
-Oevon 
January 9, 2008 

Premier il & Gas, Inc. 
P. 0. Box 1246 

• 

Artesia, New Mexico 88210 
Attn: Ken Jones 

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

Gentlemen: 

• 
Devon Energy Corporation 
20 North Broadway 
Oklahoma City, Oklahoma 73102-8260 
Fax 405-552-8113 

This letter will evidence the agreement between DEVON ENERGY PRODUCTION COMP ANY, 
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 hereinafter 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 tl1e Morrow development location, as identified 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% WI in the Leases covering 
State of New Mexico lands which yields certain working interests in the following 
Morrow development location (hereinafter referred to as the "Initial Development 
Location"): 

Hackberry 31 State Com #2 
S/2 Section 31 

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

Eddy County, New Mexico 
100%WI 

2. State of New Mexico Oil and Gas Leases V-6205 and V-6218 covering all of Section 
31-T22S-R26E are currently communitized by State of New Mexico agreement dated 
April 11, 2006, dedicating the S/2 Section 31 as the drilling and spacing unit for the 
Initial Development Location. Such leases have been extended beyond the expiration 
of their primary terms of April 30, 2006 by the use of a spudder rig and continuous 
operations in accordance with the terms of such Leases. 
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3. State of New Mexico Oil and Gas Leases V-708 and LG-8291 coveting the W /2 
Section 32, among other lands, a.re currently held by production by the EV State 
Com #2 located 2100' FNL & 660' ~EL of said Section 32. 

4. Subject to the other terms and provisions of this Agreement, Premier desires t 
acquire from Devon and Devon desires to assign to Premier, a 20% working interest 
in and to the Interests for tl1e purpose of jointly developing such Interests for the 
production of oil and/ or gas as set forth herein. 

5. The Interests attributable to the Hackberry 31 State Com #2 and to the terms of th.is 
Agreement shall be subject to tl1e Joint Operating Agreement attached hereto as 
Exhibit ''B" which shall govern all operations within the Contract Area covered by 
~e Joint Operating Agreement. 

6. Io order to be entitled to an assignment of a portion Devon's interest in and to Lhe 
Interests as contemplated by this Agreement, Premier agrees to and shall be 
obligated to participate as non-operator in tl1e 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% after casing point 

7. Upon reaching casing point in the Initial Development Location and provided that 
Premier has otherwise complied witl1 the terms of th.is Agreement, Devon shall 
promptly assign to Premier its proportionate percentage in and to th Interests 
without warranty of any kind either express or implied. All such assigned Interests 
shall be delivered at an 80% net revenue interest. 

8. Devon and Premier agree to proportionately share, at cost, any subsequently 
acquired interests within the contract area covered by the Joint Operating 
Agreement, including but not limited to leasehold acquisition, farn1in, term 
assignment and pooled interests. 

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

10. The terms of this Agreement shall extend to, and be binding upon botl1 Devon and 
Premier and their respective successors and assigns. 

If the above terms accurately describe the terms of our verbal agreement, please so indicate by 
signing and returning one copy of this letter to the undersigned within ten (10) days from the date 
hereof along 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



'{>remier Oil & Gas, Inc. 
January 9, 2008 
Page 3 • • 
If there are any questions or if additional information is required feel free to call me at 405-552-
4633. 

Yours very truly, 

DE N ENERGY PRODUCTION COMPANY, L. P. 

~~ 
Senior Land Advisor 

Enclosure 

u!fb. 
Agree to and accept the above this~ day of January, 2008. 

Premier Oil & Gas, Inc. 
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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 mpany, L.P., and Premier Oil & Gas, Inc. 

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

State ofNew Mexico Oil and Gas Lease bearing Serial Number V-6218, dated May 1, 2001 from 
the Commissioners of Public Lands, as Lessor, to Rolla R. Hinkle III, as Lessee, insofar and only 
insofar as said lease covers Lots 1, 2, 3, 4, E/2 W/2 of Section 31-T22S-R26E, Eddy County, 
New Mexico, containing 313 .80 acres, more or less. 

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

State of New Mexico Oil and Gas Lease bearing Serial Number V-708, dated May 1, 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 W/4 of Section 32-T22S-R26E, 
Eddy County, New Mexico, containing 160.00 acres more or less. 
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GAS 

OlL 

DRILLING 

COMPLETION 

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

AUTHORITY FOR EXPENDITURE 
DRILLING/COMPLETION COST ESTIMATE 

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

AFE NO.: 126323 Company, L. P. and Premier Oil & Ga&un~rish: Eddy 
Lease Name - Well#: Hackberry 31 State 2 State: New Mexico 
Legal Description: SE/4 Sec. 3 l-T22S-R26E Prepared By: Abbitt, Wyatt 

AUTl:IORJTY REQUE TED TO: 

Drill and complete the Hackberry 31 State #2. 

intangible 
Code 

Drilling Completion Dry Hole 

Descrip!ion Costs Costs Costs 

011 DRILL-LAND, LEGAL 5,000 0 0 

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

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

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

014 ARCHEOLOGICAL TESTIN}i 1,800 0 0 

019 OTHER SITE PREPARATION 0 2,000 0 

043 DAYWORK 612,000 68,000 0 

044 DRILL-MOB/DEMOBILIZATION 37,500 0 0 

045 DIRECTIONAL DRILLING 158,000 0 0 

049 DRILL-OTHER CONTRACTpR SERVICE 10,000 0 0 

101 COMPL-DRILL BITS 0 1,000 0 

IOI DRILL BITS 53,000 0 0 

102 COMPLETION FLUIDS 0 2,500 0 

102 DRILL-DRILLING FLUIDS 125,185 0 0 

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

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

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

104 DOWNHOLE RENTAL TOOLS & EQUIPMENT 22,320 0 0 

I09 DRILL-OTHER MA TRLS & SUPPLIES 1,500 0 0 

109 OTHER MATERIALS & SUP.PLIES 0 2,000 0 

201 DRILL-WELD, ROUTABOU'f & OTHER 17,000 0 0 

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

202 COMPL-DIRT WORK & HE~ VY EQUIPN 0 2,500 0 

202 DIRT WORK & HEAVY EQUIPMENT 4,800 0 0 

203 DRILL-TRUCKING & HOTS):IOT 15,000 0 0 

203 TRUCKING & HOTSHOT 0 4,500 0 

251 CEMENT & CEMENTING S~RVICES 23,000 83,000 0 

254 FLOWBACK EQUIP-TESTING SER VICES 0 10,000 0 

255 LOGGING 
; 

0 25,000 0 

257 DRILL-OPEN HOLE EVALUATION 120,800 0 0 

259 CASING & TUBULAR SERVICES 9,000 0 0 

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

263 DRILL-FLUID DISPOSAL 75,000 0 0 

263 FLUID DISPOSAL 0 8,500 0 

265 STIMULATION & GRAVEL PACK 0 200,000 0 

269 COMPL-CONSULTANTS 0 15,000 0 

269 CONSULT ANTS 45,000 0 0 

281 COMMUNICATION SERVICES 1,800 0 0 

302 DRILL-WATER 38,000 0 0 

302 WATER 0 8,500 0 

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

Please include/attach well requirement data with ballot. 

Total 

Costs 

5,000 

2,500 

2,000 

50,000 

1,800 

2,000 

680,000 

37,500 

158,000 

10,000 

1,000 

53,000 

2,500 

125,185 

69,960 

5,000 

1,000 

22,320 

1,500 

2,000 

17,000 

5,000 

2,500 

4,800 

15,000 

4,500 

106,000 

10,000 

25,000 

120,800 

9,000 

5,000 

75,000 

8,500 

200,000 

15,000 

45,000 

1,800 

38,000 

8,500 

1,500 
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DRJLLING 
COMPLETION 

AFE NO.: 126323 

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

AUTHORITY FOR EXPENDITURE 
DRILLING/COMPLETION COST ESTIMATE 

County/Parish: Eddy 
Lease Name - Well#: Hackberry 31 State 2 State: New Mexico 
Legal Descl'iplion: SE/4 Sec. 3 l -T22S-R26E Prc11ared By: Abbitt, Wyatt 

AUTHORITY REQUESTED TO: 

Drill and complete the Hackberry 3 I State #2. 

