
v




Premier Qi & Gas, Inc.
January 9, 2008

‘I’agc 3

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

4633.

Yours very truly,
DEVON ENERGY PRODUCTION COMPANY, L. P.

Ken Gra {@"’1

y
Senior Land Advisor

Enclosure

: i{/
Agree to and accept the above this 'A\ day of January, 2008.

Premict Oil & Gas, Inc.

Name: 'Ker\ﬂ C‘H"\C&K(}f\t"}.
Tide_[) =P
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EXHIBIT “A”

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

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

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

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

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

EXHIBIT A
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OIL .
20 N. BROADWAY, SUITE 1500, OKL.AHOMA CITY, OK 73102

DRULNG AUTHORITY FOR EXPENDITURE

COMPLETION .
: DRILLING/COMPLETION COST ESTIMATE
Exhibit "C" ‘attached to letter agreement dated
January 9, 2008 between Devon Energy Production
- AFENO.: 126323 Company, L.P. and Premier Oil & GagounkiGrish: Eddy
" LeaseName- Well#:  Hackberry 31 State 2 State: ~ New Mexico

Legal Description: SE/4 Sec. 31-T2258-R26E Prepared By:  Abbitt, Wyatt

AUTHORITY REQUESTED TO:
Drill and complete the Hackberry 31 State #2.

N Intangible ‘ Drilling | Completion | DryHole ' |  Total
Code . . ’

o Description Costs Costs Costs _ Costs .|
011  |DRILLLLAND,LEGAL . - S s000] of ol 5,000
012 | COMPL-SURF DAMAGES/RIGHTOFWAY 0 . 2,500 0 2,500|.
012 | DRILL-SURF DMGS/RIGHT OF WAY 2,000| 0 0 2,000
013 | DRILL-LOCATION,ROADS, PITS, FNCS 1 s0000f ol of 50,000}
014 | ARCHEOLOGICAL TESTING B 1,800 0. o 1,800
019 | OTHER SITE PREPARATION. : : .0 2000 0 2,000
043 |DAYWORK : . 612;000] . 68,000 0 680,000

oaa ™ DRILL-MOB/DEMOBILIZATION ' . o31s00f 0 0 37,500}
045 | DIRECTIONAL DRILLING 158,000 e -0 158,000
049 | DRILL-OTHER CONTRACTOR SERVICE _ 10,000 . 0 0 110,000}
101 COMPL-DRILL BITS _ . o] . 1,000 0 " 1,000
101 DRILL BITS s3o00 o] 0 " .53,000)
102 | COMPLETION FLUIDS : S0 © 2,500} S o) .2,500]
102 . | DRILL-DRILLING FLUIDS ' 125,85 - 0 o 125185 )
103 | DRILL-SURFACE RENTAL TOOLS & EQUIP S 69.960 0 Cof 69,960} -
103 | SURFACE RENTAL TOOLS & EQUIP (incl. foam/airw| = of - " 5000 0 ©.5,000
104 COMPL-DOWNHOLE RNTL TOOLS & EQ N ol 1,000 ) 1,000
104 | DOWNHOLE RENTAL TOOLS & EQUIPMENT 232 - 0 "0 22,320
109 ° | DRILL-OTHER MATRLS & SUPPLIES 1 nseef 0 ol 1,500

| 109 | OTHER MATERIALS & SUPPLIES = ' 0 2,000 0 2,000
201 DRILL-WELD, ROUTABOUT & OTHER - - 17,000 0 k)5 17,000
201 | WELDING, ROUSTABQUTS & OTHERSERY [~ o] ° 5000 0 5,000
202 | COMPL-DIRT WORK & HEAVY EQUIPN ol . 2,500 0 o 2,500
202 | DIRT WORK & HEAVY EQUIPMENT 4,800 0 0 4,800
203 DRILL-TRUCKING & HOTSHOT o as000f - of "0 15,000
203. - | TRUCKING & HOTSHOT R ' o] 4,500} o 4,500
251 | CEMENT & CEMENTING SERVICES .. “23000] 83,000 o 106,000] .
254 | FLOWBACK EQUIP-TESTING SERVICES 1 - ef 10000 0 10,000}
255~ | LOGGING ' N 0 25,000 0 25,000 -
257 | DRILL-OPEN HOLE EVALUATION o} 120800 0 0 " 120,800
259 | CASING & TUBULAR SERVICES . 9.000 0 0 " 9,000
261 | COMPL-MISC.PUMPING SERVICES | ol 5000 0 5,000
263 . | DRILL-FLUID DISPOSAL 75,000 ©oof "o 75,000
263 | FLUIDDISPOSAL = » B 8,500 0 8,500
265 STIMULATION&GRAVEL PACK _ S 0] 200,000 S0 200,000
269 © | COMPL - CONSULTANTS 1 0] . 15000f 0 15,000
269 | CONSULTANTS ' 45000 0 -0 45,000
281 | COMMUNICATION SERVICES _ - 1,800 0 0 1,800
302 DRILL-WATER o o 38.000f 0 0 38,000

302 |waTeER ' o} 8,500 of. 8,500
306 . - COMPL-OTHER POWER&FUEL 0 1500 0 1,500

- Please mcludelattach well rcqulrement data wnh ballotEXH I BIT A
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oas __
o ...
} ] . 20 N. BROADWAY, SUITE 1500, OKLAHOMA CITY, Ok 73102
e o AUTHORITY FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE
AFENO.: 126323 . County/Parish:  Eddy
Lease Name - Well #  Hackberry 31 State 2 State: New Mexico
Legal Description: SE/4 Sec. 31-T225-R26E Prepared By:  Abbitt, Wyatt
AUTHORITY REQUESTED T0:
Drill and c9|nplete f.he. Hvackbe:n'y 31 State #2.
Intangible Driing | Completion | Dry iote “Total -
Codc o . » o
Description Costs Costs - Costs Costs -
306 | DRILL-POWER & FUEL 74,250 .0 ' 0 74,250
501 . | PULLING & SWABBING UNITS 0| 50000 0 50,000
503. | BACKFILL PITS/RESTORE LOCATION ~ 10,000 1,500 0 11,500
552 | DRILL-SAFETY EQUIP & TRAINING 2,160 0 -0 2,160
559 | DRILL-ENVMNT & SAFETY MISC 1,080 ‘0 0 1,080{
711 | COMPANY SUPERVISION of : - 2,000 0 2,000
721 | COMPL- COMPLETION OVERHEAD 0 " 1,500 0f 1,500
895 | DRILL-TAXES -OTHER IDC 169,775 0 0 169,775
" Total Intangibles 1,754,930 507,500 ] 2,262,430
R : .Tnngible—— 'Drilling Completion DryVHolé Totat ‘
Code o ' ) .
Description . Costs Costs Costs Costs
190t | SURFACE CASING 13,991 0 0 13,991
902 | INTERMEDIATE CASING 35776 . 0 C0f - 35776
903 - .| PRODUCTION CASING - 0 222,759 0 - 222,759
915 . | TUBING ' 0 70,000 0 70,000
925 | SUBSURFACEEQUIP 0 15,000 0 15,000
931 | WELLHEAD VALVES & EQUIPMENT - 9,000~ - 10,000 0 " 19,000
941 ' |TANKS .- - - "] - 30,000] o| 30,000
945" | TREATING EQUIPMENT 0 16,000 o 16,000|
961 | COMPL-LINE PIPEMETERS & FITTINGS 0] . 10,000 0 10,000] -
986 | COMPL-SURFACE-OTH TANG EQUIPMENT 0 10,000 0 . 10,000
Total Tagibles. . ' ' 58,767 - 383,759 0 " 442,526
TOTAL ESTIMATED COSTS _ 1,813,697 891,259 cofl 2,704,956

. Nole: Costs and participations sre generally estimates. Billings will be based on netual expenditures

WORKING INTEREST OWNER APPROVAL

o Cumphny. name:

| ?iﬁnlurg:

Print Name:

 Title:

Date:

'.Eﬁml:v —

Please include/attach well requirement data with ballotEXH I BIT A
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EXHIBIT “B”
Attached hereto and made part of that certain Letter Agreement dated January 9, 2008
between Devon Encergy Production Company, L.P., McContbs Energy, LLC, and
Premier Oil & Gas, Inc.

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

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

January 1 , 2008

yewr

OPERATOR Devon Encrgy Production Company, L.P.

CONTRACT AREA _All of Scction 31, and W/2 of Section 32, all in

Township 22 South, Range 26 East

COUNTY OR PARISH OF Eddy STATE OF New Mexico

COPYRIGIIT 1982 - ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLLEUM
LANDMLN, 4100 FOSSIL CREEK BLVD. FORT
WORTH. TEXAS, 76137-2791.  AFPROVED
FORM. AAPL. NO. 610 - 1982 REVISED

EXHIBIT A
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AAPL.FORMG610-MC  _TORM OPERATING AGREEMENT - . .2

OPERATING AGREEMENT

THIS AGREEMENT, entered into by und between Devon Energy Production Cowpany, [P,

. hercimaiter desi, d and

referred 1o as “Operator”, and the signatory party or parties other than Operator, sometimes hereinatier referred w individually heren

as “Non-Operator”, and collectively as “Non-Operators™.
WITNESSET1E

v and/or ol and gas interests in the fimd identified in

WHEREAS, the partics to this agreement we owners of oil and gas leas
Lixhibit “A”, amd the partics hereto have reachied an ngreement 1o explore and develop these feases and/or oil and gos interests for the

production of vil and gas 1o the extent and as hereinafier providad,
NOW, THEREFORE, 1t is agreed as fullows:

ARTICLE I
DEFINITIONS

As used in this sgreement, i following words and tenms shall have the meanings bere asciibed o tem:

A, The tenm “oil and gas” shall mean wl, gas, casinghead gas, gus condensate, and all other liguid vr gascous hydrocarbons

and other masketable substances produced therewith, unless an intent to limit the inclusiveness of this term s specifically stated.
B. The ters “oif and gas lease”™, “lease™ and “l:aschold” shall mean the oil and gas leases covenng tracts ol land
tying within the Contract Arca which are owned by the partaes to this agreement.
C. The term “od and gas interests™ shall mean unleased fee and mineral mictests in tracts of daml dying within (he

Contract Arca which are owned by parties (o this agrecment.

D. The wem “Contiact Area” shall mean all of the Junds, oil and gas leaschiold interests and oil and gas interests intended to be
developed wad operated for oil and gas pury under this agr Such lands, oif und gas leaschold interests wad oil and pas interests
are described in Exhibit “A™,

E. The teom “drilling unit” shall mwan the arca fixed lor the drifling of une well by order or qule of any stae or
federal body having authority, 11 a drilling unit is not fixed by any such rule or order, u drilling unit shall be the drilling unit as establish-
«d by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The teem “drillsite” shal) mean the oil ind gas lease or interest on which a proposed well is to be located.

G. “The terms “Drilling Pasty™ and “Consenting Patty™ shall mean a parly who agrees w join in and pay its shaie of the cost of
any operalion conducted under the provisions of this agreement.

15 The terms “"Non-Drilling  Party” nd “Non-Consenting  Party™ shall mean a party who clecls pot Jo  parlicipaie
in a propuscd operation,

Unless the context otherwise clearly indicates, wo'ds used in the singular inchube the plual. the plural includes  the
singulur. and the neuter gender inctudes the masculine and the feminine.

ARTICLE Il
EXHIBITS
The following cabibns, us indicated below and attached hereto, are incorporated in and miade a pat hereot?
B A Exhibit A", shall include the fullowing information:
(1) ldentilication of Jands subject Lo tis agieement.
(2) Restrictions, 1t any, as to depths, formations, or substances,
(3) Percentages or [ractional interests of pagtics Lo this agreement.
(4) Oil and gas feases andfor oil and gas inlerests subject to this agrecment,
(5) Addresses of partics for notice purposes.
B—-—B-Exhibit=B~-Korm of Lease:
@  C. Exhibit “C". Accounting Procedure.
@ D Exhibit 13", lnsurance.
E. Exhibit "E”, Gas Batancing Agreement.
& F.Exhibit “F", Noa-Discrimination and Cestification of Mon-Sepregated Facilities.
O-—G-Eahibit=G~Tux-Rartnership:

If any provision of any exhibit, except Exhibits "L and—G*—is incouswstent sith wiy provision containied mi the bady

of this agreentent, the provisiuns in the body of this agreement shall prevail.
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ARTICLE L
INTERESTS OF PARTIES

A, Oil aud Gus Interests:

i any purty owns an ol and gas interest in tie Contract Area, that interest shall be frented for all purposes of tns agreement
and Juring the term hereof as if it were coverad by the form of oil and gas lease attached herclo as Exhibit “B”, and e owaer thereof
shall be deemed to own buth the royalty interest reserved in such fease and the interest of the lessee thereunder.

8. Interests of Parties in Costs and Production:

Unless changed by ather provisions, all costs and lisbilitics incurred in eperattons under this agreement shall be boroe and
paid, snd all cquipment and materials acyuired in operations on the Comract Area shall be owned, by (e partics as ther interests are set
torth in LExhibit “A”. In the some masner, the partics shall alse own all production of oil and gas From the Contract Arca subyect to the

paymient of royaltics to the extent of’ one-eighth (1/8") which shall be borne as hercinatter set forth.

Regordiess of which panty has conuibuted the lcase(s) and/or ol and pas mtesesi(s) hereto on which royalty is due and
payable, cach pinly entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, o
cause to be paid or defivered, 1o the extent of ity interest in such production, the soyally amount stpulated hereinabove mid shall hold the
other parties free from any Kability therefor. No party shaff cver be responsible, however, on a price basis higher than the price recenved
by such puly, t any other panty's lessor or royalty owner, and il" any such other paity’s lessor or royally owsnier should demand ol
recerve settlenent on a higher price basis, the party contribut ng the affected lease shall bear the additional royalty burden uttributable o

such hagher price.

Nothing contained in this Anticle 111.8. shall be 1 an assi OF CTuss-ussig of covered hachy.
€. Excess Royalties, Overriding Royalties and Other Pay ments:

Unless chunged Ly other provisions, il the interest of any party i any lease covered hereby is subject to any royalty,
vvernding royally, production payment or other burden on production in exeess of the amount stipulated in Articie 1L, such party so

burdened shall assume and alone bear all such excess obligations and shall i ify und hold the other partics hiereta hatmiess from any

and all claims and demands for payment asseried by owners of such excess burden.
D, Subsequently Created Interests:

it any party should hercafler create an overriding royalty, production payiuemt or uther burden pavable vut of praduction

¥ pary . e Jn)ud )IS,IRH rec,nra J, Vith t‘) ounty ('lh-rli of fdu 3 (‘f unty, Nv'\,\' Meyicu
attnbutable to sts working interest heseunder, or it such a burden existed prior to this agreement 7 and 15 ot set ?um n *:Nhlhll AT o
cution of this agreement by all parties, or is not a gointly achnowledged and

was not disclosed i writing to all other parties prior w tie ex

accepted vbligamtion of all parlies (any such interest being hercinsfer referred to as “subsequently created inter inespective o the
timing of its cieation and the party out of whose working imerest the subsequently created interest is derived being heremalter referred

1o is “hurdencd party™), wid.

t. A the burdencd party is required under this agreement Lo assign of relinguish to any other party, or parties, all or a ponion
of its working inlerest and/or the production atiributable thereto, sand other party, or parties, shall receive said assigmment and/or
production free and clear of said subsequently created interest and the burdencd party shall indemmty and save said other party,
or putties, haruless from any and af) claims and demands for payment asserted by owners of the subsequently acated inteiest:

and,

s chargeable hereunder, all provisions of Aticle VILB. shall be

2. Ir the burdened party (ails to pay, when due, its share of expar
enturceable against the subscyuently created interest i the sume sinner as dey are enforecable against the working interest ol

the burdened party.

ARTICLE 1V.
TITLES

A, Titde Examination:

Title examination shall be made on the drillsite of sy propused well privt 10 commencement of drifling operatons or. 1l
the Drilling Parties so request, title examination shall be made on the leases ind/or ofl and gas interests included, or planned 1o be includ-
cd, m the drilling unit around such well. The opinion will include Bie owaership of the working interest, minierals, royalty, overnding
royalty and production payments under Whie applicable leascs. At the time a well is proposed, cach party contributing feases ad'or oil wid
gay inlerests (o the drillsite, or 10 be included in such drilling unit, shall furnish o Operator all abstracts (including fedenal lease statos
reparts). title opinions, title papers and curative material in its possession free of charge. All such mformation aot in the possession ol or
made available to Operator by the partics, bul necessary for the examinstion of the title, shall be obtained by Operator. Operator shall
cause Litle to be examined by sttorneys on its staff or by outside uttomeys. Capies of all title vpintons shall be furnishied 1o cach party
hereto. The cost incurred by Operator in this title program shall be borne as {oHows:

O  uption No_I: Costs incurred by Operator in procuing abstrocts and title examination (including preliminary, supplementat
shut-in gas royalty opiniuns and division order title opinions) shall be a purt of the administrative overhead as provided m £

and shall not be a direct charge. whether performed by Operatur’s statl attorneys or by vutside atlotnes s,

..
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ARTICLE IV
continued

@ Option Ne._2; Cosls incurred by Operator in procaring absteacts and fecs paid outside attomeys for title examination

{including preliminary, suppl 1, shut-in gas royally opinions and division vrdee title opinionsy shall be bome by the Drilling Pastics
in the proportion it the interest of cach Drilling Panty bears (o the towl interest of all Drilling Partics as such interests appeir in Ex-
Libit “A™. Operator shull make no charge for services renderzd by its stall attorneys or other persennet in the performance of the above

functions.

Euach party shall be responsible for sccurivg curalive matter and pooling amendments or agreements required in- connection
with leases of oil and gas interests contributed by such party. Operator shall be responsible for the prepuration wnd recording ol pooling
designations or declarations as well as the canduct of hearing: before governmental agencies fur the seeuring of spacing or pooting orders.
This shall bot prevent any party from appearing on its own behalf at uny such hearing,

No well shall be dritled on the Contract Area kit after (1) the title to the drillsite or drilling unit has been examined as abuve
provided, and (2) the title bas been approved by the examinag atorney or title has been aceepted by all of the partics who are 10 par-
ticipate in the drifling of the well.

. Loss of Title:

—— | Fuilure-6—Tille:—Should-any—oil-and—gas-interast—or—lvuse-or—invreshereinbetastthrough-failure-e il which-Joss—resuls—n-a
redustion-of—ntemst thil—sh on-Exhibit—A"_the-party-contribuling-the-afecled-lease—or—intorest-sholl-havo-nincly-(90)-duys
from-final« inuk f-title-failure- to-acquire-a-new-leuse ther—instrument curing-the-citirety-of-the—titlo-fuilure—which-acquisi-
tion-will not-| be—suh;esi—tMmslo—WH—B—and fatting-to-do-se;-this-agr heless—shall H in-fi s to-alh-renmaining-oi

and-gas-leas d-i 1}

and-gas g

—(u)—l1w—pur., I il and-gus—tease-orimerest-is-afte by—dw—mle—(aﬁuw—shalI—beai—«lmw—dwwlne—kms—mm—u—shall—mu4)0

tidud-1 rom-Op the-otk ," Fy-devel OF 1 sts-which--niny-have-i fore-paid-or-incurred;

b4 hall-be-ne-additionaHiabitity-on-it oﬁ}ewammw%ﬁeme&e[—sw:!zﬂallure
—{b)—Hhereshal-b i dj ineur n.d—aHewnueHew1wd -trom-the-vperation-ofF-the-interesi-which has
I Sosi—hu-8 oY) cliarfth L ahatl by | o s ig— 'y uN-"l“e’“‘l.‘i 7 1 . ‘It\-lll)t Hha-titlo-£ail hus o

Been-wsks v P AZe-DasIS:

sutred ~so-that-the-interest-of-the-party-whese- interest—is-affested-by—the-tithe-failure will-th fler—be-reduced-in-the-Gamrast
Area-by-the ameuntof-the-interest-lost;
—(u)—ll—ﬂw—proponu. to—interast-of—the-other—mries—herelo—n—any—f i el e drifled- Gﬁ—M—kalmbl——Ared—ﬁ‘

d-by- sON-0l-the

fail " t J title—has—ailod-shall-receive-the } ibutable—to-the— s

terest{less~costs-and-burd ibutable4hereto)-until-it-has-been—reini d d-vusts-paid-by—i-i jon-with-suel
wedl:
- ——4d p—Should-any—pers t-3-party—to-—this—ap who-is—4 ined-to be b wined ok-any-interesi—in-the-tithe -winch has

Failed-puy-in-any y-pari-of-the-sest-of- jen—devel i such-amount-shull-be-paid-lo-ie-party-or-purties
ha-bore-i a7 il casco-refanded:

————(e)—mly—ﬁabilit, 1 to—a-thi |" & ¢ t i f Juoti Euil-and piss Hicl-nrises hy y —titbe—Tail hall-be

1 Py} it ries—wi stle-failed-indh ionsinawhich 8 shared-in-such-nri fuetion—and
s b PRy T Llah 3 Y ] T d

LO-Ns- charee-shall- ade—to-His-ioint fordepab fe s aliE e —i -G s His-the—dule £ the 44t 1
£ e hie-joiht B f S 14 Hitorest
4

teach-shall-defe

artv-hereto— i H {
Y- aRY-PIRy-heTelalk & PRI h

vonneelion-therowith:

——2—Loss-by--Non-Paynent—or—Lrroneou: &ﬁnau—oi—f\mounwu& H—through—mistake—of sighiz—utry tak—shut- It

iR It wall - Haid-aris Iy nard—and 1-a-Juas. interes-therain-
pay 3 foyaily yaHy-pay & i y-§ 7 41085 therein-tor

there-shall-b liabilit inst—) 5t fro-failed-4o-make-such Haluss-th artv-who-1ailed— ho-th ired
4 + ¥ Y-85 Py ta SHSH-Pay 2 heprarty 2k i
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pay -A-Hew-| st 5 Y-H-day PYely U

proper-paymoit;
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hisl TS OR-WiIH—H0t - bieci-to-AsticloVIH-B—ihei of ) Aias-shailbe §sudd o
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3. 1. Other Losses: All losses incurred, other—than-those-set forth in Articles 1V.B.}. and 1V.B.2—ubove, shall be joint losses
and shall be bome by all partics in proportion to their intercsts. There shall be no readjustment of imerests in Lhe remaining portion of
the Contract Area.
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ARTICLE V.
OPERATOR
A, Designation snd Responsibilities of Operator:
Devou Energy Production Company, L.I" shall be the
Operator of the Contract Arc, ond shalt conduct and discet aid have ful) control of all operations on the Contract Ares as pepnitted and
requared by, and within the limits of this agreement. 1t shall conduct all such operations in o goud and workmanlike manuer, but it <hall
have no habilny as Operatos o the other parties for losses J or hatwl except such as may resull from gross

negligence of willlul misconduct
B, Resignation or Remuval of Operator and Selection of Suecessors

|, Resignation_or Remuval of Operator;  Operator miy resign at any time by giving written notice thercof 1o Non-Operatons
If Operator tesminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capuable ol serving as
Operator, Operator shull be deemed 1o have resighed without any action by Nun-Operators, exeept the scleclion of a successor. Operator
way be removed if B fails of refuses to carry out ils duties hurcunder, or becomes solvent, bankrupt or is placed in receiveeship, by the
altirmative vole uf two (2) or more Non-Opcrators owning 8 majority interest based on ownership as shown on Lxhibit “A™ remaining
after eacluding the voling interest of Operator. Such resignation or removal shall not beeome cifective until 7:.00 o'clock AR oo the
tirst day of the calendar month following the expiration of nisety (90) days afier the giving of notice of resignation by Operater o uction
by the Non-Uperators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an catdivs
dute. Operatos, after effective date of resignation or semoval, shall be bound by the rms hercol as @ Non-Operator. A change of a cor-
porale nashe or structuie ol Operator or transfer of Operatur’s interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Selection_of Suceessor Operator;  Upon the wesignation or removal of Operator, a successor Operator shall be selecied by
the partics. The successor Operator shall be sclected Irom the parties uwning an interest in the Contract Arca at the time such successor
Operator is seieeted. The successor Operator shall be selected by the aflimuative vole of two (2) or mose parties owning & muganty interest
based on ownership as shown on Exhibit "A™; provided, however, it an Operator which has been removed Tails w vote or votes only to
succeed iself, the successor Operator shali be sefeeted by the alfinmative vole of two (2) or mose parties owning a majority interest bised
on ownership as shiown on Exhibit “*A” remaining after excluding the voling interest of the Qperator that was removed.

C.  Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Op ertor, aod all such eimpluyees shall be the employees of Operitor

. Drilling Contracts:

All wells driled on the Coniracl Arca shall be drilled on a compelitive contract basis al the usual rates prevailing i the arca Ut @ so
desires, Opcerator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the previnling
rates in the wrea and Uie rate of such charges shall be agreed vpon by the parues in wrting before drilling operations are commenced, and
such work shall be performed by Operator under the samie terins and conditions as are customary and usual in the area in contracts ol in-

dependent contractors who arc doing work of a similar nature.

ARTICLE VI
DRULING AND DEVELOPME

A, luoitial Welk:

On or befue the Ist day of February L ocary 2008 Operator shall commence the dritling ol a welb do
oil and gas at te oliowmg location: 920" FSL & 1310° FEL of Section 31-T228-R26E, Eddy Cuounty, New Mexico

and shall Urerealter continge the drilling of the well with due diligenee to 3 depth sufficient to lest the Morrow formation, expreted to
require drilling to a depth of approximately 11,675 feel

unless granile or other practically imp able sul or lition n the hole, which renders further drilling impiactical, is en-

conntered at 8 lesser depth, or unless all parties agree to complele or abandon the well at a lesser deplh,

Operator shall make reasonable tests of all formations cncountered during drilling which give indication o contaming wl and

it to test, unless (his agreement shall be hmited in its application tv a specific formation o formations, i which

sas in quantitics sutfic
event Operator shall be required to test only the formation or fo mations W which this sgreement may apply.
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ARTICLE VI
coentinucd

i,

in Operator’s judgment, the well will not pioduce oil or gas in paying quantitics, and it wishes o plug and abandon the

well as a dry hole, 1the provisions of Article VLE. 1. shall thereafter apply.

B.  Subsequent Operations:

1. Proposed Operations:  Should an) pmy he 'lu desite o drith any well on the Contract Area other than the well provided
tor in Article VLA, ur to rework. deepen, I or plh,’,“b‘m ] er ﬁlulc drlled at the juint expense of allgamcs or p well jointly owned by all
the parties and not then producing in paying quantities, the party desiring W drill, rework, decpen, / or plu: “a‘c‘ﬁ stut{h| .}‘wcll shall give the
other parties wrilten notice of the proposed operativn, specifyig the work to be performed, the location, proposcd depth, objective toria-
tion and the estimated cost of the operation. The parties receiving such o notice shall have thirty (30) days alter reeeipt of the notice
within which to notify the party wishing (o do the work shether they clect o partici| mlc in the cost of the propused opetation. I i drill-
ing rig is on location, notice of a propusal to rework, plug back, / n}t ,(llll it‘j;:r‘nfd) hL‘LlVCII by telephone and the sesponse period shall be
limited 1o forty-cight (48) hours, exclssive of Satwrday, Sunday, and fegal holidays. Failure of a party receiving such notice to reply within
the perivd shove fixed shall constitute an ¢lection by thal purly not to participate in the cost of the proposed operation. Any natice or

response given by telephone shalf be promplly confirmed in writing.

1f all partics elect Lo participate in such a proposed ope ation, Operator shall, within nincty (90) days alter expiration of the notice
period of thirty (30) days (or as premptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig s on loca-
tion, us the case may be), actually commence the proposed operation snd complete it with duc ditigence at the risk and expense of all par-
ties hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
for a puriod of up to thinty (30} additional days if, in U sule opinivn of Operator, such additional time is r bly necessary (o obtain
permits from govermnental authorities, surface rights (including rights-of-way) or appropriate drilling cquipment, or to complete title ex-

ing the force maj provisions of Adticle X1, il the

amination or curative matter required for title approval or acceplance. Notwil
actual operation has ol been commenced within the time provided (including any cxtension thereof as specificully permitted herein) and
il any party hereto still desires to conduct said operation, writ.en nolice proposing same must be resubmitied 1o the other partics w accor-

dance with the provisions hercof as if no prior proposal had bee 1 made.

2. Operalions by Less than All Partics: Il any party receiving such notice  as provided in Article VI.B.1. or VILD.I. (Option
No. 2) elects not to participale in the proposed operation, then, i order to be entitled to the benefits of this Article, the parly ur pastics
giving the notice and such other partics as shall elect o participate in the operation shall, within ninety (90) days after the c\ptr.mun ol

the notice period of thinty (30) days {or as promptly as possible atler the upnmlmn of the forty-cight (48) hour period when a drifling
on lecation, as the case may be) actually cc the propcsed vp and plete it with due diligence. Operator shall perform all
work for the account of the Consenting, Pasties; provided, hovaever, if no drilling ¢ig or other cquipment is on location, ad i’ Operata is
a Non-Conscnting Party, the Consenting Partics shall cither: a) request Operator to perform the work required by such propused vpura-
tion for the account of the Consenting Parties, or (b) designat: one (1) of the Consenting Parties as Operator o perform such woik. Con-
senting Partics, when conducting operations on the Contract Arca pursuant to this Article VLI.2., shall comply with all terms and con-

ditions of this agreement.

11 less than ali parties approve any proposed operation, the propusing party, i liately afier the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its 1ccomniendation as
to whether the Consenting Pasties should proceed with the operation as propused. Each Cousenting Party, within forty-cight (48) hours
{exclusive of Saturday, Sunday and legal holidays) afler receipt of such notice, shall advise the proposing party of its desire 1o () limit par-
ticipation {0 such party's interest as shown on Exhibit "A™ ar (b) cany its proportionate part of Non-Consenting Parties’ interests, and
failuse to advise the proposing party shall be deemed an clection under (a). In the event a dritling rig is on location, the tme permitied for
such a respense shall not exceed a total of forty-eight (48) hours (inglusive of Saturday. Sunday and legal holidays). The proposing party.
at its clcction, may withdraw such proposal if there is insutficient participation and shall promptly notify all partics of such decision.

‘The eotire cost and risk ol conducting such operations shall be bore by the Consenting Parties in the proportus they have
clecied 1o bear same under the termis of the preceding paragraph. Consenting Parties shall keep the lcaschold estates involved in such
operations [ree and clear of all fiens and encumbrances of every Kind created by or arising from the operations of the Conscnting Partics.
A such am operation resulls in a dry hole, the Conscnting Purtics shall plug and abandun the well and restore the surlace location at their
sole cost, risk and expense. I any well drilled, reworked, decpesied or plugged back under the provisions of this Article results in a pro-
ducer of oil andlor gas in paying quantitics, the Consenting Parties shall complete and ¢quip the well to produce at their sule cost and risk,
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ARTICLE VI
conlinued

and the well shall then be turned over to Opetator and shall be operated by it al the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, rewerking, deepening or plugging back of uny such well by Consenting Parties

in accordance with (he provisions of this Article, cach Non-Uonsenting Party shall be i 10 have relinquished to C ing Parties,

and the Consenting Partics shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therelro n until the proceeds of the sale of such share, catenlated @t the well, or
market value thereof if such share is not sold, (afler deducting production taxes, cxcisc taxes, woyally, vverriding royalty asd other in-
terests not excepted by Asticle [1L.D. payable oot of or measured by the production from such well accruing with respect to such interest
until it revens) shail equal the tutal of the following:

(a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surfuce equipmient beyond the welthead
consections (including, but not limited to, stock tanks, sef treaters, pumping equif and piping), plus 100% of cach such
Non-Consenting Party’s share of the cost of operation of the weil commencing with first production and continuing until vach such Non-

Cor ing Party's relinguished intercst shall severt 1o it under other provisions of this Article, it being agreed that cach Noi-
Consenting Party's share of such costs and cquipment will be that interest which would have been chargeable w such Non-Consenting
Party had it participated in the well fromn the beginning of the operations; and

b 300 ___ % of lhat portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
aller deducting any cash contribulions received under Article VI11L.C., wnd 300 % of that portion of the cost of newly scquired equip-
ment in the well (to and including the wellbead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein,

X . . - tidclrxcking X i L. .
An clection not to participate in the drilling, / or the decpening of a well shali be deemed an clection not to participute in any re-

working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent clection applicd that is
conducted at any lime prior w Jull recovery by the Consenting Parties of the Non-Consenting Party's recoupnient account. Aiy sueh

reworking or plugging back operation conducted dusing the recouy period shall be deemed part of the cost of vperation of said well

and there shall be added to the sums 10 be recouped by the Consenting Pastics one hundred percent (100%) of that portion of the custs of
the reworking or plugging back operation which would have been chargeable 10 such Non-Consenting Party had it participated thesein. 1
such a rewarking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB, shall be ap-
plicuble as between said Consenting Partics in said well.

During the period ol tinic Conscnting Parlies are ontitled o receive Non-Consenting Party's share of production, or the
proceeds Ltherefrom, Consenting Partics shall be responsible for the payment of all production, severance, excise, gathering und other
taxes, and ol royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
ticle [H.D.

In the case ol any reworking, plugging back or decpe: drilling operation, the Consenting Partics shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, tut the ownership of all such equipment shall remain unchanged; and upo
abandonment of 2 well after such reworking, plugging back or deeper drilling, the Consenting Parties shall accownt for all such equip-
ment o the owners thereof, with each party receiving its proporiionate part in kind or in value, less cost of salvage.

Within sixty (60) days afler tiie completion of any operation under this Article, the party conducling the vperalions for the
Consenting Parties shall furnish cach Non-Consenting, l'i{(ly .\:(ilh an inventory of the equipment in and connected to the well, and sn
N . - . Sidetricking . . .. . .
itemized statement of the cost of drilling, deepening, / p'uggmg b§ck. testing, completing, and cquipping the well for production; or, at its
of hly bill-

tovaited

option, the operating party, ib licu of an itemized statement ol such costs of operation, may submit a
ings. Each month thercafler, during the time the Consenting Panties are being reimbursed as provided above, the panty conducting the
operations for the Consenting Parties shall fumish the Nun-Consenting Parties with an itemized statement of all costs and Labilities in-
curred in the operation of the well, her with a of the quantity of oil and gas produced from it and the smount of procecds
realized from Lhe sale of the well’s working interest product'on during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Partics shall use indusiry sccepted methods such as, but not limited to, setering or periodic
well tests. Any amount realized from the sule or othier dispesition of cquiptient newly scquired in connection with any such operation
which would have been owncd by a Non-Consenting Party had it participated thercin shall be credited against the totad unreturned cosls
of the work done and of the equipment purchased in deteryining when the interest of such Non-Consemting Party shall revert to it as

above provided; and if there is a credit balance, it shall be paid 1o such Non-Consenting Party.
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ARTICLE V1
continued

If and when the Cunsenting Partics recover from a Non-Consenting Party's relinguished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Patty shall automaticully revert to it, aud, from and afler such reversion, such Non-
Counsenting Party shadl own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would lave been entitled 1o had il participated in the diilling, reworking, decpening or plugging
back of said well. Thereafler, such Non-Consenting Party shall be charged with and sliall pay its proportionaie part of the funher costs of
the operation of said well in accordance with the terms of this agreement und tie Accounting Procedure attached hercio.

Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without thie mutual consenl of all parties, no wells shall
be completed in or produced from a source ol supply from which a well lucated elsewhere on the Contract Area is producing, unless such

well conforms 10 the then-existing well spacing pattern for such source of supply.

The provisions of this Anticle shall have no application whatsuever to the drilling of the ipitial well deseribed in Article VLA
except (@) as to Article VILD.L. (Option No, 2), if selected. vr (b as to the reworking, deepening, 7|z‘1].||t¢ir|;1llcukgl£§lg back of such initial well
afier il has been drilled 1o the depth specified in Article VLA if it shall therealier prove 16 be a dry hole or, if initially completed for pro-
duction, ceases Lo produce in paying quantitics.

3. Stand-By Time: When a well which bas been driffed or decpened has reached its authorized depth and all tests lave been
completed, and the results thereol” furnishied to the partics, stand-by costs incurred pending response 10 a parly’s nolice proposing a
reworking, decpening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

d wlieh

ing operation just completed. Stand-by costs subsequent to all partics tesponding, or expiration of the sresp tinic | 5
{irst oceurs, and prior lo agrecment as to the participating i ts of all Co ing Partics p 10 the terms of the sccond gram-
wmaticad paragraph of Article V1I.B.2., shall be charged to and borne as part of the pruposed operation, but if the proposal is subsequently
withdrawn because of insuflicient participation, such stand-by costs shall be ail } between the C ing Parties in the proportion
cach Consenting Party's intcrest as shown on Exhibit “A” bears to the total interest as shown on Exhiibit “A”™ of all Consenting I'ar-

tics.

4, Stdetrackitg:  Except as hereinaller provided, those provisions of this ags pplicable to 2 “deepening” operation shall
also be applicable to any proposal to directionally control and intentionally deviate & well from vertical so us to change the bottom hole

location (herein call “sidetracking'), unless done o straighten the hole or o drill around junk in the hole or because of other
mechanical difficulties. Any party having the right (o pasticipate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proporlionate share (cqual
(o its interest in the sidetracking operation) ol the value of that portiun of the existing well bore to be utilized as follows:

(a) If the proposal is for sidctracking an existing dry hole, reimburscment shall be on the basis of the actual cosls incutred in

the initial drilfing of the well down to the depth an which Wie sidetracking operation is isitiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
sulvable materials and eyuipment down 10 the depth at which the sidetracking operation is initiated. determined in accordance with e
provisions of Exhibit “C”, less the estimated cost of salvaging aad e estimated cost of plugging and abandoning.