Code 
lntang!ble Drilling Completion Dry Hole 

Description Costs Costs Costs 

306 DRILL-POWER & FUEL 74,250 0 0 

501 PULLING & SWABBING UijlTS 0 50,000 0 

503 BACKFILL PITS/RESTORE tocATION 10,000 1,500 0 

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

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

711 COMPANY SUPERVISION 0 2,000 0 

72 1 COMPL- COMPLETION Ov}:RHEAD 0 l ,500 0 

895 DRILL-TAXES -OTHER !DC 169,775 0 0 

Total Intangibles 1,754,930 507,500 0 

Tangible Drilling Completion Dry Hole 
Code 

Description Costs Costs Costs 

901 SURFACE CASING 13,991 0 0 

902 INTERMEDIATE CASING 35,776 0 0 

903 PRODUCTION CASING 0 222,759 0 

915 TUBING 0 70,000 0 

925 SUBSURFACE EQUIP 0 15,000 0 

931 WELLHEAD VAL YES & EQUIPMENT 9,000 10,000 0 

941 TANKS 0 30,000 0 

945 TREATING EQUIPMENT 0 16,000 0 

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

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

Total Tangibles 58,767 383,759 0 

TOTAL ESTIMATED COST~ I 1,813,697 11 891,25911 0 II 
Nole: Cosls nnd pnrticipatlons nre genernlly cst.i mRlcs. Billings will be bused on nctual expenditures 

WORJCING INTEREST OWNER APPROVAL 

ComJ>nny name: 

Signature: Print Nn me: 

Title: 

Date: 

Emuil: 

Please include/attach well rcquiremeut data with ballot. 

Total 

Costs 

74,250 

50,000 

11,500 

2,160 

1,080 

2,000 

1,500 

169,775 

2,262,430 

Total 

Costs 

13,991 

35,776 

222,759 

70,000 

15,000 

19,000 

30,000 

16,000 

10,000 

10,000 

442,526 

2,704,956 11 

EXHIBIT A



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

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

L u 

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

MODEL FORM OPERA TING AGREEMENT 

OPERAT G AGREEMENT 

DATED 

Januarr.!__ , 2008 
Jll:llr 

OPERATOR Devon Energy Production Company, L.P. 

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

Township 22 South, Range 26 East 

COUNTY OR PARISH OF _____ E-'--< d_d__.y'------- STATE OF 

COPYRIGHT 1982 - ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN, 4100 FOSSIL CREEK BLVD., FORT 

WORTH, TEXAS, 76137-2791, AJ'PROVED 

FORM. A.A.P.L. NO. 610 - 1982 llEVISED 

New Mexico 
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A.A.P.L. FORM 610 - MO- FORM OPERATING AGREEMENT --2 
OPERAT ING AGREEMENT 

2 

3 Tl-I IS AGREEMENT, cnlcrcd into by m1d between _ _ D=ev"o"-n"E"'- '"''e..,_r..,g,.._• ..._P..,.r"'od"'1"'1c..,_t "'i n"'11'"'C"'o"'1"11"-r1"'11"'"""'· __,L.,..I'-'' ·~-----------

4 hereinafter des ignated and 

5 referred to as "Opcrutor", and the signatory pnrty or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", ru1d collectively as "Non-Operators". 

WITNESSETH: 

9 
I 0 WH EREAS, the part ies Lo this agreement arc owners of oil and gas leases and/or oil and gas interests in the lund ident ifi ed in 

11 Exhibit .. A". nnd the part ies hereto have reached m1 ngrccnrnnt to explore and develop these lenses and/or oi l and gus in teres ts for the 

12 production of oil und gas to the extent and as hcrcinaficr provided, 

13 

14 NOW, THEREFORE, it is agreed as foll ows: 

15 

16 ARTICLE I. 

17 DEFINITIONS 

18 
19 As used in this agreement, the fo llowing words and terms shall have the meanings here ascribed to them: 

20 A. TI1c term .. oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gnscous hydrocarbons 

2 1 and ot11er marketable substcmccs produced therewith, un less an intent to limit t11e inclusiveness of this term is specifically stated. 

22 B. The terms "oil and gas lease", "lease" and "l ~aschold" shall mean the oil and gas leases covering Lructs of land 

23 ly ing wi thin the Contract Arca which are owned by the parties to th is agreement. 

24 C. The tenn "oil and gas interests" shall mean unleased fee and mineral interests in tracts of lnnd lyi ng within the 

25 Contrac t Arca which arc owned by parties to this agreement. 

26 D. The term " ontruct Aren" shnll mcun ull of the lands, oil w1d gas leasehold in terests and oi l and gas interests intended to be 

27 developed and opcrntcd for oil imd gas purposes under this agreement. Such lands, oil ru1d gas leasehold interests wuJ oil w1d gas interests 

28 are described in Exhibit "A". 

29 E. The term "drill ing uni t" shall mean the area fixed for the drill ing of one well by order or rule or any state or 

30 federal body having authority. If a drill ing unit is not fixed by any such rule or order, a drill ing uni t shall be the dri ll ing uni t us cstablish-

3 1 cd by the pattern of drilling in Lhc Contract Area or as fi xed by express agreement of the Drilling Parties. 

32 F. The term "drillsite11 shnll mcnn the oil 1md gas lease or in terest on which a pro1>oscd we ll is to be located. 

33 G. The terms uDrill ing Party" und "Consent ing Party" sho ll mean a party who ngrccs to join in 1.md pay its shore of the cost of 

34 any operation conducted under the provisions of this agrec111c11l. 

35 J-1. The terms "Non-Dri lling Party" und "Non-Consenting Party" sholl mcnn a party who elects not to pnrticiputc 

36 in 11 proposed operation. 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, t11c plura l includes the 

39 s ingular~ and the neuter gender includes the masculine aJ1d the feminine. 

40 

ART ICLE II. 

EXlllBITS 

4 1 

42 

43 

44 The fo llowing exhibi ts, us indicated below and attached h-ercto, are incorporated in m1d made a parl hereof: 

45 G'I 

46 

A. Exhibit "A", shall include the following in formation: 

( I) ldcnlilica1ion oflonds subject to th is ugrecment, 

47 

48 

(2) Restrictions, if nny, as to depUts, formations, or substances, 

(3) Perccntoges or froctional interests or parties to th is agreement, 

49 

50 

(4) Oil and gas leases ancVor oil and gas interests subject to this agreement, 

(5) Addresses or part ies for notice purposes. 

51 8~1ibif!!.B!!,Form-0 l~bease, 

52 G'I C. Exhibit "C", Accounting Procedure. 

53 G'I D. Exhibit "D", Insurance. 

54 G'I E. Exhibit "E", Gas B11 lru1eing Agreement. 

55 G'I F. Exhibi t "F", Non-Discrimination ru1d Certificat ion or Non-Segregated Facilities. 

56 8~1ibil-"G"-;-+w<-l'nrt11ershi p. 

57 If any provision of any exhibit, except Exhib its "E" ru-1~is inconsistent with any provision conta ined in the body 

58 of this agreement, U1e provisions in t11c body of this ugrccmcnt ~ha ll prevail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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ARTICLE III . 

2 INTE E rs OF PAUTIES 

3 
A. Oil and Gas Interests: 

5 

6 If any party owns an o il and gns intcrcsl in the Contrncl Area, lhnt interest shull be trcu tcd for nil purposes of this agreement 

7 and during the tcm1 hereof as if it were covered by the form of oil and gllS lease nltnched hereto us Exhibi t .. B". and the owner thereof 

8 shall be deemed to own both the royalty in terest reserved in such lease and the interest of the lessee thereunder. 

9 
10 ll. Interests of Portie in Costs and Proc..luCLiou : 

II 

12 Unless changed by other provisions, all coslS and JiJbili tics incurred in opermions under this agreement shall be borne and 

13 puid, nnd all equipment and materials acquired in operations 011 tJ1 c Contract Area shnll be owned, by the parties as their interests ore set 

14 forth in Exhibit "A''. In the same manner, the parties shall also own all production of oi l and gas from the Contract Arca subject to tl1c 

15 puyment of royalties to the ex tent of one-eighth (1/8 111
) which shall be borne ns hcreinnfier set forth. 

16 

17 Regardless of which party has contributed the leasc(s) and/or oi l and gas intcrest(s) hereto on which royalty is due and 

18 payable, each party entitled to receive a share of production of o il and gus from the Contract Arcn shall bcur 1111 d shnll puy or deliver, or 

19 cause to be paid or de livered, to the extent of its interest in such production, the royulty mnou 11 t stipuluted hcre inubovc nnd shull holll the 

20 other purtics free from uny liubility there for. No pany shall ever be responsible, however, on a price bas is higher thnn the price received 

21 by such party, to any other pm1y's lessor or royalty owner, and if any such other pany's lessor or royalty owner should demand and 

22 receive sc1tlemcnt on a higher price bas is, the party conLributmg the affected lease shnll bcm the 11dditio11al roya lty burden uttributnble to 

23 such higher price. 

24 

25 Nothing contnined in this Article 111.B. shall be deemed m1 assignment or cross-ass ignment of in terests covered hereby. 