In the event thal notice for # sidetracking operation is given while the driliing rig lo be wtilized is on location, the response period
shai) be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, iowever, any party may request and
receive up to eight (8) additional days aller expiration of the forty-cight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than ane party elects 1o take such additional time to respond (o the notice, sland
by costs shall be allocated beiween the parties toking additional time to respond on a day-to-day basis in the proportion cach electing par-
ty's intcrest as shown on Exhibit "A™ bears w the total interst as shown on Exhibit "A” of all the clecting partics. In all other in-
stances the response period 10 a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Cach party shall ke in Kind or scparatcly dispose of its proportionate sharc of all oil and gas produced from tie Contract Arca,
exclusive of production which muy be used in developmen. and producing operations and in preparing and treating oil and gas for
wrarketing purposes and production unavoidably fost. Any cxtra expenditure incurred in the taking in Kind or scparatc disposition by any

tvtakiiip-is—share—of- fuction-in-tuind-shath-3

party of its proportionate share of the production shall be borne by such party. Any-party B § it-Fetnd-shatt-be
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continved
tequined (o-pay-foronhy-its-prepostionate-share-oF such-pan ol-Operaters surface-facilities whish-it
Lzach party shall execute such division orders and as may be y for the sate of 1ts nterest @ production tram

the Contract Area, and. except as provided in Artrele VIEB., shall be entitled to reecive payment dircetly from the purchaser theicol dor

its share of all production.

- in the event-any-party-shall-{ail-w make th I3 y-to-take-in-Kind orseparstely-disy pntivaate shae of
lhe-oit produced-rom—the-Centrasi-Arca—Operalor shul-have-the-right-subjec-te the-rovocativn-at-wil by—the-party-owsing it but ni
the-obligation-to-purch such-gil-oF sell-it-to-uthers-at-uny-timeund-from-lime-to-time —for-th L-of-tive non-tuking pimty ol the
best price-obtainable-in-the—area—orsuch-production. Any-such-purcl sale by Operator shull bi subject -always-to-the right ol {he
\»wmlﬂ»!'—{heﬂ)mduslien—&e-exﬂeiso—m—any4im:~ its right o take-in-kind—-orseparately—dispose-of—its—s ol-all oil not previously
Juli J t a-purchaser-Any-purchuse-orsale-by-Opertor-oFany-other-| panv—s share-of-oil-shall-be-enly{for—such hlepenods-of
Lie-0s- o s with-the-mini needs of the indusiry-undes—the-§ lar—ei but eni-fi period ACESRS

of one (1 )year

In the event ofte of More panies’ separate disposition of 1l shire of B gas causes split-steam debveries o sepanate pipehines andror
defivertes wiich on 1 day-to-day basis for any reason are not sxactly equal to a parly’s respective proporttonate share of wital gas sales to
be allucated {o 1t the balancing or du.mmlm], beiween the respective accounts of the parties, sh1l| by w accordaitee with any pas balanung
agreenient between the partics hereto, / heti such an agl is bed as Exhubit “E” / ur 15 a SEPArate agreciient.

D.  Access to Contract Arca and [nformation:

tach panty shall have access o the Comtriact Arca st all ressonable times, al its sole cust wul risk to inspect or vhserve operations,
and shall have access at reasonable times Lo information perlaining to the development or vperation thereof, including Opeiater's buoks
and records relating thereto. Operator, upon request, shall furnish cach of the other paortics with copics of all forms or repots liled with
govenmental agencics, daily drilling reports, well logs, tank tibles, daily gauge and run tickets and reports of stock on hand at the first ul
cach month, and shall makc available samples of any cores or cultings taken from any well dnlled on the Contract Ares. The cost al
gathering and fumishing information o Non-Operator, other than that specificd above, shall be charged to the Non-Operator that 1e-

ruests the luformation,
E.  Abandonment of Wells:

1 Ah.md\\mn et of Dry Holes:  Except for any well deilled, / m J&cpulud pursuant W Article V182, any well which has been
diilied. £ or Jupcncd under the terms of this agreement and is proposed o be completed as a dry hole shall not be plugged and abanduned
without the consent of alt parties. Should Operator, after diligent cffort, be unuble to contact any party, or should any party fuil up!y
within {orty-cight (48) hours {exclusive of Saturday, Sunday and legal holidays) after reeeipt of notice of’ the propusal o plug aud abandon
such well, such party shatl be deemed Lo have consented 1o the proposed abundoninent. Alt such wells shalt be plugged and alkndoned in
iecordance with applicable regulations and at Ui cast, tisk and expense of the partics who participated in the cost of drilling or deepening
sucl well. Any party who objects 10 plugging and abandoniug such well shall have the right to take over the well and conduct fusther

aperations in scarch of oil and/or gas subject to the provisions ol Article VLB,

2. Abandonment of Wells that have Produced:  Except fur any well in which a Non-Consent operation Jiss been conducied
bercunder for which the Consenting Parties have nat been fully 1eimbused as hereins provided, any well which has been completed as o
producer shall not be plugged and abandoned without the consent of «ll parties. il all parties consent to such abandonment, the weli shall

be plugged and inn accordance with applicable regulations and at the cost, risk and expense of afl the parties hereto . 11 within

thirty (30) days after receipt of notice of the propused abandonment of any well, all parties do not agree 1o the abandosment of such well,

those wishing to continue its operation from the interval(s) of the formation(s) then open to pl’\)duulmll shalt teader 1o each of the otlwe
i 1 "

pautics s pmp(vmonulc share of the value of the well's sulvable material and equiy n aceordance with the provisions af’
Exhibu “C”, less the estimated cost of salvaging and the estimited cost of plugging and abandoning. Each abandoning party shall assign

the nun»ab:mdnning partics, without warranty, express or implicd, as w title or as to guantity, or fimess for use of the cquipment and
mierial, all of its interest in the well and related cquipment, iogether with its interest in the leaschiold estate as o, but only as to, lhe -
terval o5 intervals of the formation or formations then open to production. If the interest of the abandoning party s or includes an oil and
pas interest, stich paty shall execute and deliver to the non-abundoning party or partics an o1l and gas lease, hmited o the mterval ar -
tervals ol the formation or formations tlicn open to pioduction, tor a term of one (1) year and so long therealier as ol andor gasy is pio-
duced from the interval o intervals of the formation or fonaations covered thereby, such lease 1o be on the form attached s Exlibit

*  In the event aay party shall fail (o make the arvangensents necessary to take in kind vr separately dispose of its proportionate
share of the vil and gas produced from the Coutract Area, Operator shall have the right, subject to the revocation at will by the party
owning, it, but sot the obligation, to purchase such oil and pas or sell it to others in un arms length trunssction af any tine and from
timie to time, fur the account of the non-taking party amd Operatur will usc its best efforts to market Non-operator’s share of the vil
and/or gas on ghe same terms that Operator ninrkets its own share of such production. Auy such purchase or sale by Operator shall
be subject always to the right of the owaer of the production upon thirty (30} doys written notice tu exercise its right to take iu kind
ur separately dispuse of, its shure of all oil and gas not previously delivered to » purchaser. Any purchase or sule by Operator of nay
ather party’s share of oil and gas shall be only for such reasonable periods of time us arc consistent with the minimum uecds of the
industry under the particular circumstances, but in go even! for 3 period in excess of one (1) year.

Euch party clecting to take in kind or scparately dispose of its proportionute share of the production from the Cuntract Area
shall keep accurate records of the volume, selling price, ruyulty snd taxes refative to its share of production. Non-Operators shall,
apon cequest, furnish operator with true and complete copica of the records required to be kept hereunder wheneser, under the terms
of this agreement or any agreement cxecuted in connection herewith, it is necessary for Operator 0 obtain said inforsiation. Auy
informution furnished to Operator hereunder shafl be uscd by Operator only to the extent necessury 1o carry out its duties as
Operator aud shall otherwise be kept confidential.
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ARTICLE Vi
continued

“I8”, The assignments or leases so limited shall encompass the “deilling unit”™ upon which the well s located. The paymients by, and the
assigments or leases Lo, the assignees shadl be it a ratio based upon the relationship of their respective percentage ol pastiopation ur the

Cuntraact Arca to the aggregate of the percaittages of participa.ion in the Contiact Arca of all assignees. There shall be no seadjustment of

interests i the remaining portion of the Contract Area.

Thereafter, abundoning parties shall have no further responsibility, Hability, or imerest in the operation of or production fiom

the well in the interval or intervals Uren open ather than the royalties retained in any lease made under the tenns of this Anticle. Upon re-

quest, Operator shall continue 10 operate the pied well for the aceount of the ron-abandoning parties at the rates and charges con-

templasted by this agreement. plus any additional cost and cha-ges which may arise as the result of the wale ownership of the assigned

well Upun proposed abandonment of the producisty, intervabis) assigned or leased, the assignor or Jessor shaft then have the optn to

repurchase its prior interest in the well (using the samie valuation formuia) and participate i further operations therein subject 10 the po-

vistons hereol

3. Abandonment of Non-Consent Operattons;  The provisions of Arnticle VILE 1 ur VLE.2 above shall be applicabie as between
Comsenting Parties in the event of the proposed abandonment of any well excepied from said Arucles; provided, however, no well shall be
permancotly plugged and abandoned unless and umtil ull partics having the right to condiet further operations therein have been notficd
of the propused sbandonment and aflorded tixe apportunity 1o elect to take over the well in accordance with the provisiuns of this Article

VLE.

ARTICLE VI
DITURES AND LIABILITY OF PARTIES

A, Liability of Parties:

Phe liatality of the partics shall be several, not juint or collective. Each party shall be sesponsible only for its ubligations, and
shall be hable only for its propertionate share of the costs uf developing and operating the Contract Ares, Accordingly, the hiens grusted
wnong the parties in Anticle VILB. are given to sccure only the debts of each severally. I is pot the intetion of the partics (o vreate, nor
shall this agreement be construed as creating, a mming or other pannership or association, or (o render the parties liable as parers.

B.  Liens and Payment Defautis:

Lach Non-Operator grants to Operator a licn upon its il and gas rights in the Contracl Arca, and a sceurily interest in its shine
of o} and/ur gas when eatracted and its interest in i equipment, o secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit ™. To the estent that Operator has a security interest under the Uniform Commercial Code ol the
state, Operator shall be entitled to exercise the rights and remedies of a secured party wder the Code. The bringing of a suit and the vb-
winmg of judgment by Operator for the sceured indebtedness shall not be deemed an clection of remedies or othenwise aflect the hen
sights or sceurity interest as seeurity {or the payment thereof. in addition. upon default by any Non-Operator in the payment of its share
ol expense, Operator shall have the right. without prejudice to other rights or remedics, to cullect from the purchaser the proceeds trom
the sale of such Non-Operator’s share of vil and/ur gas until the amount owed by such Non-Uperator, plus interest, his been paid. Each
purchaser shall be entitled o rely upon Operator's wrilten seatement concerning the amount ot any defaull, Operatar grants a like lien

and sceurity interest to the Non-Opceralors to secure payment of Operatos’s propurtionate share of expeasc.

It any party foils or is unable 1o pay ils share of expense within sixty (60) days alter renditwon of a2 statement thercfor by
Operator, the nun-defuutting partics. inchiding Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the anterest of cach such party bears (o the interest of all such partics, Each party so paying its shine of the unpaid smount shall, 1o obtam
rembursement thereof, be subrogated to the sceunty rights described in the foregoing paragraph.

€. Paymenls and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and dischorge expenses incurred in the developom
aml operition of the Contract Arca pursuant to this agreemedt and shall charge cach of the parties hereto with theis respective propur-
tiomte shares upon the expense basis provided in Exhibit "t
showing expenses incurred and charges and credits made and received,

2", Operator shall keep an aceurate reeord of the joint account hereunder,

Operator, ot its election, shatl have the riglt from tme (o tine 10 demand and r

l[ ive from tic other parties payment in advince
x)lnpcmlmn‘ ither than ruulnlc mouthly
operations hereunder during the next suu.u.dmg,

ol their respective shares of the cstimated amount of the expense 1o be incurred in

month, which right may be exercised only by submission to cach such party of an itemized st uf such wgether

wills an invaiee for its share thereol. Lach such statement and inveice for the payment in advanee of estimated expense shall be subntted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate withu
{ifteen (15) days aficr such estimate and imvuice is teceved. I any party fails o pay its share of said estmale within sad tine, the amount
due shall bes
pense to e end that each party shull bear and pay ws proportionate share of actual expenses incuired, aind no more.

interest as provided in Lxhibit “C™ until paid. Proper adjustment shall be made monthly between advances and actual es-

. Limitation of Expenditures:

1. Drill or Deepen:  Without the consent of all partics, no well shall be drilled or decpened, except any well drilled or deepencd
pursuat tu the provisions of Article VL2, of this apreenient. Consent to the drilling or decpening shall include:

_y.
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ARTICLE VI
continucd

O Option No. 1; Al necessary expenditures for the dndling or deepening, testing, completing and cquipping of the well, including

neeessary w@ankage and/or surface tacilities.

& Qpuon No Al necessary expendsiures for the drilling or deepening and testing of the well. When such well has reachied s
authorized depth, and all tests have been completed, and the results thereof furnished 1o the parties, Operator shall give immediate notice
10 the Non-Operators who bave the night o patticipate in the completion costs. The pantws recaving such aotice shall have forty-aight
(43} hours (exclusive of Saturday, Sunday and legal holidays) n which t clect to participate w the seting of casing and the completion at-
wempt. Such election, when made, shatl include consettt to all necessary expenditures for the completing and equipping of such well, in-

cunstitute an clection by that party not 1o parlicipate in the cost of the completion attempt. I one or more, but less than all of the pasties,
clect 1o set pipe and to atteinpt a completion, the provisions of Article VEB.2. hereol (the plrase “reworking, deepening or plugging
baek™ as comtained o Article VL2 shall be deemed 1o inclnde “completing”) shall apply 1o the operations thercaller conducted by fess
than all partics,

2. Rework or Plug Back: Without the consent of all parties, no weli shull be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Anicle VILB.2. ol this agreement. Consait to the 1eworking or plugging back of a well shall

include afl Y dit n

g stuch operations and completing and equipming of siaed well, including necessary tankage
and’or surface facilitics.

3. Other Operations;  Withuut the consenl of all parties, Operator shall not undertake any single project reasonably cstimated

10 Fequire s eXpenditure in excess of Thirty-five thousnnd and No/100 Dollars (3, 35,000.00 )

except in connection with a well, the dnllmg, reworhing. deepening, completing. recompleting, or plugging back of whiel has been

previvusly authorized by or pursuant to thus agreement; provided, however, thal. in case ol explosion, fire, {luod or other sudden
emergency, whether of the same or ditferent nuure, Operator may take such steps amd ditcur such expuenses as i its opinion are eyguited
0 deal with the cinergency to safeguard life and property bu Operator, as promptly as pussibic, shall report the emergency to the other
partics W Operator prepares w authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requestiag
an snfornistion copy theeeof for any single project costing in exeess of Twentv-Gve thonsand and No/lH

Dollars (3, 25,000.00 ) but less than the amount first set forth above i this paragraph.

E.  Rentals, Shut-in Well Payments and Minintum Royalt es:

Rentals, shut-in well payments and mmimum 1oyaltics which may be required under the terms of any fease shall be paid by ihe
party ar parties who subjected such lease to this agreement at its or their expense. In the event bwo of more partics own and have con-
tributed interests in (e same lease to this agreement, such parties may designate one of such pusties to make said payments for and on
behall of all such parties. Auy party ntay request, and shiadl e entitled to reccive, proper evidence of all such payments. In the event of
failyre W make proper payment of any rental, shui-in well payment or minimum royalty through misinke or vversight where suctt pay-
ment is required to continue the lease in foree, any loss which results from such son-paytnent shall be borne in accordance with the pro-
visions of Adticle IV.13.2: 1. When sales commenee, Operator shall sotify nun-Operator of the date of first sale.

Operator shall notify Non-Operator of the anticipaled completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (3) days (eachuding Saturday, Sunday and legal holidays). or at the earlicst opportunity perinitied by
circumstances, privr o Laking such action. but assumics no liability for failure 10 do so, In the event of Lailure by Operator r se nouly
Non-Operator. the loss of any lease contributed hicreto by Non-Operator for falure (o make tumely payinents of any shut-in webl payment
shall be bome jointly by the paiies hereto under the provisions of Article 1V.8.3 1.

F.  Taxes:

Ueginning with the first calendar year afier the etfective date hereof, Operator shall render for ad valorem taxation all propeny
subject 10 this agreement which by luw should be rendered Tor such taxes, and it shatl pay all such taves assessed thereon belore they
become delinguent. Prior 10 the rendition dite. cach Non-Operstor shall fumish Operator mfoanation as w burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leascs and oil and pus interests contributed by such Non-
Operator. if the assessed valuation of any leasehold estate 15 ~educed by reason of is bemng subject to oulstanding excess royaltics, over-
riding royalties or production payments, the reduction m ad valorem taxes resulting therefrom shall inure to the benelit of the owier or
owners ol such leasehold estate, and Operator shall sdjust the charge 10 such owner w1 vwaers so as 1o seflect Uie benefit of such redue-
tion. If the ad valorem taxes are based i whole ur in part upun separate valuations of cach party’s working interest, then nolwithstanding
unything W the contrary fierein, charges to the joint account shall be made and paid by the parties hereto in accordanee with the tax
value penerated by cach party's working interest. Operator shail bill the other parties for their proportionate shares ol all tax paymients in

the manner provided in Exhibit “C™.

I Operstor considers any tax assessmend improper, Operalor may, at its discretion, protest within the time and nanner
prescribed by law, and proseeute the protest to a final determination, unless all partics agree o abandon the protest priur to fnal deter-

During the pendency of admini ive or judicial p lings, Operatol may clect to pay, under profest, all such Laves and any
interest and penalty, When any such protested assessment shall have been finally determined, Operator shall pay the tax Tor the jomt e
count, togetlier with any interest and penalty accrued, and the total cost shall then be assessed against the partics, and be pawd by them, us
provided in Exhibi “C".

Each party shall pay or cause to be paid all production severance, excise, pathering and other tases inposed upon or with 1espeet
1o the production or hindling of such party s share of vil andéor gas produced under the wrns of this agreement.
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ARTICLE VIl
continued

G.  losurance:

At alf times while operations arc conducted  hereunder, Operstor shall comply  with the workmwen's  compensation L ol

the stale where the operstions are being conducted; provided, however, that Operator may be a self-insurer for fubility under sind com-
pensation laws in which event the anly charge that shall be made 10 the joint sccount shall be as provided in Exhibit “C™. Opuratos shl
also carry or provide insurance Jor the benefit of the joint account of the partics as outlined in Exhibit “D”, altached to and mide a purt
hercol. Operator shiall require all contractors engapged in wark on or for the Contract Area (o comply with the workmen's compensation
law af the stale where the operations are being conducted und v maintain such other insurange us Operator may require.

In the event automobile pubhic liability insurance is speaified in sad Exbubit "1, or subsequently receives the approval of the
partics, no direct charge shadl be made by Operator for premiuns paid for such msutrance for Operator’s automotive cquipment.

ARTICLE VIH.
CE OR TRANSFER OF INTEREST

ACQUISITION, MAIN
A, Surrcider uf Leases:

The leases covered by this agreement, insotar as they embrace acreage in the Contract Asea, shall hot be surrendered v whole

of in part unless all pantics consent thereto.