26 

27 C. Excess Roy111lics, Overriding Roynllies and Other Pnymculs: 

28 

29 Unless clnmged by other provis ions, if the interest of any pnrty in any lcnsc covered hereby is subject to m1y royalty, 

30 overriding roynlty, production payment or other burden on production in excess of the amount stipulated in Article 111.B .• such party so 

31 burdened shall assume and alone bear all such excess oblignti1Jns and shall indemnify and hold the other parties hereto hunnlcss from any 

32 and oil clai ms ru1d demands for payment asserted by owners of such excess burden. 

33 
34 D. 

35 

ubscc111e111ly Created lnteresls: 

36 If any party shou ld hereafter create an overriding royalty, productioJ1 Jaxmcnt ~ other .~urdcn ~3yabE out of pr~uct.ion 

37 attributable to its working interest hereunder. or if such a burJ~;ld e1~i~1t~~rp~i'::'r ti J:i~11~~~~~mg~:1?'a~defsk n°lt ~c~fort1~~~ t~h:hf1 .. ~~:cgr 
38 was not disclosed in writing to all other panics prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequent ly created interest" irrespective of the 

40 timing of its creation ru1d the party out of whose working inLercst U1e subsequently created interest is derived being hercmafier referred 

41 to as "burdened party"), and: 

42 

43 I. If the burdened party is required under this agreement to assign or re linquish to any other party, o r parties, all or a portion 

44 

45 

46 

47 

48 

of its working in terest ancVor the production attribu tab le thereto, said other pnrty, or parties, shall receive said assignment and/or 

production free und clear of suid subsequently created interest and the burdened purty shall indemnify and save said other party, 

or purties, hunn lcss from any and all claiins and demands for payment asserted by owners of the subsequently cre11 ted in terest ~ 

and, 

i19 2. If the burdened pm1y foils to pay, when due, its share of expenses chnl'gcublc hereunder, nll prov is ions or Art icle Vll.B. shall be 

50 enforceable against the subscc1ucntly created interest in the same manner ns they are enforceable against the working in terest of 

51 U1c burdened party. 

52 

53 ARTICLE IV. 

~ Tm~ 

55 
56 A. Ti tle Ex111 11 ination: 

57 

58 T ille examination shnll be made on the drillsite of any proposed well prior to commencement of drilling operutions or, ir 

59 tl1 c Drilling Purtics so request, tit le examination shall be made on the leases ancVor oil und gas interests included, or planned to be includ-

60 ed, in U1c drilling unit around such well . T he opinion will include the ownership of the working interest. mincmls. royalty, overriding 

61 royalty and production payments under the applicable leases. At the time a we ll is proposed, each party contributing leases and/or oil w1d 

62 gas in terests to the drillsi te, or to be included in such drilling uni~ shall furn ish to Operator all abstracts (including federal lease status 

63 reports). title opinions, title papers and curative material in its possession free of charge. All such infonna lion not in the possession of or 

64 made available to Operator by ~1c parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 

65 cause title to be examined by attorneys on its stall' or by outside attomeys. Copies of nil title opinions shall be furnished to each party 

66 hereto. The cos t incurred by Operator in tl1is title program shall be borne as follows: 

67 

68 D Option No J • Costs incurred by Operator in procuring abs tracts and titl e examination (including preliminary, supplcmcnlal , 

69 shul-in gas roya lty opinions nnd division order Litle opinions) shall be a part of the administrati ve overhead as 1>rovidcd in Exhibit 11C", 

70 and shall not be a direct charge, whctl1cr performed by Operator's stnlT attorneys or by outside allomeys. 
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A.A.P.L. FORM 610 - MO-FORM OPERATING AGREEMENT--

ARTICLE IV 
continued 

I ltl Option No. 2· Costs incurred by Operator in pre.curing abstracts and fees paid outside attorn eys for title examination 

2 (including prel iminary. supplemental. shut-in gas royalty opinions and di vision order Litle opinions) shall be bomc by tl1c Drilling Parties 

in tJ1c proportion that the interest of each Drilling Party bears to the total intercs1 of all Drilling Parties as such interests appear in Ex

hibit "A". Operator shall make no charge for services render..!d by its starT attorneys or other personnel in the performance of the above 

5 fu nctions. 
6 

Each party shall be responsible for securing curative matter w1d pooling amendments or agreements required in connection 

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

9 dcsignaLions or declarmions as well as the conduct of hcarin~ before governmental agencies for the securing of spacing or pool ing orders. 

I 0 This shall not prevent rmy party from appearing on its own behalf al ru1y such hearing. 
II 

12 No well shall be drilled on lhe Contract Area unLi l aft er ( I) the Lille lo the drillsile or drilling unit has been examined as above 

13 prov ided, and (2) lhe Lille has been approved by the examining auorncy or title has been accepted by all of the part ies who are to par-

14 1icipa1c in the drilling of the well. 
15 

16 II . Luss of Title: 
17 

18 --l-:-fai lur.e-ef-'J:itle:--Sl~euM-any-eil-anQ-gas-inl.eH!St-eHeusa,&r-inte 1:esH11erein,.be-lest-ll 1mugh-lhi ll1 re-el:.1itle;-wl1iGl1-loss-resul ts--in-a 

I 9 1 :eGuG-t.io1l-Sf-inler~t-fl:em-thal-She-wri-eH-Eithihi~th~arty-oonLFibui.ing-tl1e-ones1ed-l oase--er-interesl hnll- huve-ninety-(-90}-days 

20 frem- f.inal-d eteFn1 inal·ien-o t:.1 .. it.Je-fatluFe-te-aGE1uire-a-nsw-lea!ie-or-0Lhor-i11strum ent-Gu1~ing-th &-entirety-o l:.th6-Lill e-fuilur0;-Whieh-1:1equi s i-

21 tien-wi I H1ot-be-subjeet-to-A Ftisle-\L~H4h,and-f-ailing-te-<l a-s0;-this-ogroement,.nevei!llteless,--shL1ll--oonli11ue-in-ferue-us-lo-a l l-rema i11 ing-e i~ 

22 and-gus-lcusos.;:111d-interestr.-and, 

23 ---{a)-'l'i1e-party-wl1oso-oil-and-gas-lease-eF-inleFeSl-i!Hlffesled-by- ll11Hills-failuFe-Shal l-beaF-alo11<Hl1<H1nlire-les!H111d- il-5l1all- t101-&@ 

24 entitled-to-reoover-frem-G1:ter-atoF--eF--lh&-elflef-1*lHies-all}'--(l&Yelepmenl-er--e1>er..:11ing-eests-wl1iGIHt-n1ay-lt0Y&-tJ1ef&lOlOr&-paid-or-i 11Gurred, 

25 bul-!l1ore-shalf-00.<1e-addilional-tiabili ly-oo-ils-paFt-to-tlHH>lheF-paflies-l\efeto-by-reasOR-Of.5uel1-1ille-fail11ro; 

26 ----{bt--1'11er-&-Shall-b<Ht0-f6lFOaGti¥<HH!jus1A1eRl.-of..el<pe11se!Hnsurred-or--rovenues-<OG6i¥<l<l-fr0tn-ll1&-0p6Falion-01'.-1he-intcr-05l-wl1 iel1-has 

27 been-lest,buHll<Hnlerests-oHJH>-pOFlies-shall-be-revised-on-an-asreag&-basis,-as-of-lhe--limo--it.-is-detennined-ftnal ly-ll1aHille-foilure-l1as-e<>-

28 euFred,so-that.-l11e-inleFeSHll'.-lhe-parly-whese-lease-oF-intcr"5l-i!Hlffooled-b)'-lhe-title-fai lure-wi ll-tl1erealleF-bo-r<!duGed-in--tl1&-Gontr-aGt 

29 Aroo-by-ths-amounHll'!he-interesl-lesi; 

30 ---{~-IHhe-propol'lional&-in1eFOSH>Hl18-0IHeF-paF1ies-here1e-in-ru~FOdueing-well-ll1""'lofor<HlFillll<H>iHl1e-Genlrael-AFOa-i5 

31 iner<3ased-by-<<3ason-of'...th1Hille-failure,-the-i>••ty-whose-tille-l1as-fAilo<khal l-r<•ooi·v<Hl1e-prOGeeds-a11ributal>l1H<H.l1o--inGfease-i11-5ueh-itt-

32 LeFOsl-(~os!Hlests-and-buFdens-aHFibutabl<Hl1...,l&j-unlil-it-hll!r-OeefH'ei 1nburned-foHJnFe60'ier<><kosl5-1>aid-by-il-i 1 Hl01111eGtio 1l-WillHuGl1 

33 wellt 

34 ----(d}--Sl-1euld-rui-y- per-sen- nel-a-party 10 this agreemen-t:;-wha-is-detennined- to-be-lh6-0wner-of-any-interest-i1H he--t·itl t'-Wltieh- has 

35 Hliled;-1>ay-in-any-manneF-nny-part-e-fih~st:-e H.lpeFat-ien,<hwelepmenl,er-e<1u ipment;-sush-amounl-ShaU-be-1>aid-10-tJ1e-party-er-pafl.ies 

36 whe-bor6-lhe-oosts-whiolH1r<H;O-Rlfun<1e<It 

37 ---{&)--AJ1y--tiabili t:)'4e-aGGOunHEHl-lhir<l-paf!y-foF-pFi0f-produotion-of...o i l-and-gas-whisl1-afi5~""501H>f-li ll&-failure-sl1all-be 

38 boF11&-by-tl1e-pafly-oF-paflics-whos&->ill&-fa iled-in-th6-5am&-pror.or1iens-i11-whieh-lhey-sharnd-iR-Susll-f'FieF-produstie1i;-and, 

39 (!) ~la sha1ge-shall-be-1nade-10--1he-joint.-aGGount-for-legal-e><penses,fees-oHalaFies,...i1HlOnnest·ie1i-willH l11Hlt>fense-ef'...the-inler"5! 

40 slaimed-by-at 1)'-11a~hereto,--il--bein~e-inten1ion-of'...tl1e-parues-hert1Lo-l11a t-eash-;;l1a ll-defend-1i tle-lo-its-inlcres l-and-boaH1l l-e><pc11se!Hn 

41 Gennee!ion-thef6Witlr. 
42 

43 ~Y=Non-Pavmenl--OF--erroneeus-l2ay1m.mt---ef'.--Ameunt-E>ue;--l.f,--thraugh--+11islake-er-evefsigltt,.any-rtmla~hul-in-weH 

44 pay1nent,--mini1n u111-r.eyalty--er--myal ty--payment,-is--net-1}a i d--eF--is--eFf-Oneet1s ly-paid,-and-its--a--r~ull-a-ISHse-or-i11leres l-lheF6i1H6fminat.es, 

45 t-l-1sre-sl1all-be-ne--111011elaFy--lia0ility--ag-ainSHhe--pruty--whe-fatled--te-1nak<t-Suell-f>LtY1He11b-Ynless-tl1e--party-w-he-failecl-te-111ake-tl1 &-r-ef!lliFed 

46 pa-yment-seeures--a-new-lease-G0-Y6r-in g--t.he--same--inleFeSt--witl1 i11-11i ne~~ays-fmm--the--di sc-e-ve-r.y-ef:-the-failure-1e-1 11 ake-prot>er-vaymen 1:; 

4 7 whielHtG<J uis-iti01l--Will-net--ae-suGjest-~sle-¥H·h&,-ll ta-i nter.ests--of:-tlts-pat=lies--s l1al l-be-nwised-en-an-uuFeage-bas is,e.f.f eGt·i.ve-ns-el=-the 

48 da1e--0t-ler-1ninatien--e f-the-lease-invelve4,-a.1ul-the-party--who--fa iled-te --make-preper--pay1nent-will-no-longeH>e-erotlited-willt-an--inleFest--in 

49 H1s---Gentrn6l-Area--on--a0Geunt--e-f....ewner.ship-0f--tho-l eas-tH>r-i n l0rcst-wl1 iGh-h a.s-tenninaled:-ln-ll1e--&vent-tl10-pa1:t~l10-failed-lo-make--t-he 

50 ro<1uired-payme11H;hall-n01-have-l>eo1>-ftilly-<6imburned,al--lhe-lim6-0f-tl1e-loss,from-lhe-proseeds-oi:.ll1e-sale-of-oi l-iu1d-gas-alt•ibutabla-to 

51 the-lost- interest, aloulated-on- an-aGFeage-basts,.fer-tl1e-develepmenl-end-epeFuling-oosts-theret0fGr0-1>aid-e1Htaueu1tl-ef-.su0h-int-er-est,--it 

52 sl1a ll-be-reimbur,;ed-foF-unr<>GOvered-aGlual-Gesl5-lheFetofoFO-ftHi<l-by-il-(-buH1el-leF-ils-shart!-01'-tl1e-oost-ol:..U>y-<IF)'-hele-1>RWieusly-<I Filled 

53 er-wells-pr<Wiously-abandoned)-from-s&-1HliGl1-of.the-40llowing-as-i5-11eeessafj'-lo-effeG1-r<>i111burnemenH 

54 ---{u)-Jlroc<!eds--ol'.-oil-a11d-gas,-less-o1ieraling-6*p6nses;--1herelofoFe--nooFued-to-1l18-6Fedit-oHlie--lesl- in1eresl;-011-a1H 1sreage-basis, 

55 u11-1o-the-mnounHlf..un r<•oovered-eests; 

56 -(-b)-14eeeed5;-less-opeFating-6*f'enses,-lher..afler-aoorued-allribulable-tO--lhe--losl-inleresH>11-an-asrt1age-basis,oHhat-pofi.ien-of 

57 oil-<111d-gas-thoniaJ\oF-produeed-<u1d-maFketed-{-eJ<Gluding;>rOl}uGtien-frem-any-wells-tl1erealleF-<IFilledj-wl1ieli,-i1Hl11H1bSenee-ef-suel1-lease 

58 terminatien,-weuld- be-atlributable-te---lhe--test-inter-esl-on-an-aGreag&-basis,--up-te-the-ameunl--ef:-.unresfJV6fed--eesl5,--the-prooeeds--of...said 

59 110Flion-of-tl1e-oil-a11d-gas-t...OO.OOnlfisuted-l>y.1116-0ll1eF-pal'lies-in-pro1>0flion-to-l11eiHespestM>-inler<>Sl;-<lnd; 

60 -{G)--Any-menies;--t11>-le4he--amaunl af l:lAFeeeveFeEl--GeslS;-that-may-be-pa id-b~ny-pany--whe-is,er--besemcs,lhe-ewneF-ef:.l-11&-inter-esl 

61 lost,fer-!11e-pFi¥ilege-of-paFti&ipa1ing.<n-the-tofl1FaGl-Ar-.af-heGetning-a11al'lj'-lG-1his-agFOemeni., 
62 

63 3. I. Ql11er Losses: All losses incurred, elhe•--lha1Hhese-set- forth- in-Afl iGles-l¥-O+.-and-W,13,2.-nbove, shull be joint losses 

64 and shall be borne by all parti es in proportion to their interc.sts. There shall be no readjustment of interests in the remaining port ion of 

65 Ili c Conuael Arca. 
66 

67 

68 
69 

70 
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A.A.P.L. FORM 610-MO- FORM OPERATING AGREEMENT- - 2 

A. Ocsig11utio11 nnd lt.csponsibi lilics of01> crn tor: 

ARTICLE V. 

OPERATOR 

------------~D~e~v~o~n~E~· '~'•~r.gy~r~ro~d~u~c~li~o~n~C~o~n~•r~n~n~v~· =L~.l'~·----------------shull be the 

Opcra1or of the Contract Arco, and shall conduct and direct •rnd have full control of all operalions on tl1c Contract Arca as pcrmincd and 

required by. w1d within the limits of this agrecmcnl It shall conduct all such operations in n good and workmanlike manner, but it sholl 

9 have no liability ns Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

I 0 negligence or willful misconduct 
II 

12 B. Rcsignntio u or llcmo\'a l of Operator nod Selec tion of S uccessor: 

13 

14 I. Rcsignnt ion or Removal of Opcrntor: Operator mny resign at 1Uly time by giving wriucn not ice thereof to Non-Operators. 

IS If Operator terminates its legal existence, no longer owns 1m interest hcrcumlcr in the Contract Arc~ or is no longer capable of serving as 

I 6 Operator. Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 

I 7 may be removed if it fail s or refuses to carry out its duties hereunder, or becomes insolvent., bankrupt or is placed in rcccivcrshi1>. by the 

18 affi rnrnti vc vole of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit uA" remaining 

19 aller excluding the voting interest of Operator. Such resignmion or removal shall not become effective until 7:00 o'clock A.M. on the 

20 first day of the calendar monU1 following the expi ration of ninc1y (90) days after the giving of notice of resignation by Opcrntor or action 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected und assumes the duties of Operator at nn curlier 

22 date. Operator, after cflCctive date of resignation or removal, shall be bound by the terms hereof us a Non-OperaLOr. A change of n cor-

23 pornte nnmc or struclure of Operator or lrnnsfcr of Operator':; interest to any single subsid iary, parent or successor corporation shall not 

24 be lhc bus is for removul of Opcra1or. 