However, shoutd any party desire {o surrender its interest in any lease or in any portion thereof, and the othier parties dv not
agree or consent thereto, the party desiring o surrender shaldl assign. without express or implied warranty of title, all of its inteiest in
such lease, or portion thaicol, and any well, material and cquipmenmt which may be located thereon and any rights m production
thereafier secured, W the partics not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning panty shall exceute and deliver to the party or partics not consenting o such surrender an oil and gas lease convening
such il and gas interest for a term of one (1) year and so long thercafier as ol and/or gas is produced from the land covered thercby, such

lease 0 be on the form attached heseto us Exhibit “B™ Upon sueh assignment or lease, the assigning party shall be relieved fiom all

obligations thercafler secruing. but not therctofore accrued, with respect w the interest

ssigned or leased and the operation of any well
atlributable thereto, and the assigaing party shall have no lurther interest i the assigned or leased premises and its cyuipment and pro-
duction other than the royaltes retained in any lease ntade under the terns of this Article. The party assignee or fessee shall pay (o the
party assignor or lessar the reasonable salvage value of the latter’s interest m any wells and atributable 1o the assigned of leas-

ed acreage. The value of all matersad shall be determined in accordance with the provisions off Extubit “C™, less the estimated cost of
. I the
shalt be shared by such partics in the propartions thit the interest of cach bears 1o e tota) intetest of all such partics.

J or lease is in favor of more than unc party, the interest

sulvaging and the estimated cost ol plugging and ab

b

Any assignment, lease or surrender made under (his provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as 10 was inunediately before the assigmnent, fease or surrender in the balance of the Contract Arca; and the acicage
assipned, leased or surrendered, and subscquent operations (hereon, shall not thereatter be subject to tie lesis and provisions of this
agrecment.

B.  Rencwal or Extension of Leases:

I any party secures a renewal of any oil snd gas kease subject to this agreement, all other parntics shall be notificd promptiy, and
still bave the right fur a perivd of thitty (30) days following receipl of such notice in which to cleet o panticipate in the ownership of the
renewal lease, insofar as such lease alfects lands within the Contract Arca. by paying w the party who acquired it their several proper pro-
portionute shares of the acquisition cost allocated 1o that part of such lease within the Contriet Arca, which shall be in proportion W the
interests held at that time by the parnies in the Contract Area.

It sowme, but Jess than all, of the parties elect o participate in e purchose ol a renewal lease, it shall be owned by the patics
who elect w participate therein, in u ratio based upon the relationship of their respective percentage of psniicipation in the Contract Atea
to the aggregate of the percetages of participation in the Contract Arca of al) paties pasticipating in the purchase of such ienewal lease
Any rencwal lease in which less thin all parties clect to panticipate shall not be subject to this agreement.

Luch party who participates m the purchase of a renewal feuse shall be given an assigmment of its propontionate interest therein
by the acyuiring party without warranty of title, excepl us to ucts by, through or astder the acquiring party.

The provisions of this Arnticle shall apply to renewal feases whether they are for the entire interest covered by the eapiring lease
contracted for within six (0) montlis aller the expisation of the existing lease shall be subject to this provision; but any lease token or con-
tracted for more than six (6) months alter the expiration of an existng lease shatl nat be deemed a rencwal lease and shall nat be subject 0
the provisions of this agreement.

The provisions in this Article shall also be applicable t extensions of oil and gas leases,

C.  Acreage or Casl Contribufions:

While this agreement is in foree, if any parly contracts for a contsbuton ol cash towards the drilling of a well o1 any otlier

operation on the Contract Arca, such conuibution shall be piid 10 the party who conducted the drilling or other operation and shall be

upplicd by it against the cost of such drilling or other aperation. [ the contribution be in the turm of acreage, the party W wham the con-

tribution is wude shall promptly tender an assignment of the acreage. without warranty of Litle, to the Drilling Partics in the praputtions
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ARTICLE VIl
continved

suid Dritling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Arca and, to the extent possible, be
governed by provisions identical to this agreement. Eoch party shall promptly notify all other parties of any acrcage or cash contributions
it may obtain in support of any well or any olher operation on the Contract Area. The above provisions shall also be applicable to op-
tivnal rights to eam acreage outside the Contract Area which are in suppont of a well drilled inside the Contract Arca.

Il any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder. such
consideration shall not be decined a contribition us contemplaied in this Article VILC.

D.  Maintenance of Uniform Jateresis:

For the purpuse of maintaining unilurmity of ownership in the oil and gas leasehold interests covered by this agreement. no
party shall seil, encumber, transfer or make other dispusition of its interest in the fcases embraced within the Contract Arca and in wells,
cquipment and production unless such disposition covers cither:

1. the entire interest of the party in ail leases and cquipment und productios; vr
2. an equal undivided interest in ll leases and equipment and production in the Contract Arca.

Every such salc, encumbrance, transfer or other disposition made by any party shall be made expressly subject o Unis agreement
and shall be made without prejudice te the right of the other partis.

If, at any time the interest of any party is divided ameng and owned by four or more co-owners, Operator, al its discretion, may
require such co-uwners to appoinl a singie trustee or agent wilh full authority to receive notices, upprove expenditures, receive billings for
and approve and pay such party’s share of the juint expenses and (o deal generally with, and with power (o bind, the co-owners of such
party’s inlerest within the scope ot the operativns embraced in this agreement; however, all such co-owners shall have the right 10 enter
inlo and execute all contracts or agreements lor the disposition of their respective shares of the oil and gas produced from the Caontract

Arca and they shall have the right to receive, separately, payment of the sale proceeds thereof.

L. Waiver of Rights 1o Partiti

I permitted by the laws of the state or stales in which the property covered hereby is located, cach party hercto uwning an
undivided interest in the Cuntract Arca waives any and all rigats it may have to panition and have sct aside to it in severafty its undivided
interest thercin.

F—Preferentinl-Right-to-Purehase:

Should-uny—pary—desire—to-sel-all-or-any-par—of-its—i Jer—this—ag aF--its—right i in-the Contract
Asea-it-shal-prom } itten-nulice-te-the-otherpustiess-with-full- infe i ing-its-propesed sele—which-shall-include-the
1a-and- Jdeuss ik P i H f .} { 5! ol l ¥ ‘.J!'_ I“l I3 1.abla-t I ). the P h ;\rinl.’ and-all-othor terms
ol-Uie-offor—The-alher-paries-shall-then-have- an-optional prior right—for-a-g {-the-notices-lo-purs!
mdlie- 3 eANS—aie 1113 ha- ity 5 1l
L 4 the-inlerest whicl the-other party-proy 5 $-the-pusel
ing-parlies-shall-share-the-purel 1-interest—in-the-proporivns-that-the-ink st f-alb-purchasing-f
bins—}4 b chall-b, 2 ialiulit-d. 1, H ny o Iy Y anv aarty wichac o, H 7O Wt
=T v L} & v ¥ T 24 At -0 4 - v
fispese—o s by BEF-FOUFBRNIT ALY lidati sabe-of-aH-or-sut ially-alt-of-Hs-assetsto-a-subsidiary or parent-com-
4 bheidi La-narent 1a-Rik iy dvich HeDARV-OWRS 3 ORI e stock
paiy ¥ P! pahys Y palty Y Pary oAty HOGK:

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not interded 1o create, and shall cot be construcd o create, a relationship of partnership or an assuciation
tor profil between or among the pirtics hereto. Notwithstanding any provision herein that the rights and liabilitics hereonder we several
and not juint or collective, or that tis agreement and operations hereunder shall not constitte a parnesship, if, for federal income tax
puiposes, this agreement and the operations heicunder are regarded as a partnership, cach pasty hereby affected cleuts 19 hL; excluded
from the application of all of the provisions of Subchuptes kK™, Chapter |, Subtitle “A”, of the Internal Revenue Code of /1954, as per-

1 d 1 d

ceute on behalf of cach party hereby affected such evidence of this clection as may be required by the Secretary of the ‘Treasury of the
United States or the Federat Internal Revenue Service, inclucing specifically, but not by way of limitation, all of the returus, Statenents.
and the data required by Federal Regulations [.761. Shoud there be any requirement that each party hereby affected give further
cvidence of this election, cach such party shall exceute such documents and (urnish such other evidence as may be reguired by Lhe

miited and authorized by Section 761 of the Code and the regulations pre . Operator is authorized and directed (o ex-

Federal Internal Revenue Service or as mry be necessary o cvidence this clection. No such party shall give any notices or take any other
uction inconsistent with the clection made hereby. If any present or fulure income lax taws of the state or states in which the Contract
Area is located or any future incowe fax laws 9:\' the United States contain provisions similar to those in Subchapter K™, Chapier |,
Subtitle “A”, of the Internal Revenue Code of }—I g4 under which an election similar 1o that provided by Section 761 of the Code is per-
mitted, cach party bereby alfected shall make such election as may be permitted or required by such laws. In making e furcgoing elee-
tion, each such party states that the income desived by such pasty from operations hereunder can be adequately deternsined without the

computation of partnership taxable income.
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uni J thitd party damage claim or suit ansing from operations hercunder il (he expenditure
dues nol exceed Thirty thousand and No/104 Dollars
[§3 30,000.00 ) and if the payment is in complete settlentent of such claim or suit. If the amount required for sctilement ex-

ceeds the above amount, the parties hereto shall assume and tlake over the further handling of the claim ur suit, unless such authority is
delegated 1o Operator. All costs and expenses ol andling, setthing, or othenwise discharging such claim or suit shall be at the jont ex-
pense of the partics participating in the operation Irom which the claim or swit ariscs. If a claim is made against any purty or il any party 15
sued on account of any matter arising from operitions herew wer over which such individual has no control becanse of the rights given
Operator by this agrecment, such party shadl immediately notity all other partics, and the clainy or suit shall be weated as any other claim

of suil involving operations hergunder. All claims or suits involving title (o any inlerest subject to this Agreement shall be treated as n
chain or a suit against all partics hereto.

ARTICLE XI.
FORCE MAJEURE

I any panty is rendered unable, wholly or in patl, by loree majeure 10 carry out its obligations under 1his agreement, vther ilin
the obligation (o make moncy payments, it party shall give to all other partics prompt written notice of tie force majeure with

reasonably full particulars concerning it; th pun, the obligations of the party giving the notice, so far as tey are atfected by the foree
najeuse, shali be suspending during, but no Jonger thim, the continuanee of the furce majeure. The atfected party shall use all reasonable

diligence 10 remove the (oree nujeure situation as quickly as prcticable.

The requirement that any force maj shall be Jicd with oli reasonable dispatch shall not require the setilanent of stikes,

lockouts, or othet labot difficulty by the party avolved, contrary Lo its wishes; how all such difficulties shull be handled shall be entirely

within the ion of the party ¢ d.

The term “force majeore”, as here employed. shall wean an act of Gud, stiike, lockoul, or other induswial disturbance, act ol

the public cnemy, war, blockade, public riot, lightning, tire, storm. Nood, explosion, gov al action, go | delay, restraut
or snaction, unavailability of equipment, and any other cause whether of the kind specifically enumerated above or otherwise, which is

not seasonably within the control of the party claiming suspensian,

ARTICLE X1L
NOTICES

All notices authorized or sequired between the partics and required by any of he provisions of this agreement, unless otherwase
specilically provided, shall be given in writing by neail of telegram, postage or charges prepaid, or by telex or telecopicr and addressed to
the partics to whum the notice is given at the addresses listed on Exhibit “A”. The originating notice given vuder any provision hereol’
shall be deemed given vnly wihen reccived by the party 10 whom such notice is directed, and the tise for such party to give any notice in
respouse thereto shail run from the date the originating notice is received. The seeond or any responsive notice shall be deemed given
when depusited in the mail or with the telegraph compimy, with postage or charges prepaid, or sent by telex or telecopier. Each party
shiail have the right 1o change its address at any time, and ftom linke to time, by giving written notice thereof W all other parties.

ARTICLE XIIL.
TERM OF AGREEMENT

This agrecment shall remain in full force and eflect as 1o the oil and gas leases andior oil and gas interests subyect hereto fur the
period of time selected below: provided, however, no panty heteto shall ever be cunstrued as having any right, title or mtcsest in or to any
Icase or oil and gas interest contributed by any utlser party beyoud the term of this agrecineat.

O Option No. I; So long as any of the oil and gas eases subject to this agreement remain ar are continued i lorce as o any pait

of the Contract Arca, whether by production, exteasion, renewal, or othenvise,

Option_No_ 2; e the event the well deseribed in Article VLA, or any subsequent well drilied under any provision of this

agrecmient, results in production of oil and/or gas in paying grantities, this ag shatl conti it foree so Jong s wny such well o
wells produce, or are capable of production, wid for an additional period of __ninety {903 days from cessation of all production; provided,
towever, if, prior to the expiration of such additional perivd, one or muore of the pantics hereto are engaged in drilling, reworking, decpen-
myg, plugging back, tesling or attempting to cumpletc a well or wells hereunder. this agreement shall continue in foree unlil such upera-
tions have been completed and il production results therelrom, this greeinent shall continue in force as provided herein, In the event the
well described in Article VLA, or any subsequent well deilled hereunder, results in a dry hole, and no other well is producing, or capable
of produing oil und/or gos from the Contract Arca, this agrecment shall wominate aniess drilling, deepening, phigging hack or rework-
mg operations arc commenced within _ninety (90)  days from the date of abandonment of said well.

It is agreed, however, that the teemination of this agreement shall not relieve any party hereto from any lishility which has

acerued of attached prior to the date ol such termination,

- 13-
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ARTICLE NX1V.
COMPLIANCE WITH LAWS AND REGUEATIONS

A, Laws, Regulstions and Orders:

—
w

" Department {rom tinic to tinie pursuant tu said Act. Fach party hereto agrevs to furnish any and all certifications or other i

B. Governing Law:

‘This agreement and all mattess pertainiug hereto, including, but not limited to, matters ol perfonmance, son-performince, breach,
remedices, procedurces, rights, dutics, and interpretation or construction, shall be governed and determined by the law of the state in which
the Contruct Area is {ocaled. -the-Gontrast Arvi-is-in two oF-mure-states-the law ol the siule of

shall govern:
C.  Regulatory Agencies:

Nuthing herein contained shall grant, or be construed to grant, Operator tie right or suthutity o waive o release any sights,

5 of orders p

privileges, of obligations which Non-Operitors: may have under federal or stite lases or under 1ules,
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

ting ur adjacent to the Contract Area.

With respect 1o operations hereunder, Non-Operators agree to release Operator from any and all losses, dantages, injutics, claiims
and causes of gction arising out of, incident o or resulting Jireelly or inditectly fom Operstor®s buerpretation or application of rules,
rulings, regulations or orders of the Departiment ol Energy o predecessor of successor agencics ‘o the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator lor any amounts applicable to such Non-

application. tugether with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation of application.

Non-Operators authorize Operator to prepare and subnit such documents as may be required 1o be subiniticd 1o the purchaser
of any crude 0il sold hereunder or to any other person or entity pursuant to the requirements of the “Crade Oil Windfail Profit Tax Act
-of 1980", as same may be amended from time to tifre ("Act™), and any valid regulations or aules which may be issucd by the Treasury

which is required to be furnished by said Act in a timely ninner and in sufficient detuil W permit compliance with said Act.

AWTICLE XV.
OTHER PROVISIONS

See mtached Article XV,

-
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ARTICLE XV.
OTIER PROVISIONS

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

1. Only a party which participated in the Non-Consent Well shall have the right to
propose a reworking, plugging back or completion opcration for such Non-
Consent Well, and only those parties which clected to participate in such Non-
Consent Well shall be entitled to receive such notice and to participate in such
operation pursuant to Article V1.B.

[

Only a party which participated in the Non-Consent Well shall have the right to
proposc a decpening or sidctracking operation for such Well, but all parties
(including partics 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 cxcept as to a well covered by Article
XV, Paragraph G. hercof. lowever, those partics which did not participate in the
Non-Consent Well shall reimburse the Consenting Parties the unrecouped portion
of the amount allowed by Article VLB. to be recouped with respect to such Non-
Consent Well.

B. [f' Operator is not successful with its initial completion attempt in any well drilled
pursuant to this Agreement, and recommends a subscquent completion attempt in another zone
and if less than all parties clect to attempt such completion. the provisions of Article VLB.2.
shall apply. Provided, however, that Article VLB.2. shall apply scparately to each scparate
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 rccompletion attempts regardless
whether the Consenting Partics, as to earlicr completions or recompletions have recouped their
costs pursuant to Article V1.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
altempt is made. Election by a previous Non-Consenting Party to participate in a subscquent
completion or recomplction attempt shall require such party to pay its proportionate sharc of the
costs of salvable materials and equipmeni installed in the well pursuant to the previous
completion or recompletion attempt, insofar and only insofar as such materials and cquipment
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 parlicipated in all
operations prior to the initial completion attemnpt.

C. Priority of Proposals:

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

control in the order enumerated, as {ollows:

I 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 sidctrack in an effort
to reach the Objective Depth shall have prionity 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.
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b. An election to attempt to complete the well at cither the objective depth or
objective formation.

c. An election (o deepen said well, in descending order.

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

c. An election to sidetrack the well.

f. An election to plug and abandon.

It is provided, however, that if at the time said participating parties are considering any of

the above clections the hole is in such a condition that a reasonable, prudent operator would not
conduct the operations contemplated by the particular election involved for fear of placing the
holc in jcopardy or losing the same prior to completing the well in the objective depth or
objective formation, such election shall not bz given the priority hereinabove set forth.

D. If any party is required under this Agreement to assign or relinquish to any other party or
partics all or a portion of its working interest or production atiributable thereto, the interest or
production so assigned or relinquished shall be free and clear, not only of "subsequently created
interests” as defined in Article IILD., but also of all mortgages, liens or other similar burdens
placed thereon by the assigning party or resulting {rom its ownership and operation of such lease
or intercst on and afier the date of this Apreement, but otherwise without warranty ol (itle,
express or implied, except against those parties claiming by, through and under but not otherwisce
and assignee shall have the right of subrogation as 1o any warranties to which it may be entitled.

E. Each party hereto covenants and aprees for itsell, its successors and assigns, that any sale,
assipnment, sublease, mortgage, pledge or other instrument affecting the leases and lands subject
to this instrument (whether of an operating or non-operating interest or a mortgage, pledge or
other security interest) will be made and accepted subject to this instrument and the party
acquiring the intcrest or sccurity shall expressly agrec to be bound by all its terms and
provisions. Any party hereto who cxecutes any instrument in favor of any party without
complying with the provisions of this paragraph shall indemnify, defend and hold the other
parties hereto harmless trom and against any and all claims or causes of action by any person
whomsocver and for any expenscs and losscs sustained as a result of the failure of such party to
comply with these provisions.

I The lien and security interest granted by cach 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 leuschold
interest and leasehold estate in the Contract Area), the oil and/or gas when extracted and
equipment (as mentioned in said Article) bu: also to all accounts, contract rights, inventory and
general intangibles constituting a part ol. relating or arising out of said oil and gas rights,
extracted oil and pas and said equipment or which are otherwise owned or held by any such party
in the Contract Area. Further, the lien and sceurity interest of each of said parties shall extend to
all proceeds and products of all of the propety and collateral described in this paragraph and in
Anticle VII.B. as being subject to said lien and security interest. Any parly, to the extent it deems
nceessary Lo perfect the lien and sccurity interest provided herein, may file this Operating
Agreement as a lien or mortgage in the applicable real cstate records and as a financing statement
with the proper officer under the Uniform Commercial Code.

G. If, following the granting of relief” under the Bankruptcy Code to any party hereto as
debltor 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 bankruptey) any other
party, shall be entitled to a determination by debtor or any trustee for debtor within thirty (30)
days from the date an order for relic[ is entered under the Bankruptey Code as to the rejection or
assumption of this Operating Agreement. In the cvent of an assumption, Operator or said other
parly shall be cntitled to adequate assurances as to future performance of debtor's obligation
hereunder and the protection of the interest of all other parties.