25 

26 2. Selection of Successor 0 1>e rator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 

27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Arca at the time such successor 

28 Operator is selected. 111e successor Operator shall be sclcc1ed by tl1c affinnulivc vole of two (2) or more parties owning a majority interest 

29 based on ownership as shown on Exhibit "A"; provided, hO\\Cver, if an Operator which has been removed fails to vote or votes only to 

30 succeed itself, Lhe successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

3 1 on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 
32 

33 C. En111loyees: 

34 

35 The number of employees used by Operator in conduct ing operations hereunder, their seh.:ct ion, and the hours of lnbor und 1hc 

36 compcnsntion for services performed shall be determined by Operntor, ru1d all such employees shall be the employees ofOpcrmor. 
37 

38 D. Drilling Cunt m ets: 

39 

40 All wells drilled on the Contracl Arca shall be drilled on a compclilivc conlrJcl basis u1 tlic usual ralCS prevai ling in tlic area. lf it so 

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

42 rates in the nrca and the rate of such charges shaJI be agreed upon by tl1e parties in writing before drilling operations arc commenced, ru1d 

43 such work shall be performed by Operator under the same terms and cond itions ns urc custonmry and usual in U1e area in contracts of in~ 

44 dependent contractors who arc doing work of a s im ilar naLurc. 
45 

46 

47 

48 

49 

50 

51 

52 A. lni thol W ell : 

53 

ARTICLE VI. 

DRILLI G AND DEVELOl'ME r 

54 On or before lhc -~l~s~I __ day of February , o•wl ~, Operator shall commence tlie drilling of u well for 

55 oil and gas ul tl1c following localion: 

56 

57 

58 

59 

920' FSL & 1310' FEL ofSeclion 31-T22S-R26E, Eddy County, ew Mexico 

60 ~~gt~l;~1~~1mr~g~~ 1~~1~~!'iW~f1;l~1g~~l~\Wi:~t~~1 ~:E~s\(~~\ due diligence to a depth surncicnt to test th e Morrow form:11 io 11 , u 11cctcf.l to 
61 

62 

63 

64 

65 

66 
unless grani te or other practically impeneLrable substance or cond ition in tl1e hole, which renders further dri ll ing imprncticnl, i cn-

67 countered at a lesser dcplh, or unless all parties agree to complete or nbando11 1hc well at a lesser depth. 

68 

69 
Operator shall make reasonable tests of all fo rmations encountered during drilling which give indication of containing oil and 

70 
gas in quuntitics sufficient to test, unless this agreement shall be limited in its app lication to a specific fonnation or fomrn tions, in which 

event Opcrntor shall be required to Lest only the formation or fo:mntions to which this agreement may apply. 
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A.A.P.L. FORM 610 - MO- FORM OPERATING AGREEMENT--

ARTICLE VI 
contin ued 

If, in Operator's judgmenl, Lhe well will not produce oil or gns in paying quant ities, and it wishes to plug and abrnic.lon tile 

2 we ll as a dry hole, the prov isions of Art icle Vl E. I. shall Lhercaficr apply. 

6 B. Subsequent 0 1Jcrations: 

8 I. Proposed Operations: Should any party hcrctp des ire to drill any we ll on the Contract Area other than the well provided 
rccomplclc, sidetrack 

9 lbr in Article Vl.A., or to rework, deepen, I or plug back a dry hole drilled at the joint expense of all Ciarties or p well jointly owned by all 

I 0 the part ies and not then producing in paying quantities, the party desiring to drill , rework, deepen, ~e~r P'tE~~ea~klls~~~l~~twell shall give the 

11 other parties wri ltcn notice of the proposed operaLion. specifying Lhc work Lo be performed, Lhe locaLi on, proposed depth, objccLi vc forma-

12 tion and Lhe esLimaLcd cosL of the operaLion. The parties receiving such a noLi ce slrn ll have thi rty (30) days afier rece ipt of Lhe noLicc 

IJ wiLhin whi ch to noti fy the party wishing to do the work whethcr .. ~~c~11~if;,~ ti iH~~~l~!R,atc in the cost of the proposed operation. If u dri ll -
14 ing rig is on locatiou, notice ofa proposal Lo rework, plug back, I or ~ri ll decrier may be given by te lephone imd the response period shall be 

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

16 the period nbovc fixed sha ll consLitu tc an election by that pe1 rty not to participnte in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confi rmed in writing. 

18 

19 

20 

2 1 If all part ies elect Lo participate in such a proposed openllion, Operator shall, within ninety (90) days afler expirat ion of the notice 

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

23 tion, as the case may be), aclually commence Lhc proposed operation ru1d complete it with due dil igence at the ri sk and expense of all par-

24 tics hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 

25 for a period of up lo U1irty (30) additional days if, in U1e sole opinion of Operator, such additional time is reasonably neccssmy to obtain 

26 permits from governmental authorities, sur face rights (including righL~·o f·way) or approp riate drilling equipment, or to complete title cx-

27 amination or curative mauer requ ired for Lit le approval or acceptm1cc. Notwi thstanding the force majeure provisions of Article XI, if the 

28 ac tual opernLion hus not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

29 if any party hereto still desires to conduct said operat ion, written notice propos ing same must be resubmitted to the oLher parties in ~iccor-

30 dance witl1 the provisions hereof as if no prior proposal had been made. 

31 

32 

33 

34 2. Qpcrntions by Less than All Parties: If any party receivi ng such noti ce as provided in Article Yl.8 .1. or Vll.D. I. (Option 

35 No. 2) elects not to part icipate in Lhc proposed opera tion, then, in order to be entit led to the benefits of Lhis Article, the party or parties 

36 giving tJ1e notice mid such other parties as shall elect to participate in Lhe operation shall , wi th in ninety (90) days after the e11:piration of 

37 the notice period of thi rty (30) days (or as promptly as possible after lhe expiration of tl1e forly-cighl (48) hour period when a dri ll ing rig is 

38 on location, as the case may be) actually commence the proposed operation and complete it wi tJ1 due diligence. Operator shall perform all 

39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on locaLion, tmd if Operator is 

40 a Non-Consenting Party, the Consenting Parties shal l ei ther: (a) request Open.Hor to perform the work required by such proposed opera-

4 1 lion for the account of the Consenting Parties, or (b) des ignat.: one ( I) of the Consen ting Parties as Operator to perfonn such work. Con-

42 scnting Parties, when conducting operations on the ContracL Arca pursuant to th is Article Vl. B.2. , shall comply wi th all terms and con-

43 ditions oftJ1 is agreement 

44 

45 

46 

47 If less thun all parties approve any proposed operation, the proposing party, immediately aJler the expiration of the applicable 

48 notice period, shall advise the Consenting Parties of tJ1e total interest of the 1>a rties approving such operation and its recommendation as 

49 to whether the Consenti ng Parties should proceed with the operation as proposed. Each Consenting Party, wi th in forty-cigh l (48) hours 

50 (exclusive or Saturday, Sunday and legal holidays) afier receipt of' such 1101ice, shall advise U1e proposing party of its desire 10 (a) li111i1 par-

5 1 ticipation to such parly's interest as shown on Exhibi t uA" or (b) carry its proportionaLe part of Non-Consenling Part ies ' interesls, and 

52 failure to advise lhe proposing party shall be deemed an elect ion under (a). Ln the event a drill ing rig is on location, the time permi tted fo r 

53 such a response shall not exceed a to1al of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing purty, 

54 al its election, may withdraw such proposal if Lhere is insufficicnl partic ipation rmd shall promptly notify all parties of such decision. 

55 

56 

57 

58 The enL irc cost and ri sk of conducting such opcra tious shall be borne by Lhc Consenting Parties in the proportions they hnve 

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

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

61 If such an operation resul ts in a dry hole, the Consenting Part ies shall plug nnd abandon the we ll and resLorc U1e surface location ut their 

62 sole cost, ri sk ru1d expense. If any well drilled, reworked, deepened or plugged back under the provisions of U1is Article results in a pro-

63 duccr of oil and/or gas in payi ng quantities, the Consenting Pm·ties sha ll complete and equip the we ll lo produce ~t their sole cost und risk, 

64 

65 

66 

67 

68 

69 

70 
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A.A.P.L. FORM 610 -MO- FORM OPERATING AGREEMENT- -

ARTICLE VI 
continued 

and lhe well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par

ties. Upon commencement or operations for the drilling, rcwc·rking, deepen ing or plugging back of any such well by Conscming Parties 

in accordance wi th t.he provisions of this Article. each Non-Consenting Party shall be deemed 1.0 have relinquished to Consent ing Panics, 

and the Consenting Parties shall own and be entitled to rece ive. in proportion to thei r respective in teres ts, nil of such Non-Consenting 

Party's interes t in U1 c well and share of production therefrom until the proceeds of the sale of such share, calculated at the well , or 

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

teresLS not excepted by Article 111. D. payable out of or measured by the production from such well accruing with respect to such interest 

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

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

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

14 Non-Consenting Party's share of the cost of operation of the we ll commencing with fi rst production and cont inu ing unt il each such Non-

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

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the we ll from the beginning of the operati ons ~ and 

13 

19 

20 

2 1 (b) _--"'30"'0'-- % of U1at portion of Lhe costs and expenses of drilling, rework ing, deepening, plugging back, testing und compleling, 

22 aller deduct ing any cash contributions received under Arti cle VHl.C .• and -~3"'0'-"0'-_ % of Lh at porlion of the cos t of newly acquired equip-

23 ment in the we ll (to and including the we llhead connections), which would have been chargeable to such Non-Consent ing Party if it had 

24 participated U1erein. 

25 

26 
27 

28 An election not to participate in the dri ll ing, l~rc tf;~ccU~~ening of a well shall be deemed an election not to participate in any re-

29 working or plugging back operation proposed in such a well, or port ion thereof, to which Lhe initial Non-Consent election upplicd that is 

30 conducted al any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupmcnL account. Any such 

31 reworki ng or plugging back operation conducted during the rc:coupment period shall be deemed part of the cost of operntion of said well 

32 and there shall be added lo ~1e sums to be recouped by the Consenting Parties one hundred percent ( 100%) or that portion of the cosls of 

J3 the reworking or plugging back operat ion wh ich would hnve been chargeable to such Non-Consent ing Porty had it participated therein. If 

34 such a reworking or plugging back operat ion is proposed during such recoupmcnl period. the provisions of this Artic le Vl.B. shall be ap-

35 plicable as between sa id Consenting Parti es in said well. 

36 

37 

38 

39 During the period of time Consenting Parlies arc c:nt iLled to receive Non-Consenting Party's share of production, or the 

40 proceeds Lh erefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering und other 

41 taxes, and all roya lty, overriding royn lty and other burdens applicable lo Non-Consenting Party's share of production not excepted by Ar-

42 ticle lll .D. 

43 

44 

45 

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

47 of cost, a ll cas ing, tubing and 0U1er equipment in the well, but the ownership of all such equipment shall remnin unchanged; and upon 

48 abru1donment of a well after such reworking, plugging back or deeper dri ll ing, the Consenting Parties shall account for all such equip-

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

50 

51 

52 
53 Within s ixty (60) days aller the completion of any operation under this Article. the party conducting the operations for the 

54 Consenting Parties shall fu rnish each Non-Consenting, Party \~ith ru1 inventory of the equ ipment in and connected to the well , and an 

55 itemized statement of the cost of dri lling, deepen ing, f~f~~g\~~~\ick, tes ting. completing, ru1d equ ipping the we ll fo r product ion; or, at its 

56 option, the operating party, in li eu of an iLcmized statement of such costs of operation, may submit a detailed statement of monthly bi ll -

57 ings. Each monLh thercafier, du ring the time the Consenting Part ies are being reimbursed as provided above, the party conducting the 

58 opera tions for the Consent ing Parties shall furnish lhe Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 curred in the operation of the well , together with a statement of the quant ity of oil and gas produced from it and the amount or proceeds 

60 rea lized from the sale of the we ll 's work ing interest production during the preceding momh. ln determining U1e quw1tity or oi l and gas 

61 produced during any month, Consenting Part ies shall use indus try accepted methods such as, but not limited to. metering or periodic 

62 well tests. Any amount realized from the sale or other disposilion of equi pment newly acqu ired in connection wit h any such operation 

63 which would have been owned by a Non-Consenti ng Party had it partic ipated therein shall be credited against Lhe total unretu rned costs 

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

65 above provided; and ifU1ere is a credi t balance, it shall be paid lo such Non-Consenting Party. 

66 

67 

68 

69 

70 
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ARTICLE VI 
co ntinued 

If and when the Consenting Parties recover from u Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party sha ll automntica lly revert to it, and, from and afler such reversion, such Non-

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

therefrom as such Non-Consent ing Party would have been entitled to hnd it participated in the drilling, reworking, deepening or plugging 

back of said well. Thereafier. such No11-Co11se11ti 11g Purty shall be churged with and shall pay its proportionate part of U1c further costs of 

the operation of said well in accordance wi th I.he terms of this agreement ru1d the Accounting Procedure attached hereto. 

8 

9 
10 Notwithstanding lJ1e provisions of lJ1is Article Vl.B.2., it is agreed 1..h u1. wi1.hout the muLual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which n we ll located elsewhere on Lhc Contract Area is producing, unless such 

12 well confonns to the then-existing well spacing pauern for such source of supply. 

13 

14 

15 

16 The provisions of this Article shaJI have no application whatsoever to Lhc drill ing of the ilj~~!a~,.1~Nagdcscribcd in Article VI.A. 

17 except (a) as to Article VIJ.D. l. (Option No. 2), if selected, or (b) as to the reworking, deepening, 7 w1d pluggmg back of such initial well 

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

19 duction. ceases lo produce in paying quantities. 

20 

21 

22 

23 3. Stand-By Time· When a well wh ich has been drilled or deepened has reached its authorized depth und all tests have been 

24 completed, and the resul ts thereof furnished to the parties, sland-by costs incurred pending response to a party's notice proposing a 

2S reworking, deepening, plugging back or completing opera tion in such u well shall be charged and borne as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or exp iration of the response time perm itted, whichever 

27 first occurs, and prior to agreement as to the participating interests of ull Consenti ng Parties pursuant to lJ1e tenns of the second gram-

28 matical paragraph of Article V J. B.2., shall be charged lo and borne as part of the proposed operation, but if the proposal is subsequently 

29 withdrawn because of insunicient participation, such stand-by costs shall be nllocated between the Consenting Parties in lJ1e proportion 

30 each Consenting Party's interest as shown on Exhibit "A" bears to the totu l interest us shown on Exhibit "A" of 11 11 Consenting Par-

31 tics. 

32 

33 

34 

3S 4. Sidetracking: Except as hereinafier provided, those provisions of this agreement applicable to n "deepening" operation shall 

36 also be applicable to any proposal to directionally control and inlentionally t.lcviate a we ll from vertical so as to change lJlC bouom hole 

J 7 location (herein call "sidetracking"). un less done to straighten the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation tha t does not own an in terest in lJ1e 

39 affected well bore al lJ1e time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as fo llows: 

41 

42 

43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

45 the initial drilling of the well down to the depth at which Lhe sid·: trucking operation is iniLiatcd. 

46 

47 

48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvablc materials and equipment down to the depth at which lJ1c sidetracking operation is initiated, determined in accordance with Lhe 

51 provisions of Exl1ibit "C", less U1e estimated cost of salvaging and the est imated cost of plugging and abw1doning. 

52 

53 

54 

SS In the event that notice for a sidetracking operation is gi\1en while Lite drilling rig to be utilized is on location. the response period 

56 sha ll be limited to forty-eight (48) hours. exclusive of Saturday, Sunday and legal holidays; provided, however, w1y party may request and 

57 receive up to eight (8) udditional days afier expiration of the forty-eight (48) hours within which lo respond by paying for all stand-by time 

58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand 

59 by costs shall be allocated between U1c parties taking additional time to respond on a day-to-day bas is in the proportion each electing par-

60 ty's inrercst as shown on Exhibit "A" bears to the total interest ns shown on Exhibit "A" of all the electing panics. In all other in-

61 stru1ces U1e response period to a proposal for sidetrack ing shall be limited to thirty (30) days. 

62 

63 

64 
65 C. TA KING PRODUCTION IN KIND: 

66 
67 Each party shall tukc in kind or separately dispose of its proportionate share of all oil ru1d gas produced from the Contract Arca, 

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

69 marketing purposes and produclion unavoidably lost. Any extra expenditure incurred in lJ1e laking in kind or separate disposition by any 

70 party of its proportionate share of the production shall be borne by such party. Antt>afly-la1'i11g-itH haro-el'-jJ10duo1i01>-in-kin<H;ltall--be 
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re<1uired-l0-jJay-fer-enly-i15-pmpeF!ienete-5hare-el'5uelrpllfl-Gf.{lperu1eP.rsuFfaee-fa&i lili&.H11l1iGll-i1-t1s&. 

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

the Contrucl Arca, and, except as provided in Aniclc VILB .. shu ll be entitled to receive payment directly from the purchaser thereof for 

its shore of nil production. 