EXHIBIT A
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IL At the request of any party, all the parties hereto shall execute a recordable Memorandum
and Financing Statement referring to this Agrcement, the Contract Arca of this Agreement, and
the u;,hts and obligations ol the partics under this Agreement. .

iy and o all olhcr applicable Federal, state and local laws, ordmdncu,
tules, regulations and orders.

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

prevail.

K. Asto the Contract Area covercd hereby and for so long as this Operating Agreement
remains in eftect, this Operating Agreement is intended (o supercede and take the place of any
previously existing Operating. Agreement(s) the parties hereto may have cnlcred into prior 1o the
date of lhlS Operating Agreement.

-~
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ARTICLE XV1.
MISCELLANEOUS

legal representatives, successors and assigns.

This instrument may be executed in any number of cbunlerpar}s. each.of which shall be §onsidercd an-origina! for all purposes.

IN WITNESS WHEREOF. this agreement shall be effective as of 1st
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STATE OF OKLAHOMA )

)SS
COUNTY OF OKLAHOMA )

/The foregomg instrument was - acknowledged before me this /d day of
) g 2008, by D. D. DeCarlo, Vice President of Devon Energy Production
Company, L P an Oklahoma limited partnership, on behalf of the part.ners}up

\\llllllltll
My Commission Expires: & S.OBERT:; ",
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STATE OFTEXAS/ Kz m‘?/ﬁmﬁ’m‘

"™ ss
COUNTY OF JJKZ 4 heL )

regoing mstrument was acknowledged before me this [ day of

/Z /uL( [Li , 2008, by Rxcky Halkm Vice President of McCombs Energy; H:€ on

behalf of said corboranon

My' Commiésion Expires:

/;}/59‘/07 o N )Z/(M/J{)_%@AMZKL).

Notary Pubhc

' STATE OF NEW MEXICO y Notry Publc,State ofTekas
: : S ) SS CmnrmsslonExpm 12-28-2000 .
COUNTY OF v ) ! R
The foregomg instrument was acknowledged before me this _ - ~day of .

behalf of sa:d corporanon

» My Commission Explres

Notary Public
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ARTICLE XVL
MISCELLANEOLS

This agreement shall be binding upon and shali inure 1o the benefit of the parties hereto and to their respective heirs, devisecs,

!

2

3

4

S legal representatives, successors and assigns.
6

7 This instrument may be cxecuted in any number of counterpans, cach of which shall be considered an original for all.purposcs.
8 . . .

9

IN WITNESS WHEREOF. this agreement shall be cffe:liw asof 1w day of . .lnnuln‘ . (_\'chr) 2008 .

1 - \: ‘9 has rc ccddar:'d circulated this form for execution, represents and Mumms that the form
12 was printed from and /-w4 LA |s chm:ca' 10 ﬁle AAPL Form 610-1982 Model Form Operating Agreement. as

'13,'pub]is_hed in diskette form by Forms On-A-Disk. inc. No-ch or-modificati ther-then-t in-Astick
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16 I " OPERATOR

% . ' .~ NON-OPERATORS

McCombs Energy, L1L.C

ICRY Faksn, vic residen
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STATE OF OKLAHOMA )

. )SS
COUNTY OF OKLAHOMA )
/ The foregomg mstrument was acknowledged before. -me thls /0'#{’ day of
) dmiy 2008, by D." D. DeCarlo, Vice President of Devon Energy Producnon
Company, LP/fan Okla.homa limited partnership, on behalf of the partnerslup
“\\\\\lllllll;,, . S

My Commxssxon Explres ,
: {- ‘\OTAR 1%
H

§

7,23 "?0/0 '_-. woootasrs § 2T Y
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STATE OF TEXAS ‘j““"“‘
})SS . .
. COUNTY OF | o
day of

The foregomg instrument was acknowledged before me this
, 2008, by Ricky Haikin, che Presxdent of McCombs Energy; LLC, on

behalf of said corporéhon

My Commission EXpires:

STATE OF )

)SS
COUNTY OF @MW ) |
The foregoing instrument was acknowledged before me this {.5° % day of
2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on

Notary Public

behilf of said copporation.

. My Commission Expires:

j-‘g&k. 3,200
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9 IN WITNESS WHEREOE, this agreement shall be effective as of st day ol January , Lyear) 2008

§] 10 h 15 pie 'uud |d uruulm;d this form for execution, represenls nnd wirants that the form
olie T _umgcs ¢ ctr yiml l.'(l'xd c}
was printed from and l the AAPL Form 610-1982 Model Form Operuting Agrecment, as

13 published in diskelte fonm by Forms On-A-Dl:l\ fnc. N»; sl . Jifications, other-than those in Articles
2] . have been made-to-thedorm

1Y OPERATOR

19 Devon Energy Production Company, L.§%

ki
2 E esident

26 ) NON-OPERATORS

McCombs Evergy. LLC

ICKy [Iaikin, vice I'resaden

33 Premicr Oil & Gus, tnc.

38 TKcuuctlt Joues, vice President

05 Hackberry 31 State #2
66
67
o8
(]
T

-15-

EXHIBIT A

-

27

A




STATE OF OKLAHOMA )

)SS
COUNTY OF OKLAHOMA )
The foregoing instrument was acknowledged before me this day of

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

My Commission Expires:

Notary Public
STATE OF TEXAS )
)SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

, 2008, by Ricky Haikin, Vice President of McCombs Enecrgy, 1.L.C, on

behalf of said corporation.

My Commission Expires:

Notary Public
STATE OF NEW MEXICO )
)SS
COUNTY OF )
The foregoing instrument was acknowledged before me  this day of

, 2008, by Kenncth Jones, Vice President of Premier Oil & Gas, Inc., on

behalf of said corporation.

My Commission Expires:

Notary Public
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EXHIBIT “A™
Revised 1/31/08
Attached to that certain Operating Agreement dated January 1, 2008, -
by and between Devon Energy Production Company, L.P., as Operator,
and McCombs Energy, LLC, et al, as Non-Operator.

IDENTIFICATION OF LANDS SUBJECT TO'THIS AGRHF.MENT:

Al of Section 31, and W/2 of Secuon 32,allin. TZZS R26L. Eddy County, New Mexico,
Containing 953.80 acres, more or less

RESTRICTIONS. IF ANY ASTO DEPTHS FORMATIONS OR SUBSTANCES:

None

PERCENTAGES OR FRACTIONAL INTERESTS AND ADDRESSES OF PARTIES

-TO THIS AGREEMENT:

BCP of ACP of Initial Well
Initial Well and Subsequent Wells
Devon Energy Production Company, L.P. 46.4744% 65.0000%
20 North Broadway , S
Oklahoma City, OK 73102
McCombs Energy, LLC 22.9395%* ~15.0000%
5599 San Felipe, Suite 1200 : :
Houston, TX 77056
Premier Qil & Gas, Inc. 30.5861%* - 20.0000%
P. O. Box 1246 o :

Artesia, NM 88210
Attn: Ken Jones
: 100.0000% : 100.0000%

*Not 1o exceed 110% of dry hole cost as set forth on Exhlblt C” to Letter Agreement
dated January 9, 2008.

OVERRIDING ROYALTIES

To be detérmined

Lease No.- 1

Lease Serial No.:  V-6025

Lease Date; May 1, 2001 _
Lessor: State of Ncw Mexico
Lessee: Rolla R. Hinkle 1II
Description: Township 22 South, Range 26 East. N.M.P.M.
Lease No. 2

Lease Serial No.:  V-6218

Lease Date: May 1. 2001

Lessor: State of New Mexico
Lessee: Rolla R, llinkle III

Description: | -

Township 22 Souith, Range 26 East, N.M.P.M.

EXHIBIT A




Lease Serial No.:

Lease Date:
Lessor:
Lessee:
Description:

Lease No. 4

Lease Serial No.:

Lease Date:
Lessor:
Lessee:
Description:

" Township 22 Souih, Range 26 East. NM.P.M.

LG-8291
May 1, 1980

- State-of New Mexico

Gulf Oil Corporation

V-708 -

May 1,1983

State of New Mexico | .
Exxon Corporation, a New Jersey corporation

Township 22 South, Range 26 Fasuy NM.PM, .

EXABITA




EXHIBIT “B”

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

There is no Exhibit “B™ to this Operating Agreement.
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Attached to and made a part of thut ccrmm Operating Agreement dated January 1, 2008 by and between Deven

Energy Produciivn Compan

EXHI(BIT “C”

erutor, and McCombs Encrgy, LLC, et al, as Non-Operator,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENERAL PROVISIONS

Definitions

“Joint Propeny” shall mean the ccal and personadl property subject ta the agreement 1o which this Accountng  Procedure
15 atlached.

“Jomt  Operauwns”  shall mean all operabions  necessary  oF  proper for e development,  operanon,  prowchon
maintenance of the Joint Propenty.

“Joit Account” shall mean the account showmng the charges pad and credns received in the conduct of the Jom
Operations and which are o be shared by the Parties.

“Operator” shall mean the paity designated to conduct the Iint Operations

"Non-Operators™ shull mean the Parties (o this agreement other than the Opeiator.

“Parties™ shall mean Operator und Non-Operators,

"First  Level  Supervisors®  shall  mwan  those  cmployees  whose  primary  funsction o Jont Operations 15 the disect
supervision  of other  cmpluyees  andfor  contract  labor  directly  employed  on the Joint Propeity in a  field  oputating
copucity.

“Technical  Employees”  shall  wean  those  cmployees  having  special  and  specific  engmeering,  geological  of  other
professional skills, and whose prisany  function m Jont Operanons s the handling of specilic operatng  condiions  and
problems for the benetit of the Juiat Property

“Personal Expenses” shall mcun wravel and other scasonable senmbursable expenses of Operaio’s employees

“Material” shall mean personal propeity, equipment or supplics acquired or hield for use on the Joint Property.

“Conteollable  Materwl” shall mean Matenal which at the time s so elasstied m the Matenal  Classification Manual gy

muost recently recommended by the Councd ar Petrolowin Accountants Socicties
Statement and Billings

Operator shall bill  Non-Operators on o5 Defore the last day of coch month for thewr  proportionate  share  of  the  Jout
Account for the preceding month  Such bills will be  accompanied by  stateownts  which  ideotly  the  authonty  fin
expendituie, fease or favility, and all charges and credits summarized by appropriste  classifications  of investent
expense that tems of Contollable Materiol and  unusual charges and  credits shall be  separately  whentificd  and
{ully descnibed i deta]

Advances und Paymenls by Non-Operators

Al Unless  otheiwise  provided fur i the agreament. the  Opernttor iy fequire lhelNqupu.nurs 10 wdvance  Hwar
riy

share of estmated cash outlay for the succecding month's  operation \\nlnn———hﬂee»—(—l&yl days after recopl of the

billing of by the first day of the oionth for which the advonce is required, whichever s later. Operator shall adgust

cach muathly billing te cefleet advances received from the Nun-Operatuss

B Lach Non-Operator shall pay its proportiun of all bills within filleen (15) days alter receipl. I payment s not amade
within such time, the urpaid balunce shiall bear interest monthly at the pume rate o ellect at Banlk of Americy, Dallas, Teans

an the first day of the month m which delmyuency occurs plus 1% o the
maximum  contracl e permitted by the applicuble usury lows o the state in which the Joi Propeity s lucated,
whichever & the lesser, plus atterney's fees, court costs, and other costls 1 connegtion with the collection of unpaid

wWHOULS.
Adjustments

Payment of any such bills shall not projudice the sight of any Nen-Operator to protest or queshion the correchiess theseu,
provided, howeves, all bills and  staiements rendered to Non-Opuraturs by Operator  during  any  calendar - year  shal
conclusively be presumed 1o be true and correct afler twenty-four (24) months following the end of any such uidendur
year, unless within e suid twenty-four (24) month period a Non-Operator takes  written  exception  thereto and - makes

clasm on Operator for No idj ¥ ble to Operutos shall be made unless it is made within the same

presesibed  period. The provisions of this paragraph shall not prevent adjustments  resulting from a physical nventory of

Controlluble Materal as provided for in Section V

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

A. A Non-Uperalor, upon notice in writing to Operator and all other Non-Operators, shall have the npht o mwdn
Operator's  gecounts  and  records  relating  to the Jumt  Actount for any calendar  year  within  the  twenty-lour

(24) month period following the end of sucl cufendar ye

provided, however, he making of an audil shall aut
extend the time for the taking of written cxception to and  the  adjusuments of accoumts as  puovided for in
Paragraph 4 of this Section L Where there are two or more Non-Operators, the Non-Operilors  shall  mnke
every reasonable effort to conduct a joint axdi moa manser which will resslt in 3 minimum of mcunvenence
o the Operator.  Operator  shall bear pe  potion  of the  Non-Operatsrs'  audit  cost  incwrred  under  this
parugraph  unless agreed (o by the Operator. The wudits shall nol be conducted wmore than  once  cach yeat
without privr  approval of Operator, execpt upon he  resignaton  w removal of the Operalor, and shall be  nnke
at the expense of those Non-Operators approving such audit,

B, The Operator shull reply in writing o an audit report within 180 days aller receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Nun-Uperators is expressly required under other sections of this
Accounting  Procedure  and i the  agreement to which  this  Acvounling  Procedure  is  attached  costaios  wo
contrasy  provisions n  regard thereto, Operatur  shall  ootify all  Non-Operstors  of the Operator's  proposal, and  the
agreement or approval of a majority in interest of the Non-Operatars shall be controliing on all Non-Operators.

U, DIRECT CIIARGES
Operator shall charge the Joint Account with the following iems:

1. Eculogical und Environmental

Costs incutred for the benefit of the Joint Propurty us a result of povernmentl or regulatory requiremenis o sutisly

e ‘ons jons bl

w the Joint Operations. Such costs may include surveys of an  ceologieal o

laws and

archacological nature and pollution control pi lures as required by upy g1
2 Rentals and Roynlties
Lease rentals and royultics paid by Operator for the Joint Operations,

3. Labor

A. (1) Salarics and wages of Operators ficld employees directly cimploycd o the Joimt Property an the conduct of
Juint Operations

{2)  Salarics of First level Supervisors in the field

{3) Salories and wapes of Technical LEmployees dircctly employed on  the Joint  Property if such  charges arc

excluded trom (he overhead rates.

(4)  Salarics  and  wages  of Techmical  Employees  cither ily or pernanently  assigned w0 and  diectly

employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B.  Operstor's cost of holiday, vacation, sickness and  disability benefits and  other customary  allowances pad 10
cmployees whose salarics and wages are chargeable to the Jomt Account under Paragraph 3A ol this Scction I
Such costs under this Paragraph 3B may be charged on a “"when and as paw basis" or by “purcentuge assesstient”
on the amount of sslonies and wages chargeable to the Jomt Account under Pasagiuph 3A of s Section HIfF

percentage assessment is used, the rate shall be based on the Operatar's cost experience.

C. Expenditures  of  contributions  made  pursunt 1o assessments  mapused by governmenal  aothority  which are
applicable o Operator’s costs chargeable 1o the Joint Account under Paragsaphs 3A and 3B of this Section 1L

D Personal  Expenses  of those  employees  whose  salunes  and  wapes  are  chargeable to the Joint  Account  under
Paragraphs 3A and 3B of this Scction 11

4. Ewployee Benefits

Operatos’s  cusrent  cosls  or  esiablished  plans  for  cmployees'  group  life 5 pilalization, pensiun, L
stock puchase, thriRt, bonus, und other benefit plans of a like nuture, applicable to Operalor's labor cost chargeuble w0 the

Joint Account under Paragraphs 3A and 3B of this Scction Il shall be Operator's actual cost not w exceed the pescent

most recently recommended by the Council of ) A Soctetics
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Material

Material  purchosed  or furnished by Opentor Tur use on the Joint Property as provided under Secton 1V unly auch

Material  shall be purchased for or  transfeired @ the Juint Propenty as  may be required for nnmedute use and s

reasonubly  practical and consistent wih clficient and - ece cul - oper: The accumlation of suiplus  stochs  shalt be

avoided.

Transportativn

Transportation of employees and Mateial necessaty Tor the Jont Operations but subgect to the Tullowing hmnations

A I Matenal s moved 1o the Jowit Property from the Opcrator’s warchouse or other propertics, no chage shull be
made 0 the Joint Account ltor a distance greater than the distance from i ncarest reliable supply stie whaee hhe

matenal s noraally available or radway reeewving point neazest the Joint Property wirless agieed to by the Parties

13, i swplus Mistesial is muved w0 Operators warchouse or other storage poml, no charge shall be made 10 the Jaml
Accotmt for 8 distance gicater un the distance to the nearest reliable supply store where like materl s norlly
available, or rathvay receiving pont nearest the Joint Property unless agieed to by the Purtics. Na charge shall e
made W the Joint Account fur moving Matenal W uther properties belunging w Operator, unfeas agiced 1o by the

Partics
C. o the applicaion ol subparagraphs A and B abuve, 1he oplion o cqualize o charge octual  wuchmg cost s
avarluble  when the actuad charge 15 3400 or less excluding  accessorial  chages  The $400 will be adjusted to e

amuvunt must secently reconmpended by the Counail of Petoleum Accountants Socictics.

Servi

S

The cost of contract services, equipment and  utihiies provided by outside  soutces, except services excluded by Paragiaph
10 of Scction 1l and Puragraph 1, i, and wi, ol Section 111 The cost ol professional consultanl  senvices and  condract
services of techmwal personnet duectly eagaged on the Joint Property if such charges e excluded  fiom the  overhesd
rates. The cost of professional consultant services oF contract services of  wechiucal personnel not directly engaged on the

Juint Property shall not be charged to the Jumt Account uil 2ss previously agteed (o by the Parties
Lquipment und Fucilities Furnished By Operator

A Operator shall charge the Jobd Account Jor use of Operator owned equipmient awnd facilities at rates commensiitate

with  costs  of ownershup and  operation Such rates shall include costs of  maintenance,  tepuits,  wther eperatng

I 3 taxes,  depreciati and interest on gross  dnvestment Jess  accumulated  depreciabon nat
exceed cight petvent 8 Ys) per annum. Such rates shall not exceed averige conmuecial

rates currently prevailing in the imimediste area of th e Jomnt Property.