7 • ln-tho-evenl-any-party-shal l-foil-te-make-th1H1 1:rm1gc1nenls-neoossa~EHake-in-k-ind-er-se1>aFat.a ly-dis1l0se-ef..il5-pr-epor-tfo1uue-sh arit-Gf 

8 tl11>-Gil- prGduoed- li'<01n-lh&-Ganlrnst-Areu,.G1>•rnteHl1 11ll- have.-the-Figl11,subjest- le-the-mveoa1ien- a1-wi ll-by-1he-1>aAoy-<>wni ng-i1, b111-ne1 

9 t-l1s-obl ign t-i011,1e-pur-011ase-suGh-e il-or-sell-il-la-ethers-oH1n.)4ime-and-f.r.em-l-i 1na-t&-l·im&;-fer-thfHtG60Un t-ef-~hs-nen-tak-ing-purty-ul-l l10 

I 0 bw.;t-pi:ioo-eblttinuble-in-l1:te-ar-ea-fer-suell-1>1'0d uatie11-:-An-y-suel1-purs l1ase-er- sale-by-GpeFator-sl1all- be-subj BGl-Ol.ways-la-t l10-r·igl1t f:.. tl10 

11 0wneH)H-l1&;>r-adHstie n-t&-e*<!FGise-at-any--t-ime-it.s-fight-te-1uke-in- k-ind;-er-se1>aratol-y-dis1>ese-o.f.-it.s-share-ef 11-oil- not- pnw-iously 

12 delivered-le-a-pur-ehaser.-Ariy-purohas1>-GHUl<>-by-Gperntor-el'.-uny-other-paF1y!s-sl1ar1>-Gf-eil-shal l-be-enly--fe.....ue!Hease1111bl"1JOFieds-ef 

13 ti111e-o!rar-e-oonsistenl-Wt1h-the-minimum-noods-of-d1e-industry-undeF-1ll&i>ruti&UlaF-GiAn1•11stanees,llul-i1H1e-e¥enl-fer-u-pet=ied-i11--eKooss 

14 ol:On&fltt•"" 

15 

16 ln the event one or more parties ' scpnrnle disposition of its share of lhe gas causes split-slrewn deliveries to scpar.ue pi1>elincs w1dfor 

17 deliveries which on a day-to-day basis for any reason are not exaclly cquaJ to a party's respective proponionate share of total gas sales to 

18 be allocated to it, the balancing or acc~\~r~(~g between the. respective accounts of the partiesJ 1schr~l10~e in accordance with any gas balancing 

19 agreement between the parties herelo,) whclhcr-suGh an-agreement-is attached as Exhibit " E" • r- is-a-separate-agr-eemenL 

20 

2 1 0. Access to Contract A rca a nd l 11 fo rn 111 ti o11 : 

22 

23 Each party shall have access to the Contract Arcu at ull reasonable times, al its sole cost and risk to inspec t or observe opcrntions, 

24 nnd shnll have access at reasonable ti mes Lo information pertaining to the deve lopment or operation thereof. including Operntor' s books 

25 and records rclaL ing thereto. Operator, upon reques t, shall furnish cuch of the other parties with copies of all forms or reports filed with 

26 governmelllnl agencies, da ily dr ill ing reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

27 each month, and shall make available samples of uny cores or cuuings taken from any well drilled on Lhe Contract Arca. The cost of 

28 ga thering and fu mishing informalion to Non-Operator, o ther than that specified above, shall be charged to the Non-Operator thut re~ 

29 c1uests the Information. 

30 

31 E. Ab:1 11do 11111e111 of Wells: 

32 

33 I. e>bnndonmenl of Dry Holes: Except for w1y well drilled, figr•1J:e'~e~~ed pursuant to Article Vl.B.2., any well which has been 

34 d rilled, /ri~eJ~~~~~gd under the tem1s of this agreement und is proposed lo be completed as a dry hole shall not be plugged and abm1doned 

35 without U1c consent of all parties. Should Operator, aficr diligent effort, be unable to contact any party, or should any party foi l 10 reply 

36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) ufier receipt of notice of U1e proposal to plug and abandon 

37 such well, such party shall be deemed lo have consen1cd lo the proposed abw1donmcnt. All such wells shall be 1ilugged and abandoned in 

38 nccordancc with applicable regulations and at the cost, risk nnJ expense of the panies who participated in the cos t of drilling or deepening 

39 such well . Any party who objects to plugging and abru1doni11g such well shall have U1c righ t lo take over the well and conduct further 

40 operations in search of oil and/or gas subject lo Ute provis ions of Artic le VI.B. 

4 1 

42 2. Abnndonment of Wells that have Produced· Exec.pt for any well in which a Non-Consen t operation has been conducted 

43 hereunder f.Or which the Consenting Parties hnve not been fully reimbursed as herein provided. any well which hus been completed us n 

44 producer sha ll not be plugged and abandoned wiU1ou1 U1e consent of all part ies. If ull parties consent to such abandonment, the well sl111ll 

45 be plugged and abandoned in accordance with 11pplicahlc regulations and al the cost, ri sk and expense of all the parties hereto . If, within 

46 th irty (30) dnys aficr receipt of notice of the proposed abundonmenl of w1y well , all parties do not ugrec lo the ubandonmcnt of such well , 

47 those wish ing lo continue its opera tion from lhe in tervul(s) of the formulion(s) !hen open lo production shall tender to each of the other 

48 pmtics its proportionate share of the vaJuc of the wcll's saJvublc material and equ ipmcn~ detcnnined in nccordru1ce with the provisions of 

49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and ab~mdoning. Each abru1doning party shall ossign 

SO the non~abnndoning parties, without warranty, express or implied, as to title or as to quwHity, or fitn ess for use of the equipment nml 

5 1 materinl, nll of its interest in the well and related equipment, together with its interest in the leasehold estate as 10, bul only as lo, the in· 

52 lcrval or intervals of the fom13Lion or formations then open to production. If the interest of the abandoning party is or includes an oi l und 

53 gas interest, such party shall execute and del iver to the non-ubandoning party or parties an oil and gas lease. limited to tJ1e in terval or in

S4 tcrvuls of the formation or formations then open to production, for a tenn of one ( I) year and so long t.hcrcafier as oil and/or gas is pro-

55 duced from the interval or intervals of the fonnation or fonnations covered thereby, such lease to be on the fonn attached as Exhibi t 

56 • In the cvenl nny par ty sha ll fa il to make the ur rn ngements neccss:iry to take in ki nd or scpnr:.1tely d ispose or its proportio1rntc 
57 sha re of the oil nud gas produced from the Contruc t Arcu, 0 1Jern tor s lrn ll have the right, subject to the revocation nt wi ll by the pnrty 
58 owning it, but not the obligation, to purcl111sc s uch oil nnd gas or sell it to others in :111 arms leng th trnusnetion :11 :111y time und frum 

ti me to lime, ror the acco unt or the non- t:1king party nnd O perutor will use its bcsl effo rts to market Non-opera tor 's share or Ili c oi l 
59 1111d/or gns on lhc sa me terms that O pcrutor mnrl<cts its own shurc of such production. A ny such purchase o r sa le IJy Opentlor slrnll 
60 be subj ec t nhvuys to the right of the owner of the production upon th irty (30) dnys wri tten notice to exercise its right to ta ke iu ld ud 
61 or sepnrntcly dispose of, its share of ull o il and gas not previously delive red to 11 purclrnser . A ny purchnsc or s11 lc by OJ1cn1to1· ur 11 11y 

62 
oth er party's shnre of oil a nd gas sha ll be only for such r c11su11 a blc per iods or time 11s arc consis tent with t he rn i11i11111111 needs ur the 
ind us try u1 uJcr the 1rn rticula r circu111 s ta 11 ccs1 I.J u t in 110 even t for a 11er iod in excess or one ( I ) year. 

63 

64 

65 E11ch 1>:1r1y elec ting to take iu ki nd or sc1rnru tcly d is110se or its 1>roportionate shnrc or the 1,roductio 11 from the Co nt ract Arc:1 
66 sh11ll keep accura te records of the volume, selling price, ro3111lly uud taxes relat ive lo its sha re of prot..luclion. on-Opcrutors s lrn ll , 
67 11 1>011 rec1 ues t, rurnish opera tor with tr ue und com1>lctc co11ic;1 or the records requi red to be kept hereunder w henever, under the terms 

68 
or this agree ment or a ny ag reement executed in connectio n herewi th, U is necessa ry for Operutor to obtain sa id information. Any 
i11 forn111 tio11 fur nished to Opera tor hereun der shn ll be usul by Operator only to the exten t uecessury to c.nrry out its duties ns 

69 O r>cr11tor und s lrn ll othcnvise be kept con ndeu tinl. 

70 
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"B''. The ass ignmenls or leases so lim ited shall encompass Llic "drill ing unir' upon which the well is located. The paymenls by, and Ll1e 

2 assignments or leases to, the assignees shnll be in a rntio based upon the relationship of the ir respective percentage of partic ipat ion in tJ1e 

Contract Arca to the aggregate of lhc percentages of pnrticip. ion in the Contract Arca of ull nss ignccs. Tl1crc shall be no readjustment of 

interests in the remaining portion of the Contrnct Aren. 