B, In lteu ol charges s Potogiaph 8A obove, Uperator may clect W use average commercial qales  prevaling mo the
immediate area of the  Joint Propenty  kess 20% For sutomotive  cquipment, Opesator  may  elect lo b fates

published by the Petroleum Moter Transpoil Assoction
Damages und Lusses 1o Joinl Property

All custs or expenses necessary  for the repar or replacement of Juint Property made  wecessary  becouse ol damiges ot
losses  mcutred by fire,  food, storm, thefl,  accident, or  other  cause.  except those  tesulting  fram Opetator’™s pross
negligence  of  willful  wisconduct Operstor - shall funish - Non-Operator wilten nohice of damiages  or  fusses meutial s

soon as practivable atter a report thereo! has been receved by Operator
Legal Expense

Cxpense  of  handhing, nvestigaing  and  settling hugation  or claims,  dischurgig ol liens,  payment ol judgmans aml
amounts  paid  for sctthement of chums  incuned 1 or resulting  fTom operations  under  the  agreement or  necessay e
prateet of recover the Joint Propurly, except that swo charge for services of Operors egal stalf o fees or expense of
outside  attotneys shall be made unless previvusly agieed W by the Parties. All other Jegal expense i considoed o be
covered Ly the overhead provisions of Sectivn U unless otherwise agrzed W by Ihe Patlies, except as provided ui Secton

1, Paragraph 3
Taxes

All taaes of cvery kud and natwie assessed o levied wpon ar inocennection with the Jomnt Property, the operiation theieof,
or the production therefiom, and which taxes have been puid by the Operator for the benelic of the Paties 117 the ol
valorem  Wxes  wre based o whole  ur o pait upon  separate valuations  of  cach  panty's  workig  anterest,  then
notwithstanding  anything 10 the comtrary  herein, clarges 0 the Jonl Account shall be made and pad by the Paniwes

heicto wn accordance with the (ax value gencrated by cach party's working mterest.
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Account for vverhead bused on the following rates for any Major Construction project in excess of $__25,000,00 -
A 5 Yo of tirst $100,000 o towal cost il less, plus

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

C. 2 % ol costs in excess of $1.000,000.

Towl cost shatl mean the gross cost of any one project. For the purpuse of this paragraph, the component parts of a single
project shull not be lecated scparately and the cost of drilling and workover wells and anificial il cquipment shall be

excluded.
RE Catastropbe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resubting from 8 single occurrence  due
o oil spill. blowout, explosion, fire, stanm, huorricane, or other catastrophes as agreed 10 by the  Partics, which are
neeessary  to  westore  the Joint Property to the  cquivalent condition that  existed prior 1o Wic cvent  causing e
expenditures, Opurator shall either negotiste a rate prior to charging the Joint Account or shall charge the Jomt Account

for vverhead based on the following rates:
A s % ol total custs through $100,000, plus

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

(& 2 % of'total costs in excess of $1,000,000,

Expenditures  subject o the overhends above will not be reduced by  inswasice  recoveries, and  ne other  overbead
provisions of this Section 11 sladl apply.

4. Amendment of Rates

The overbead rates provided for in this Section 11 may be amended from time to time only by mutal agreement

between the Parties hereto i, in practice, the rates are found to be insufTicient or excessive.

. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator 15 responsible  for Joint Account  Material and  shall make proper and timely charges and  credits  for all  Matesial
movements  affeciug  the  Jomt  Property.  Opcrator  shall  prowvide all Matcrial  fur use on the Juint  Properiy;  however, at
Opurator's  option, such Material may Dbe supplicd by the Non-Operator, Operator  shall make Lmely dispusiion of idle  andior
surplus  Material,  such  disposal  being  made  either through sale 10 Operator  or  Non-Operator, Jdivision in  kind, or sale 1o
outsiders.  Operator  may purchase. but shall be under no obligation 10 purchase, intetest of Non-Operstors  in surplus conditron
A or B Material, The disposal of surptus C Htable Material not purchased by the Operator shall be agreed to by the Partics.

1. Purchases

lucti of all disc ] ived In case of

Material purchased shall be charged at the price paid by Operator aller de
Mutedial found 0 be defective or returned (0 vendor for any aher reasons, crede shall be possed to the Jomt Account

when adjustinent has beea received by the Operator.
2. Trausfers and Dispusitivns

Material furnished to the Joint tioperty and Maieral wansieried from the Joint Proputy or disposed of by the Opendor,

unless otherwise agreed W by the Pasties, shalf be priced on the following basis exclusive of casti discounts:
A, New Material (Condition A}
{1) ‘Fubular Goods Other than Line Pipe

(0)  Tubular pgoods, sized 2 3/8 inches OD and larger, except dme pipe, shall be priced at  Lastern mill
published carlvad base prices effective as ol datc of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving poimt  ncurest the Joint  Proputy for  which
published rail rates for wbuter goods exist. If the 80,600 pound ran raic is not ollered, the 70.000 pound
or 90,000 pound rail rate may be wsed. Freight charges for tubtmg will be coleulated from  Lorain, Obw

and casing {rom Youngstown, Ohio.

(b) For grades which ase special lo one will only, prives shsll be voinputed at the null hase of that mill plus
transportation  cost  from that mill o the railway receiving point mearest the Jot Propaty as provided
above in Paragraph  2.A.(1)(a). For transportation cost ffom  points other thun  Eastein mills, the 30,000
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)

pound Ouf Field Haulers Associativn interstale truek rate shall be used

(€)  Specsl end fimsh twbular geods shall be priced at the lowest pubhshed out-of~stock price, fo.b, 1louston,
Texas, plus  transpoeriation  cost, using Ol Ficld Haulers  Association  interstate 30,000 puund  truck  rate,
w0 the railway recetving point nearest the Joint Propenty.

(d)  Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published oul-of-stock prices
fob. the supplier plus transportstion costs, using the Oil Field Haulers  Assoviation  interstate  truck  rate
per weight of wbing translerred, (o tiee railway recciving point ncarcst the Joint Property.

Line Pipe

(@) Line pipe movements {cxcept size 24 inch OD and larger with walls % inch and ever) 30,000 pounds or
more shall be priced onder pravisions of twbular gouds pricing in Paragraph A()a) as piovided abuve
Freight charges shall be calculated from Lorain, Ohio.

(by L Pipe movements (except size 24 inch OD) and lorger with walls % inch and over) less than 30,000
pounds shall be pnced at Eastern mili published carluad Dbase prices cffective as of datc of shipmem,
plus 20 percent, plus transportation custs based on (reighl rates as sct forth under provisions of tobular
gowds pnicing n Paragraph A(1)a) as provided above. Freight charges shall be caleulated fiom  Lorain,
Ohiv,

{¢) Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the poim of
manufocture ot cuirent  pew  published  prices  plus  Gausportation  cost to the  railway  receiving  point
nearest the Jomt Property.

(d) Line pipe, including fabricated lhine pipe, drive pipe and  conduit not listed on published price lists shail
be priced at yuoled prices plus frzight to the railway receiving punt nearesl the Joint Property or at
prices agreed to by the Paities,

Other Muterinl shall be priced at the current new price, in effect at date of movemenl, as lisied by u reliable

supply slore pearest the Joinl Property, or peint of manufacture, plus transportation cests, if upplicable, o the

railway receiving point nearest the Joint Property.

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

new price, in effect on date of muvement, as listed by a rcliuble supply store nearest the Juint Properly, or

point of manulacture, plus transportation costs, if applicable, lo the raitway 1eceiving point ncarest the Joint

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

Goud Used Maictial (Condition B)

Material in sound and servicesble conditton and suitable for reuse without reconditioning;

(1Y Material moved to the Joint Propesy
At seventy-five percent (75%) of current new price, as determined by Paragroph A

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

{a) At seventy-live percent (75%6) of current new price, as determined by Paragraph A, sf Material  was

originally charged to the Joint Account us new Material or

(b) AU sixty-five percent (65%) of current new price, as delermined by Paragraph A, if Maierial  was
originuily charged to the Joint Accaunt as used Material

¢3)  Material not used on and maoved trom the Joint Property
At seventy-five peicent (75%) of current new price as determined by Paragraph A
The cost of reconditioning, if any, shall be absorbed by the transfersing propenty.
Other Used Materisl
(1} Conditon C

Matenial which is wot in sound asd serviceable condition and not sutable for s ongimal funcuon anul
alter teconditiomng shall be  priced at Nfty  percent (50%) of curment new  piice as  determined by

Paragraph A, The cost of reconditioning shall be charged to the receving propesty, provided C

C value plus cost of reconditivning does not exceed Condition BB value.
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(2)  Condition D

Material, excluding junk, no longer suvitable for s onginal  purpose, but usuble for seme other  puipose
shall be prced on o basts comminsutate with s use  Operator may  dispose of Condition 1) Mierial

under procedures normally used by Operator withoul prier approval of Nun-Operators

(@) Casing, wbing, or drill pipe wxed as lme pipe shall be priced as Grade A uud B seandess Hne pipe
of compurable size and weight.  Used casing, Wwbing or drill pipe wiilized as line pipe shall be

priced at used line pipe prices

(b) Casmg, twbing or dnll pipe used as higher  pressure service lines  than standard hne pipe, o
power oil lines, shall be puced under nwommal pricing  procedures  for  casing, ubing, o didi pspe

Upset tabular goods shall be poced on s non upset basis
(3) Condition E

Junk  shall be  priced ot prevahing  prices  Operator may  dispose  of  Cundition  E - Matenal  undw

procedures normially vtilized by Operstor without prive approval of Non-Operators
D Obsolcte Material

Matwerial which is serviceable and usable fur s osigmal functon but conduion and/ut value of such Matetinl
is not equivalent to that which would justly a pre as provided above wmay be specislly priced s agieed w0 by
the Partics. Such  price should result in the Joint Account bumg  charged  with the value of the servee

rendered by such Material.
I Pticing Conditions

(1) Loading or unloading custs may be changed o the Juint Actount at the rate of twenty-five conts (25¢)
per hundred weight on all wbuler goods movements, i heu  of actual  loading  or  unluinbng  costs
sustatned at the siocking pont The above rate shall be adjusted as of the fust day of April each vem
following Junuary 1, 1985 by the same percentage ancrease or decrease used 1o adjust ovethead rates w
Section [l Poragraph 1 A(3) Cach yeur, the rate calvuiated shall be rounded 10 the nearest can and
shalt be the rate n effect uwnbl the fisst day of April next vear. Such wate shall be published caeh yow

by the Council of Petroleum Accountants Societics

{2) Material involving  erection costs shall be charged ot apphicable  percentage of e current  knucked-down

price of new Matcrial.
Presuium Prices

Whenever Muaterial s not readily obminable at published or listed prices because of national  emergencies, stthes w other
unusid  cuuses over which the Operator has oo contrel, the Operntor may  charge the Joing Accousmt for the requed
Material at the Operator's actual cost incurred in providing such Moterial, m making it suitable for use, and m moving 1
w e Joint Property; provided nohice o writing s furnished 10 Non-Operators of the  proposed  chasge  prior o billing
Non-Operators  for such Material.  Each  Non-Operaar shall have the ughi. by so electing and notdving Opuiates  withim
ten days afler receiving notice frum Operator, 1o finmsh i bnd all or psit of his share of such Materal sutuble for use

and acceplable 1o Operator
Warrsnty of Material Furnished By Operator

Operator docs nol wamant the Material futmshed  In case of defectine Matersal, credt shall not be passed 1w the Joum
Account untd adjustment hias been received by Opurator liom the monufaciurers of their agents.

‘The Operator shall maintain detailed records af Controllable Muterial

Perivdic luventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Wnitten  notiee
of miention 1o take invemtory shall be given by Operater at least thuty (30) days before any invemtory s to begin so that
Non-Operstors - may  be  represented  when  auy mventory  is @ken. Faudure  of  Non-Operators 10 be  aepresented  at an
mvenlory shall bind Non-Operators to accept the inventory taken by Operator

Reconcitistion and Adjustment of Inventorics

Adjustments to the Joint Account resulting from he reconcthation of  a physical anventory shall be made watln six
mwonths following the takmg of the mventory  Inventwy  adjustwents shall be mode by Operator 1o the Jomt Avcoumt foe
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overages and shottages, but, Operator shall be held acenuntable only for shortages due to lack of reasonable diligence
Special luventuries

Special inventories may  be tsken  whenever there is amy  sale, chunge of anterest, or change of Operator an the Joint

Property It shall be the duty of the party scllmg lo moufy all other Parties as quickly as possible alter the tronster of

mterest takes place {0 such cases. both the selle and the puschiaser shall be governed by such mvemtory  In cases

nwvelving a change of Operator. all Parties shall be governed by such mventory
Expense of Conducting lnventories

A, The expense ol conducting periodie mventories shall out be chaged 0 the Jomt Account uniess agreed 1o by the

Partics.

B The expense ol conducting  special iwentories  shull be charged w the Paties  tegquestmg such  anventosies,  exeept

mnventories required due to change of Operalor shall be charged 1o the Joim Accaunt

COPHS;




EXHIBIT "D"

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

The Operator shall carry insurance for the benelit of the joint account covering Operator's
opcrations upon the Unit Arca subject to the Operating Agreement to which this Exhibit "D" is
attached as follows:

a) Workmen's compensation insurance: In compliance with the workmen's
compensation laws of the State of New Mexico, including employer's liability
with minimum limits of $1.000,000.00.

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

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

The Operator shall require its contracts and subcontractors working or performing scrvices
upon the Unit Arca subject to the Operating Agreement to which this Exhibit "D" is attached to

comply with the workmen's compensation laws of the State of New Mexico and to carry such other .

insurance and in such amounts as the Operator shall deem necessary.

During drilling operations, Operator shall also carry Operator's Extra Expensc Indemnity
insurance during drilling and completion including coverage for well seepage, pollution, clecanup
and containment and evacuation expenses. The limit of such insurance is $10,000,000.00 any one
occurrence. Non-Operators shall elect, in writing prior to spudding, to be covered under such
policy or shall furnish Operator with evidence that it carries for its own account such insurance with
minimum limits corresponding (o those provided for in Opcrator's policy. At all times while
operations are being conducted under this agreement, Operator, or the designated Operator for the
account of the Non-Operators, shall maintain insurance in accordance with this Exhibit. {f'a Non-
Operator clects 10 be an additional insured on Operator's policy, it shall bear ils proportionate part
of the expense of such policy.
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-NQTE; Istructians For Use of Gaa Balancing

1

2 AsteerumMUSl’beuvwwedbeforeﬂnnhzing

.3 th:sdowman -

4

s

6

7 - EXHIBIT "E"

-8 GAS BALANCING AGREEMENT ("AGREEMENT")

9. . . ~ ATTACHED TO AND MADE PART OF THAT CERTAIN.

10 : OPERAﬂNGAGREzMENTDATEn_mmzm : .

il ¢ Progu 1 pf g — )

i Ene . i ("OPERATING AGREEMENT")

13 -REMTINGTOTHEW S _ e - _AREA,
T4 Eddy e couwrvmmsu,snnor’ _NewMeslep : : .
15 i - S

16 1. - DEFINITIONS -
17 Thefollowmg definitions shall npplylothns Ayeemcm. } :
8 -lol "Am’s  Length Agrumml" shall mesn - any. gas “sales  agreément wnh -an unnﬂ‘lllated purchaser or any . gas. sales

19 . . . agreement with an- affiliated pun:hnser where the  sales. pnce and dehvery conditions ~ under sush agrecment  arc -
20 - fepresentative of prices “and dehvery conditions aushng under other similar uyeemcnls .in" the " ara .'belween»
TR unaﬂ'llmedpmulmcsamehmfofnmumlgasofcompambleqnalnynndqmuty : '
2 1.02 "Balancing Arca” shall mean (select one):

23 B each well subject to the Operating  Agreoment  that pmduca Gas or is allocated & share. of Gas pmdunuon If a
24 . single well ‘is completed in two or - more produging intervals, esch producing interval from which he . Gas
25 production is tiot commingled in the wellbore shall be considered a separaie well, - : : - . S
26 . O sllofthe acreage and depths subject to the Operating Agrecment.

27 . . o ) atadeis st

28 B

29

30 . e : — : :

-31 1.03 “Full Shue of Clin_en( Production” shafl - mean - the Puumase Interest of -each’ Pmy m me Gas actually pmducad' :
7 from the Balancing Ared during each inonth. R :
33 . 1.04.°Ges” shall moan afl hydrocarb duced or-,"' cible  from - the . Bnlancmg Aren, ‘whether -from 3. well clnmfed’ .
33 - & an ofl well or gas well . by lhe regulnlory asem:y having jurisdiction Gin such ‘matters, which ‘are or may be made -
35 7+ available for sale or- separate dxspouuon by ‘the Pu'u:s._ tudi oil, ‘cond and’ other hqulds recovered by'
36 - feld eqmpmenl opermd for the joint eccount *Gas" does mot mcludc gas used in ‘joint opemuons. suuh as l'or fuel,
37. . recycing o relnjection, ar which iz vented o lost prios to its sale or delivery from the Balancing Arca. .
38 H)S "Makeup - Qas” shall mean any Gas taken by an Underproduced. Party from the Balanclng Aren in - exu:ss of |ts Full:
39 Share of Current Production, wheﬂmvummm&wmsj or Section 4.1 hercof,

40 - 1.06 "Mcf" shall - mean one- lhousand cubic. feet. A cubic - foot of Gas shall mean lhc volume of m eonlamed in one cubu: :
4r - footof:pacenaslnndmdpvmmbnsemdalaslmdardu:mpmmmbm o

42 . 107 "MMBuw* ‘shall mean ‘one' million - British Thenma! Units.. A Buitish” Thermal® Unit shall mean  the - quanmy of . heat
_43 1 . mqnmdlomse onepotmdmn‘dupous ol‘pumwuerfmmS&Sdeg:m Fnhrenhentoi!’j deg;us Fahrenhennla
-44 . wlmupmsumofunpoum:persmmmduhdum . .
s -I.OB'mew' shall . mean " the mdmdyal or entity. designated wder the terms . of . the Opemmg Aywmam o, . ‘in’ the
% - -evemt this Agreement is . not' employed' in  connection wnl.h an opemung nyeement, the mdmdual or enmy'
a1 . deslymedaslheopemomfﬂn well(s) located in the BaluncmgAm )
43. | 1.09 "Overproduced ~Party® shall mean any Pmy having taken a yum quanmy of Gas from the Ba!mcmg Area- than'
49 7 merugcmmutofsthmymmequnulaﬂveqmnyofnnGaspmduwdﬁ'omlheBnlancmgAna .

50 1.10 “Overproduction® shall mecan the cumulative quantity of Ges .taken -by a Party ‘in excess of n.s Pmmase lm:ml in
E13 Co lhemmulmveqmmyofallﬁupmduned from the Balancing Area. - .

52 LIl "Party® -shal] mean those individuls or cntitics subpct to _this Ayeemcnx. and  their pectiv héin,'

53. .. ©  uensfereesand gssigns. : - :
54 . L2 "liaeemge Interest” shall mean the pcrumnge or decimal interest of each Puny in the Gas pmdnced fwm “the
55  Balancing Areap to the Operating Agr coveting the Belancing Area. . . N
56 L13 "Royaity® " shall m:nn pnymr.ms on produclion of Gas from the Balanclns Area ‘to all owners of myalln:, ovcmdmg
57 . royalties, production payments of similar i '
s8. 1.14 "Underpioduced  Party” ‘shall ‘mean any. mey heving teken 3 lesser’ qummy of Gas from the Bulam:mg Area then
) ‘the Percentage Interest of such Punymﬂu:ﬂunulmvequanmyofallOnspmducedfromﬂxeBalmcmzAnu -
60 1.15 "Underproduction®” shall mean .the - deficicncy -between the cumulative quantity of ‘G’ taken by o Pmy “and s
6t Pm'.ﬂmgelnletmmthemmnlaﬁvequmlhyofuﬂGupmduwdﬁomlheBalmmgAm R ;
62 - 1.16 0 (Optional) “Winter Period" shall mean the monihis) of. . - i .- _inone
63 : mlendarynrmdmemomh(s)of — i e : mthesuceeedmgcalmduyw

64 2. BALANCING AREA i o o : ’ .
65 21 If this "Agrecment . covers  more than one Ba!mcmg Area; |l shall be: npphed & if cach Balmcmg A:n ‘were  covered

66 by. separatc but identical agreements.. All° balmcmg hereunder shall be on’ the basis- of - Gas ukcn from_ l.he Balanang Area
- -67 weasured m(Allmnllve l)BMcfsor(Alternnﬂvcz)DM)\lLBm .

. 68 2.2lntheevcn(lhmnllorpuloflheGudcllvcrublcfmmnBdmmgmumbwmswbjeuwonewmm;
" 69 maximum. lawful prices, -eny Gas not subject 10 price controls shall be considered- as produced fom a single Bnlmcmg Area
70 fnndGasmbjeulouchmmumlnwfulpnmwegoryshallbe nsidered piod "ﬁuma pareic Balancing Area. o
* 71 3., RIGHT OF PARTIES TO TAKE GAS - : S A
72@3le|? dsmnmmkeﬁuwlllnoufymworuuselheomw umes-
75 nominated, ' the n:?,ne of ﬂ: unnspumns pipeline . ‘and * the: pipeline contract. fumber (if nvallnble) nmotgemg"‘ﬂrwaf”#&%%,
4 |o such delxvery. sufficiently in advam:é for tic' Operator, “acting - wuh remnahle dlhgem:c. to - meel _all nnmmsuon -and.” other -
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N . . . in accordance with cach Partics’ interest jn the well
requirements,  Operator is authorizced 1o deliver the volumes  so nominated / and  confinmed (if confirmation 15 sequired) o the

transporting pipetine in accordance wilh the terms of s Agreemeunt,, provided however. the Well is capnbie of delivering the nominated volume for the
appht ﬂ%}l(‘g] urly ur Partigs. . . . N . ;
S, {zach i’nny shall make o weasonable, good faito effsl o ke its Full Sharc of Current Production cach month, 1o the

extent that such production is required to maintain leases in cffect, to protect the producing capacity of a well o reservoir, e

preserve contelative rights, or to maintain oil produclios.

33 When o Party fails for any reason o 1ake its Full Share of Currenl Production (a5 such Share may be reduced by ihe
right of the other Parties to make up for Underproduction as  provided herein), the other Portics shall be entitled o take any
Gus  which such Party Fails 10 tke. To the extent practicable, such Gas shall be made available imtially to cach Underproduced
Varty in  the proportion  that its  Percentage  Intesest m the  Baluncing  Arca bears w0 the  total  Percentage  Interests ol all
Underproduced  Partics  desiring to take such Gas. IF wll such Gas is nol taken by (he  Underproduced  Parties,  the  portion nut
taken  shall  then be  nade  svailable G0 the other Parties in the  proportivn it their  respective  Percentape  Interests  in the
Balancing Arca bear to the wial Percentage Interests of such Partics.

34 All Gas taken by a Party in accordance with the provisions of this Agreement. regardless of whether such  Party s
underproduced  or - overproduced,  shall be  regarded as Gus  token  for its  own account  with title  thereto being in such tiking
Puarty.

3.5 Nutwithstanding the provisions of Section 33 leeof. no Overproduced  Pany shall be entitled in any month 1o take sy
Gas  in o excess of three  hupdied  percent  (300%)  of  ils Percentage  Interest  of  the  Balancing  Arca’s  then-curtent  Maxunum

... unless apreed fo by u‘)l Parties Smruu_ . . .
Mombly  Availability; 7 pruV!dL‘J. however, that  this  hmition  shall sot apply 1o the extent hat it would  preclude  production
that @5 required o waintain feases  in o effecdt. W protest the  producing  capacity of 8 well or reservoir, o preserve  correlative
vghts,  of  to maimnlain ol production.  “Maximum  Montbly  Avaitabiliy”  shall  mean  the  maximum  average  monthly  rate of
producton . which  Gas can be delivered  from  the  Balanting  Area, as dewrmined by (he Operator, considering  the  maxiun
efficicnt well rate for cach well  within the Balancing  Area, the maximum  alfowable(s) sct by the appropriste  regulalory  agency.
mode of operation, production facility capabiliies and pipeline pressures.

3.6 o the event that a Pony fails to make apangements 1o take its Full Shar¢ o Current  Production required 0 be
produccd 1o maintain Jeascs in cffeet, to protect 'l’h" muodueing  capacity of a well or reservoir, W preserve corelative sights,
to maintein vil production, the Operalor may  sell l/ “a?l‘;'ﬂpuf? of such Pary's Full Share ol Current Production that such Party fails
tw take for the account of such Party and render to such Party. on 2 curremt basis, the (ull proceeds of the sale. Jess amy
wasonable  markeling,  compression,  treating,  gathering  ur transportation costs  incurred  ditectly  in connection  with  the  sale of
such Full Share of Current Production. In muking the  sale  contemplated  herem.  the  Operator  shall be  ubligated only o obtum
such price and conditions for the sale as are rcasonable under the circumstances and shall not be obligated to share any of ils
markets, Any such sale by Operstor under the terms heeol shall be only for such reasenable perivds of time as are  consistent
with the minimum  sceds of the  industry  under the  padicular  circumstanees, bt in no event for o period in eacess of e
year.  Nuotwithstnding  the  provisions ol Anticle 3.4 hereof, Gas sold by Operator for a Party under the provisions  hereol shall
e deemed 1o be Gas taken for the account of such Party.

4. IN-KIND BALANCING X
L . resspnuble notice of ) .

41 Effective the fisst day of any fl"lr“c"dli"r'"hm:"‘ ullcn')_w'l(l‘v I:ll‘casl thirty (30 ) days' prior
writlen  notice  to the  Operator,  / (inl)’c |¥dchr03ucc'd Party  may begin  taking, in  oddition to its Full Share of  Curremt
Production  and  any Maheup Gas  laken  pursuant to S:ction 33 of this  Agicement, a share  of  cunent  production  deternuied
by multiplying thirty-five pereent { 35 %o of the Full Shares of Current Production of all Overproduced Partics by

a lraction, the numerator of winch is  the  Pereentage  literest  of  such  Underproduced  Party and  the  denominator  of  wluch
15 the total of the Percentage  Interests of ol Underproduced Partics desiring o ke Makeup Gas. tn no event will an
Overproduced Panty be requated to provide more than thirty-five pereent { 35 %o} ofits Full Share of Cunent
Production  for  Makeup Gas. The Operator will  prompty  aotify  all - Overproduced  Parties  of  the  clection of an  Underproduced

Party to begin kg Mukeup Gus.

42 0O (Optional - Scasonul Limitation on  Makeup - Option 1) Notwithstanding  the  provisions  of  Sectivn 41, e
aversge  monthly amount of Makcup Gas taken by an Underproduced Parly  during  the  Winter  Period pursuant to Scction 4.1
shall  not  exceed  the  average  monthly  amount  f  Makeup  Gas  taken by such  Underproduced  Party  during  the

( Y months immediately preceding the Wisiter Period.
42 0O (Optional - 8 I Limitati on  Makeup - Option  2) Notwithstanding  the  provisions  of  Section 4.1, no

Uverproduced Party will be required w provide more than percent ( %) of its Full Share

of Current Production for Maheup Gas during the Winter Period.

43 {Optional) Notwithstanding  any other  provision of  this  Agrecment, at such  tme and  for 50 long as  Operator, or
(insofar  as  concerns  production by (he  Operator)  any  Underpraduced  Party,  determines  in good  faith  that  an  Overproduced
Party has produccd  afl of its shwe of the ulimately vecoverable reserves in the Balancing  Area. such Overproduced  Party  nuy
be required w make avalable  for  Maokeup  Gas, upen  the  demand of the Operalor or  any  Underproduced  Party. up w0

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

5.1 The Opecrator will maimtain  appropriale  accounting on a montbly and cumulitive  basis of the volumes of Gas that cach
Paty is entitled to reccive ad  the volumes of Gas actually taken or sold for cach Panty's accounl. Witkin / ﬁ)’ht;—ﬁ'»oc?—(-&skdn)\
after the month of produciiun, the Operator  will  furnish  u statement for  such  month  showing (1) cach Pany's Full Share of
Current Production, (2) the tolal volume ol Gas actually taken of sold for cch  Party's account, {3) the differcnce  buetween
the  volume taken by cach Party and that  Pasty's  Full  Share  of  Cument  Production, (4)  the  Overprodoction  or

Undesproduction  of  each  Party, and  (5) other  data a5 recommended by  the  provisions  of  the  Council of  Peuoleum
Accomnlants  Socicties  Buollein No.24,  as fed  or  suppl J  hercafier.  Lach  Party taking Gas  will  promptly provide 10
the Uperator any data required by the Operator for preparation of the statements required hereunder.

52 If any Panty lails o provide the data requied  Derein for four (4)  couscculive  production  wonths, the  Upcrator, or

where e Operator has  faded o provide  data,  anotler  Party, miay  audil e production and  Gas  sales  and  transportation
volumes  of the nonsreporting  Party to provide the required  data. Such audit shall be conducted only wsfler reasonable  notice  and
during noml  business hours i the office ol the Party whese records are being audited. All costs associated  with  such  audit
will be chiarged to (he account of the Party failing to provide the reqired daia,
6. PAYMENTS ON PRODUCTION

6.1 Luch Purty laking Gas shall pay or cause o be paid all production and severanee laxes due on all volunes ol Gas
actually taken by such Party.

62 O (Mternative 1 - Entitiements) Each Party shall pay of cause W be paid all Royalty duc with respect 10 Royalty
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owners to whom it is accountable as if such Party were taking its Full Share of Cusrent Production, and only s Full Share of
Cusrent Production.

6210 (Optional - For use only with Section 6.2 - AHernative | - Ewitlemens) Upon  written  request of o Pusty
laking fess than its Full Share of Curreat Production in a given month ("Current Underproducer”), any Paity  tahing more than
its Full Share of Cutrent Production 0 such  month  ("Cument  Overpruducer')  will pay (0 such  Cunsent Underproducer an
amount  cach month  equal to the Royalty percentage o the proceeds received by the Current Overproducer  for that  pution of
the  Current Underproducer's  Full Shwe of - Current Production  taken by the Curremt Overproducer;  provaled,  however,  that
such payment will ool exceed the Royalty percentsge that is common to all Royalty burdens in the Balancmg Arca Pavinents
nade  pursuant 0 s Scetion 621 will be deemed  payments w the  Underproduced  Party's Royalty  owners  tor  putposes  of
Section 7.5,

62 @ (Alternative 2 - Ssles) Lach Party shal pay or cause 1o be pad Royalty due with respect o Ruyalty owners to
whom it is accountable bused on tie volume of Gas actually taken for s account.

63 In the event that any governmental asuthority rtequires that Royally payments be made on asny other basis  than  that
provided Jor in this Scction 6, cach Party aprees o nike such Royalty payments accordingly, commencing on the cflecuve  date

quircd by such gover | authority, and the method provided vor lerein shall be thereby superseded.
7. CASHSETTLEMENTS

7.1 Upon the carlier of the plugging snd obundonment of the fast producing interval in the Balmcing Arca, the  wunmation
of the Operating Agreemcnt or  any  pooling  or  unit agreement  covering ‘the  Balancing  Area, or at any time ne Gas iy taken
from the Baloncing Arca for a period of twelve (12) consccutive months, any Party amy pgive wrilten notice  calling  Jor cush
settlement ol the Gas production imbalances anong the Partics. Such nutice shall be given Lo all Parties in the Balaneing Arca.

7.2 Within sixty (60) days after the notice calling for cash settlement under Scction 7.1, the Operutor will distsbute to each

Colrl

Party a Final Gas et 8 Ietailing  the  quantity of  Overproduction  owed by  euch  Overproduced  Panty 0 cach

Underproduced  Party  and  identifying  the  wonth (o which  such  Overproduction s atiributed,  pursuant o the  muthodology
set out in Section 7.4,

73 0O (Alternative | - Direct Party-to-Party Scttlement) Within  sixty (60) days afler receipt of the Fimal Gas  Settlement
Statement,  cach  Overproduced  Party  will  psy 1o cach  Underproduced  Party  eotitled o settlement  the  appropite cash
settlentenl, accompapied by appropriste  accounting  detail. AU the  time  of payment,  the  Overproduced  Paity  will  wotily  the
Operator of the Gus imbalance settied by the Overproducced Pasty's payment.

73 B (Ahernative 2 - Settlement Through Operator) Within sixty  (60) days aller receipt of the Fumal Gas  Scltlement
Statement,  cach  Overproduced Party  will  send  its cash setflement.  accompanicd by appropriste  accounting  detail, w0 the
Operater. The  Operator  will  distribute  the  monies  so received, along  with  any  sculement owed by the  Operator  as  an
Overproduced  Party, to each Undapraduced  Party 10 whom  serlement s due  within  mmety  (90)  days  after ssuance  of  the
tinal  Gas  Settlement  Statement.  In the cvent that  any  Overproduced Paty  fails to pay  any  settiement  due  heeander,  the
Operator may twrn over responsibility tor the collection of such settlement 1o the Parly to whom it is owed, amd the Operator
will have no further responsibifity with regard w such seitlenient,

231 E (Optionl - ¥or use only with Section 7.3, Alternative 2 - Settlement Through Operator) Any Panty shall  bave
the right at any time wpon thity (30) duys' prior wriiten notiee to all other Parties to demand that any sctfemons due such
Party for Overproduction  be  paid  dircetly o sweh  Purty by the  Overproduced  Party, rather  than  being  paid  (nough  the
Operator.  In the event that an Overproduced Pty pays the Operalor any sums due o an Underproduced  Patty ot any  tinme
after thily (30) days [following the receipt of the notice provided for herein, the Overproduced Party will continwe o be  fiabie
10 such Underproduced Party for any swms so paid. until payment is actually reccived by the Underproduced Party.

74 E  (Altermative [ - Historical  Sales  Busis) The amwount of the cash  sctilement  will be based on the  proceeds
received by the Overproduced  Party  under an Amn's  Length  Apreemient  for  the Gas  taken  from tme W tme by the
Overproduced  Party in - excess of the Overproduced  Paty's  Full Share of Current Production.  Any Makeup Gas  tahen by the
Underproduced  Party  prior 1o muonetary  settlement hereonder  will  be  applicd 1o offset Overproduction  chiondlogically  w the
order of accrual.

74 O (Alteraative 2 - Most Receut Sules Bass) The amount of the cash sctilenent will be hased on e proceeds
received by the Overproduced  Panty undn.:r an  Anu's  Leagth  Agreement for the volmme of Gas  that  constitutled  Overproduction
by the Overproduced Pany from the Balancing Arca. For the purpose ol implementing  the  cash  settlement  provision ol the
Section 7, an Overproduced  Party  will not be considered to have produced any of an Underproduced  Pary's shire ol Gas  untilt
the Overproduced Party has  produced  cunulatively all of its Percentage Interest share of the Gas  ultimately produced  frum  the
Balancing Arca.

75 The values used for caleulating the casli settlement under Section 7.4 will anclude all proceeds recemwed for the sale ul e

Gas by the Overproduced Party calculated at the UBalancing  Area, after  deducting  any prodoction or  severinee  taxes  paid  and  any
Royalty actually paid by the Overproduced Varty to an Underproduced  Party's  Royalty  owner(s), to  the extenl said  paynents
amounted to a  discharge of said  Underproduced  Party's  Royally  obligation, as  well as  any reasonable  warketing,  compression.
treating, gathering or transportation costs incurred dircctly in consection with the sake of the Overproduction.

7518 (Optional - For Valuation Under Percentnge of Proceeds  Contrncts)  For Overprodoction sold  under o gas
purchase  contract providing  fur  paymenmt based on a percentage  of the  procgeds  oblained by the porchaser  upon  tesale of

residue  pas  and liquid hydrocarbons  extracied  al w e processing  plant, the values  used  Jor lculating  cash { will
include  proceeds  seecived by  the  Overproduced  Party  far both  the  liquid  hydrocarbons  and  the  residue  gas  atuibutable o the
Overproduction.

7520 (Optional - Valuation for Processed Gas - Option 1) For O.vcn)ruducliun processed  for  the  account  of  the

Overproduced  Party at o pas processing plam for the cxtraction of liquid hydrocarbons, the il quanuly of the  Overproduction

will bc valucd for purposes of cash settiement at the prices seceived by the Overpraduced Party for the sale of the residoc pas

atributable  to  the  Overproduction  without  regard  to proceeds  attribwtable 10 hyguid  hvdeocarbons  whiclh  may  have  been

extracted from the Overproduction.

752 (Optional - Valuation for Processed Gas - Option 2) For Overproduction  processed  for  the  account of  the
Overproduced  Party at a gas  processing  plunt  for the  extraction of  liquid  hydrocarbons, the  values  used  for  caleulating  cush
settlement  witl include the proceeds received by the Overproduced Party  for the sale of the liguid hydrocarbons  extractied  from

the Overproduction.  less  the  acwal  seasonable  costs incusred by the Overproduced  Panty  to provess  the Overproductinn and
transport, fractionate and handle the liquid hydrocarbons extracted tacrelroni prior W sale.
76 To the extent the Overproduced Party did oot sell alt Overproduction  wader an Arm's  Length  Agreement,  the  cash

settfement will be  bused on the  weighted  average  price received by  the  Overproduced  Parly  for sny  gas sold  lrons the
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Balanemy  Area under Arm's  Length Agreements  during the months to - which  such Overproduction is - aticibated.  In the evem
that no sales under Arm's  Lengih Agreemenls were  made  during any  such  month, the cash settlement for such month wil be
based o the spul sales prices published for the applicable geographie arcs during such month in 2 muwally acceptable  pocing
hulictin,

7.7 Interest h ded at the / rat

raie of mwsest applicable 1o the Balancing  Area, whichever is less, will accrue for all amounts due under Section 71 begnnung

nmc rate in effect ut Bank of America. Dallas, Texas X )
b 2ol 1 A ——Y%) per-anium or the maxinum lwtul

the fisst day lollowing U datc payment is due pursuant 1o Section 7.3, Such inferest shall be borne by the Operator or any
Overproduced  Party  in the  proportion  that  their  sespective  delays  beyond  the  deadlines set out i Sections 7.2 and 7.3
i";llnr)’hll)llll‘idﬁ‘l‘l’kll u‘gb.yl:uéi uf’ lllclllnlufsh The 9 becr( or shall alse De required to pay sach interest if it bas received paymeat from any Overprodaced
In ‘} } Yllt:ﬂyt.d;h ;lellencnl ‘n.qmru&y by S
wn ofter o settle s Overproduction in-hind  and  al such  res, quantitics, times and  sources as miay be agreed upon by the
Underproduced  Paity. I the  Panties  are  unable w0 agree upon  the mamner  in which  such  m-kind  sculement pas will be
funished  within - sixty  (60) days afler the Overproduced  Pany’s offer o setle in kind,  which  period  may  be  extended by
agreement of said  Partics, e Owverproduced  Pasty  shall make a cash setifement as provided in Sceton 7.3, The making ol an
in-kind scitlement  offer under this Section 7.8 will not deluy  the accrual of interest on the cash setlement should  the Partwes

ien jon 7.3, an Overproduccd  Party may deliver to the Underproduced  Pinty

fail 10 reach agrecmcent on an in-kind seitlement.

79 {Optivonl - Fur Balancing Areas Subject (o Federal Price Regulation) That portion of any momies collected by amn
Overproduced  Party  for  Overproduction  which is subject to scfund by orders of (he Federal  Lnergy  Regulwory  Commisswon  of
other  governmental — authoiity  may  be  withheld by ihe  Overproduced  Party  until  such  prices  are  fully  approved by such
governmental  authority,  unless  the  Underproduced  Pany  fumiishes  a  corporate  undertaking,  acceplable 1o the  Overproduced
Party, agrecing  to hold  the Overproduced  Panty  harmless  from  financial  Joss  due 1o retund  orders by such  govemmental
authoraty.

7.10 O (Optiona! - Yoderim Cash  Balancing) At uny time during the term ol this  Agreement. any  Ovaproduced  Paity
nay, in its sole  discretion, muke cash  sclllement{s) with the Underproduced Parties covering all o5 part of its  oulstandmg, G
imbatance,  provided  that  such  setlements  must be made  with  all Underproduced  Ponties  proportivnately  based  on the  relative

wibalances  of  the  Underpraduced  Partics, and  provided  further  that  such  scttlements may not be made more olten  than  onee
every  twenty-lour  (24)  months.  Such  settements  will  be  caleulated i the  same  manner  provided  above  for final  cash
settfentents.  The  Overproduced  Party  will  provide Opertor o detailed  accounting of  any  such  cash  settlement  within  thinty  (30)
days alter the setilement is made.
4. TESTING

Nolwithstanding any provision of this Agreemient o the contrary, any Party shall have the nght, from tme o bwe, to

produce and tike vp o one hundied  percent (100%) of a well's entire Gas sticam o micet  the  reasonable  deliverabitity  tesiy)

teyuited by such Poany's Gas purchaser, and the sight 1o tahe apy Makeup Gas shall be subordinate to the right of any v

conduct  sech  tests,  provided, bhowever, that such  tests  shall be conducted in accordance  with  prudent  operati

¢ practices  only

¢

afler thirty . ( 30 3 day s’ prior written nutice (o the Operstor and shall List no longes tan

seven ( D Jays including prior shut-in time.

9.  OPERATING COSTS

Nothing in this  Agreement  shall  chage  or  affect any  Parly’s  obligation o pay its  propurtionaie  share of all costs and
Habilttics  incurred 0 operations on ot in comection with e Balancing  Area. as its share thereol s set forth an the Operatng
Agrecment, wrespective  of  whether any  Party is at any Gme scling  and  wusing Gas or  whether  such sales or use e
propurtion to its Percentage Intetest in the Balancing Area.
10, LIQUIDS

The Partics shall share  proportionately in and ows  all liyuid bydiocarbons  recovered  with Gas by ficld  equipment  operated
for the joint account in accordance with their Percentage sts in the
11, AUDIT RIGIITS

Notwilhstanding  any  provision  in  this  Agrevment o any  other  agreement  between  the  Parties  lwieto,  and  fuither

g Arca.

wtwill Ji any lermination  or floti of ihis Agl for a period of Iwo (2) years from the end of the calenda

year in which any information to be [fumished under Scction 5 or 7 hereof s supplicd, any Party shall have the right to audit
the  records  of  any  other  Party  regarding  quanbty,  including  but  not  limited 1o infurmation  regardng  Biu-contem
Any Underproduced  Party shall have the right for a penod of Gwe (2) years from the cond of the calendar year i which any
cosh settlement is  received  pussuant to Section 7 to andit the records of any Overproduced Party us to all matiers  concerning
values, including but wnot  limited to  information  regarding  prices  ond  disposition  of  Gas  from  the  Balancing  Arca Any  such
audit shull be conducied ol the expense of the Panty or Parties  desiring  such  oudit, and  shall be  conducted.  afier  reasonable
notice, during  normal business  hours in the office of the Pany whose records are bang  audited.  Lach  Pany hereto agrees o
maintain records as lo the volumes and prices of Gas sold cach month and the volumes of Gas used in s own operitions,
along  with the Royalty paid on any such Gas wsed Ly a Paty in its own operations. The audit rights provided for in this
Section |1 shall be in addition to those provided tor in Section 5.2 of this Agreement.

12. MISCELLANEOUS

12.1 As between the Partics, i the evenl of any contlict between the provisions of this Agrecment and  the  provisious ol
any pas sales comtract, or in the cvent of any confict between the provisions of this Agreement and  the  provisions of the
Operating Agreement, the provisions of this Agreement shatl govern.

122 Each Panty wprees o defend, indemnily and hold harmicss all other Partics from and aguinst any and all linbility  f
any claims, which may be asseied by any third party which now or hereafler stands i contractual reltionship  with  such
indemnifying Panty and  which arise oul of the operation of this Apreenent or any aclivities  of such  indemnitying Party e
the provisions of this Agrcoment, and does  further agree to suve  the other Partics banmless  (rom  all judgments  or - danages

L

Lained and cosls inc in connection therewith.

12.3 Lacept  as  otherwise  provided s this  Agrcement,  Operator 15 adthorized W admimster  the  provisions of -ty

Apreement, but shall have no  liability to the other Pirties for losses  sustained  or liohdity incurred  which anse out of w in
connection  with  the  performance  of  Operator's  dufies  hereunder, except such as may  result from Operator's goss negligence or
willlul misconduct.  Operator shall not be liable to any Underproduced Party for he  failure of any Oveproduced  Pary, (other
than Operatar) o pay uny amounts owed pursuant to the terms hereof.

124 This Agreement shall remain in [ull force and eftect for as Jong as the Operating  Agreement shull eman i loive and
effect as to the Balancing Arca, and thereafier wigil the Gas accounts  between the Partics are setled in full, and shadl inwe w

the  bhenelit  of  and  be  binding  wpon  the  Partics  haets,  and  their  respeclive  heirs,  successors,  legal  representatives
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and assigns, i any. The Partics heretu agree to gine notice of the exintence of s Agreement Lo any  suceessor i mtesest ol
any such Party and w provide that any such successor shall be bound by this Agreement, and shall futher muhe iy transfor of

any interest subjeet 1o the Operating Agreement, or any part thereol” also subject 1o the tenms of this Agreement,

12,3 Unless  the context  clearly  indicales  otherwise,  words  used  in  the sinpular  include  the  plural, twe plural iacludes  the
singular, and the newter gender includes the masculine and the femimne.

126 In the event that any "Opuonal® provision of this Agreement is not adopled by the Parties W this  Ageenment by o
typed, printed or  handwritten indication, such  provision  shall not form u part of this  Agrecment, awd a0 inference  shall be
made couccrning the intent of the Parties in such event. I the event that iy “Alernative”  provision of this  Agreement is  not
su adopled by the Panics, Alternative 1 in cach such instance shall be deemed to have been adopted by the Partics as o result
of any such omission. In those cases where s indicoted that an Optional provision iy be used only i & speafic Ahemative
is sclected: (i) au election to include said Optionad provision shall not be etfective unkess the Ahemative 1w quostion s selecied:
and (i) the clection W include suid  Optional  provizion must  be  expressly  indicated  hereon, it bumg  understood  thae  the
sclection of un Altetaative  cithier  expressly or by defaull as provided hercin shall not, m and of itsell, comstitute an clection
include an associated Optivnal provision.

12.7 This Agreement shall bind  the  Parties  in accordance  with the  provisions  Lereof, and  nothing  heein shall be  construed
or interpreted as creating any nghts i any  person or eIkity aol @ signalory  herelo, or as being o stipulation i favor of any
such person or cntity.

128 I contemporaneously  with  this  Agiecment  becoming  effective, or  therenlter.  any  Parly  requests  thit any  other - Pauty
execute an  appropriste  memorandwn o notice of this Apreemient in order o give third  parties  motice of tecord of  ssme and
subnits  same for exceution in recordabic  form, such memorandum  or notice shall be duly exccuted by the Panty o which such
request is made and  delivered  prompily  thercaller to the Party making  the  request. Upono oseeeipt, the . Paly  making  the  reguest
shall cause the memorandunt  or unotice to be duly’ recorded in the  appropriste  real  propeny  or other recoids  alfecting the

Balancing Arca.

129 Jn—1th ont—1nt 1R Service wutati qui ., ih thod—ok P g taxabl heutie-—by— ul)
Rarties,—each—Party—uarees—L ! Vd—fepurt—ing to—the—lntemal—R Service—{select—mie)—0 as # such—Partr—wore
taking—is—Full—Sh (el — Peerdueti Jusing h—eed tax—period—ii i vith—such  seguluti Solt—as —same
Felate—u itl tivd—tax pulati or—DO—based the—q y—of—Gay tuken—For—its b Koot dwic ith

such-regulativns-insofar as-same-relate-to sales mothad tax vompuiations: See 14.3 on Poge -5n-.
13, ASSIGNMENT AND RIGIHTS UPON ASSIGNMENY

13.1 Subject to the provisions of Scetwons 132 (if clected) and 133 hereof, and  wwotwithstanding  anything w this  Agreement
or in the Operating Agreement to the contrary, if any Pany assigns (including wny sale, cxchange or other tansfery any of s

working interest in the  Bulancing  Arca  when such Party s an Undesproduced  or  Overproduced  Pany,  the  assigmment  or  other

act of wansfer shall, insofor as the Parties hetclo are concerned, include all mterest of the assigning or transfening Puly w the
Gas, all rights to receive or obligations to provide or take Makeup Gus and all rights W reccive o obligitions to make any
monctary payment which may ultimatcly bLe due hereunder, os applicable.  Operator and  each of the olher  Partics  hereto  shall
thereafler  treat  the  pssignment  aceurdingly, end  the  assigning  or  transferring  Party  shall Jook  soledy o its ussignec  or  other
transferee for any interest in the Gas or monetary  payment that such Party may have or to which it may be entitied, and  shatl
cause its assignee or other ransieree o assume its obligations hereunder.

132 O (Optional - Cash  Settlcment  Vpos  Assi ) Notwith Jing anything in  this  Agreement  (including  but  not

limited 10 the provisions of Scetion 131 hereol) or in the Operating  Agreement to the contrary, wnd  subject 1o the  provisums
of Section 13.3 hercof, i the cvent an Overproduced  Panty intends to sell.  assign, exchange or  otherwise tamsfer any  of its
inerest  in a Balancing  Arcy,  such  Overproduced  Pasty  sball  notify  m writing  the  other  workuig  interest  owners who  are

Panties hereto in such Bulancing Arca of such fact at least [¢ ) days prior to closing the
transaction.  Theeafier,  any  Underproduced  Party  may  demand  fion such Overproduced  Paty  an writing,  within
( ) days afier receipt of the Overproduced Party’s notice. a cash scttlenent of its

Underpraduction  from  the  Balincing  Arca. The  Operator shall  be  notificd of any such demand and  of any  cash  setdement
pursuant to this Scction 13, and he Overproduction and  Underproduction  of each  Pany shall be  sdjusted  accardingly.  Any  cash
settlement pursuant Lo this Section 13 shall be pad by he Overproduced Party on or before the carlier to occur (i) of sixty (60)
days after reccipt of (he Underpruduced Party's demand or (i) at the closing of the trimsaction in which the  Overproduced
Panty sells, assigns, exchamges or ofherwise transfers its mierest in a Balancing “Area on the same basis as otherwise set forth in
Sections 7.3 twough 7.6 hereof. and  shall bear mterest at the rate set fonh in Section 7.7 hercof, beginming sy (oU)  days
alter the Overproduced  Party's  sale, assignment, oxchange or transfer of its inlerest in Whe Balancing Area for any amounts not
poid. Provided, however, if uny  Underproduced  Party does not so demand  such  cash  sctilement of its Underproduction  from the
Balancing  Arca, such  Underproduced  Party  shall ook exclusively 10 the  assignee  or  other  successor  in interest of  the
Overproduced  Party  giving  notice  hereunder for  the  satisfaction  of  such  Undurproduced  Party’s  Underproduction  in - accordunee
with the provisions of Seetion 134 hereol.

13.3 The provisions of this Scction 13 shall not be applicable in the evemt any Vaty mongages ifs inteiest o disposes of ils

15

any company in which any parent or subsidiary of such Purty owns 2 muajority of the stock of such compissy.
14. OTIHER PROVISIONS

Bl

v a iary or parent company, or (o

interest by merger, reorgunization, consolidution or sale of substantially all of its

Sce Attachment.
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143

OTHER PROVISIONS

Any Underproduced party can require cash settlement from the Overproduced
Parties in January of each even numbered year by providing written notice to the
Opcrator.  Section 7 of this Gas Balancing Agreement shall govern cash
settlement under this provision.

In the event any Party feels a Parly has produced morce than its share of

recoverable reserves and wants to prohibit said Party from selling additional Gas,
the Party shall notify the Operator, including its estimale of remaining recoverable
reserves.  The Operator shall notify all other Parties. If Parties concur with the
recoverable reserve estimate, said Overproduced Party shall be prohibited {rom
selling Gas until the Overproduced Party is buck in balance. 1If the Parties cannot
agree on the remaining recoverable reserves, the Operator shall retain an
independent reservoir engineer, experienced and competent in the geographical
areas of the well(s) in question, to compute the reserves.  Its decision shall be
final. Costs incurred by the independent engincer shall be bome by the Partics
hereto.

The Parties to this Agreement agree to abide by Regulation 1.761-2(d)(2) as
promulgated by the Internal Revenue Service. Regulation 1.761-2(d)(2) requires
that all co-producers of natural gas operating under the same joint operating
agreement must use the cumulative gas balancing method, as described under this
regulation, to report gas balancing for tax purposes. In the event of a conflict
between the provisions of this Section uand any other provisions of this
Agreement, the provisions ol this Section shall control.

Sa-
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15. COUNTERPARTS

This Agreement may be executed in counterpans, each of which when taken with all other counterpurts shall conslitule
a binding sgreement between the Parties hereto; provided, however, that if a Party or Parties owning a Pocentnge Intcrest in
the Balancing Arca cqual to or greater than g percent (. %) therein fail(s) to execute this
Agr on or before this Agr shall not be binding upan any Party and shall be of
no further force and effect.

IN WITNESS WHEREOF, this Agreement shall be cffective as of the day of

ATTEST OR WITNESS: OPERATOR

BY:

Type or print name

Title

Date

Tax 1D or §.S. No.

NON-OPERATORS

BY:

Type or print name

Title

Date

Tax ID or S.5. No.

BY:

Type or print name

Title

Date

Tax ID or 8.5, No.
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| . . ’ ACKNOWLEDGMENTS

2 Note: The following forms of’ An:knnw_icdgmcnl are the short forms npﬁrévcd by-the Uniform Law on Notarial Acts. I'he

3 wvalidity and cllect of these forms in any state will dépend upon the statutes of that state.

4
5. Individual acku.mwh:dgmcm.:
6 Stae of » . )
K _ )ss.”
vs County of’ . )

9 This i was ack ped before me on

0 : . by

12 (Seal, if any)

16 Acknowied i Tef ive capacily:

7 State ol )

18 - S )ss,

19 - Countyof __ - )

Title (and Rank)

My

expires:

20 ’ This instrument was ackinowledged before mic.on

2 - S ' vy

2 : of

as

~

3 (Scal, if'nhy) ’

24

s -
s

.
28

-
30

131

Tide (and Rank)

My

expires:
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EXHIBIT "F"

EQUAIL EMPLOYMENT OPPORTUNITY AND
NON-DISCRIMINATION SUPPLEMENT

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

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

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

l. The Contractor will not discriminate against any employee or applicant for ecmployment
because of race, color, religion, sex or national origin. Contractor will take affirmative action to
insure that applicants are employed, and that employees are treated during employment, without
regard to their race, color, religion, sex or nautional origin.  Such action shall include. but not be
limited 10, the following: employment, upgrading, demotion or transfer; recruitment or recruitment
advertising; layoff or termination, rates of pay or other forms of compensation; and sclection for
training, including apprenticeship. The Contractor agrecs to post, in conspicuous places available
to employces and applications for employment, notices to be provided by the contracting officer,
setting forth the provisions of this nondiscrimination clause.

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

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

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

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

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

7. The Contractor will include the provisions ol paragraphs (1) through (7) in cvery
subcontract or purchase order unless exempted by rules. regulations or orders of the Secretary of
Labor issued pursuant to Section 204 of Exccutive Order 11246 of Scptember 24, 1965. so that
such provisions will be binding upon each subcontractor or vendor. The Contractor will take such
action with respect to any subcontract or purchase order as the contracling agency may direct as a
means of enforcing such provision, including sanctions of noncompliance; provided, however, that
in the event the Contractor becomes involved in, or is threatencd with, litigation with a
subcontractor or vendor as a result of such direction by the contracting agency, the Contractor may
request the United States to enter into such litigation to protect the interests of the United States.

EXHIBIT A

£

O




Contractor acknowledges that it may be required to file Standard Form 100 (ECO-1) promulgated
joinlly by the Office of Federal Contract Compliance, the Equal Employment Opportunity
Conunission and Plans for Progress, within thirty (30) days of the date of contract award il such
report has not been filed for the current ycar and otherwise comply with or file such other
compliance reports as may be requircd under Exccutive Order 11246, as amended, and Rules and
Regulations adopted thereunder. Contractor further acknowledges that it may be required to
develop a written affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and supply the other
party or parties to the foregoing agreement with a copy of such program if they so request.

Contractor certifics that it does not and will not maintain or provide for its employees any
segregated facilities at any of its cstablishments, and that it does not and will not permit its
employees to perform their services at any location, under its control, where segregated facilitics are
maintained. For this purpose it is understood that the phrase "segregated facilities” includcs
facilities which are in fact scgregated on a basis of race, color, religion, or national origin, because
of habit, local custom or otherwise. It is further understood and agreed that maintaining or
providing segregated facilities for its employees or permitting its employees to perform their

services at any location under its contro] where segregaled facilities are maintained is a violation of

the equal opportunity clause required by Exceutive Order 11246 of September 24, 1965. Contractor
agrees 1o obtain similar certitication from its subcontractor prior to the award of subcontract which
are not exempt from the provisions of the equal opportunity clause.
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Thanks,
Beau Sullivan

817.953.0812
Chisholm Energy Holdlngs Le

CHISHOLM

| ENERGY

801 Cherry Street, Suite 1200-Unit 20
Fort Worth, TX 76102 '

From ken jones@premlermlgas com [mallto ken jones@premlerotlgas com]
~ Sent: Friday, April 20, 2018 8:53 AM

“To: Beau Sullivan <bsullivan@chisholmenergy.com>

Cc: dan.jones@premieroilgas. com; Ernest Padilla <epadu|lap|f@qwestofﬁce net>
Subject FW: JOA :

Beau-

Since Premier’s Wl in Section 31 and W/2 of 32 in 225-26E is covered under the JOA dated January 9, 2008, Premier will
require that the wells be drilled in a east-west direction. Premier is willing to extend the JOA to cover the E/2 of

Section 32 to allow for Chisholm to drill 2-mile laterals if Chisholm desires. Premier is open to negotiating the terms of a
new JOA to extend the current acreage into the E/2 of Section 32.

Please let us know how Chisholm wishes to proceed in terms of the potential E/2 Section 32 addition.
- Regards,.

Ken

Kenneth C. Jones

Premier Oil & Gas Inc.

President '
901 Waterfall Way, Sulte 201 _ o EXHIBIT
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Richardson, Tx 75080
Office # 972-470-0228
Cell # 214-543-3688
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