5 

6 Thcrcullcr, abandoning parties shall ll nvc 110 further responsibility, liability, or interest in the operation of or production from 

the well in the interval or intervals then open other llrnn the royalties retained in any lease made under the terms of this Article. Upon rc

qucsL,, Operator shall continue to operate the ass igned well for the account of the non-abandoning part ies at the rates and charges con-

9 tcmplatcd by this agreement, plus any additional cost nnd ch ges which may arise as the result of the separate ownership of the nssigncd 

I 0 well. Upon proposed abandonment of the producing intcrvnl(s) assigned or leased, the nssignor or lessor shall then have the option to 

11 repurchase its prior interest in the well (using the some valuation fonnula) and participate in further operations therein subject to 1.he pro-

12 visions hereof. 

13 

14 3. Abandonment of Non-Consent Oncrations· ·nie provisions of Article Vl.E. I. or Vl.E.2 above shall be appl icable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided. however, no we ll shall be 

16 permanently plugged and abandoned unless nnd until all parties having the right to conduct further operations therein have been noti fi ed 

17 of the proposed abandonment and anbrdcd the opportunity to elect 10 take over the well in nccorchmcc with the provisions of this Art icle 
18 Vl. E. 

19 

20 ARTICLE VII. 

2 1 EXPENDITURES AND LIABILITY OF PAlfflES 
22 

23 A. Liubility of Parties: 

24 

25 The liabil ity of the parties shall be several, not joint or collective. Each party shall be responsible onl y for its obligations, und 

26 shnll be liable only for ils proportionate share of the costs of developing and operating Ll1c Contract Area. Accordingly, the liens granted 

27 nmong the parties in Article Vll.B. are given to secure only 1.hc debts of each severally. It is not the inten1ion of the parties to create. nor 

28 shall th is agreement be construed as creating, u mining or other partnership or associat ion, or to render the parties liable as partners. 

29 
30 ll. Lieus 1111tl P:1yment Defa ulls: 

31 

32 Each Non-Operator gran ts to OpcraLor n lien upon its oil and gas rights in the Contract Arca, and a security interest in its share. 

33 of oil und/or gas when extracted and its interest in ull equipmi~nt , to secure payment of its share of expense, together wi th interes t there 11 

34 at Lhc rntc provided in Exhibit "C". To the extent t.hut Operator has a securi1y interes t under the Uniform Commercial Code of the 

35 state, Operator shall be ent itled lo exercise the rights und remedies of a secured party under the Code. The bringing of a suit and the ob-

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

37 rights or security interest as security for the payment thereof. ln addition, upon default by any Non-Operator in the payment of its shnrc 

38 of c.xpeusc, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 

39 lhc sale of such Non-Operator's share of oil and/or gas unlil the amount owed by such Non-Operator, plus interest. has been paid. Each 

40 purchuscr shall be entitled to rel y upon Opcrntor's wri tten statement concerning the amount of miy default. Operator grants a li ke lien 

41 and security in1erest to Lhc Non-Operators to secure payment of Operator's proportionate share of expense. 

42 

43 If any party fails or is unable lo pay its share of expense within sixty (60) duys ullcr rendition or a statement Ll1ercfor by 

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay Ll1 e unpaid wnounl in Llic proportion that 

45 the interes t of each such party bears to the in terest of ull such panics. Each party so paying its share of the unpaid amount shall , 10 obtain 

46 reimbursement thereof. be subrogatcd to the security rights described in the foregoing paragraph. 
47 

48 C. Pnymeuts nud Accounting: 

49 

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

5 I and operation of the Contract Area pursuant to this agreement and shall charge each of the parties herelo wiU1 thei r respective propor-

52 tionat1.: shurcs upon the expense basis provided in Exhibit "C". Operator shall keep un uccurutc record of the joint account hereunder, 

53 showing expenses incurred and charges and cred its made mid received. 

54 

55 Operator, at its election, shall lmve the right from time to time to demand mid ryf~ivinfm~11~s1~~h~~1f,~~l!~~~~slir~y11~:g:~h!J~ advance 
56 of their respective shares of the estimated nmount of the expense to be incurred in ? opgrntmns hereunder dunng 1l1e next succeeding 

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

58 with an invoice for its share Utereof. Each such statement and invoice for the paymem in advw1cc of estimated expense shall be submitted 

59 on or before the 20th day of U1e next preceding month. Each party shall pay to Operator ils proportionate share of such estimate within 

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

61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be nmdc monthly between advances nnd ac1ual ex-

62 pense to the end that each party shall bear und pny its proportio11u1e share of actual expenses incurred, nnd no more. 

63 

64 0. Limitutiou of Expenditures: 

65 

66 I. Drill or Deepen: Without the consent of nil pnrties, no well shall be dri lled or deepened, except any well drilled or deepened 

67 pursumH to the provisions of Arti cle VI.B.2. of this agreement. Consent lo the drilling or deepening shall include: 

68 

69 
70 
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A.A.P.L. FORM 61 0 - MO- FORM OPERATING AGREEMENT- -

ARTICLE VII 
co ntin ued 

D Option No 1 · All necessary expenditures for the drilling or deepening, tes ting, completing w1d equipping of the well, including 

2 necessary tankagc and/or surface faci lities. 

4 [r:I Ontion No 2: All necessary expenditures for the dri lling or deepening and testing of the well. When such we ll has reached its 

5 authorized depth, and all tests have been completed, nnd the rcsul ls thereof furnished t.o the parties, Operator shall g ive immediate notice 

6 to the Non-Operators who have Lhc righ t to part icipate in the completion costs. The parties receiving such notice shall have forty-eight 

(48) hours (exclusive of Saturday, Sunday nnd legal holidays) m which to elect to participate in the selling of cas ing and the complet ion at

tempt. Such election. when made, shall include consent lo all necessary expend itures for the completing and equipping of such well , in-

9 eluding necessary tnnkage ancVor surfoce facilities. Fai lu re of any party receiving such notice 10 reply within Lhc period above fi xed shn ll 

10 constitu te an clcclion by that party not to pnrticipale in the cost of the completion aucmpt. If one or more, but less thun ni l of the pnrti e.s , 

11 elect to set pipe ru1d to alte1111>1 u complctio11 , the prov i s i on~ of Article Vl. B.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Artic le Vl. B.2. s lmll be deemed lo include "completing") shall apply to the operulions therculler conducted by less 

13 than all parties. 

14 

15 2. Rework or Plug Back: Without the conscm or all parties, no we ll shall be reworked or plugged back except a well reworked or 

16 plugged back pursuam to tlie provis ions of Article Vl.B.2. of this agreement. Consent lo the reworking or plugging back of a well sha ll 

17 include all necessary expenditures in conducting such opcrntions and completing and equipping of said well , including neccssllry t;mkagc 

18 ancVor surface fac ilities. 

19 

20 3. Other Operations: Without Lhe consent of all parties. Operator shall not undertake any single project reasonably cs1i11101cd 

2 1 to require an expendi ture in excess of T hirty-fi \lc Chousn nd nnd No/100 Dollars($ 35,0011.00 

22 except in connection wi th a well , Lhc drill ing, reworking, deepening, completing, recomplcling, or plugging bnck of which has been 

23 previously irn lhorizcd by or pursuant to Lhis ogrccmcnt; provided, however, that, in case of explosion, fi re, flood or oLhcr sudden 

24 emergency, whether of the same or ditlCrcnt nuturc, Operator may take such steps and incur such expenses as in its opinion are req ui red 

25 10 deal with the emergency lo safeguard life und property but Operator, as promptly as poss ible, shall report tlie emergency 10 the other 

26 parties. lf Operator prepares an authority for expend iture (ArE) for its own use, Operator shall furnish any Non-Operator so requesting 

27 ru1 information copy thereof for any single projec t costing in excess of Twcntv-fivc llaousnnd and o/ 100 

28 Dollars ($ 25 000.00 ) bul less llun lhc amount fi rst set forth above in !his pnragraph. 

29 

30 E. ll.cutnls, Shul· in \Vc ll Payments and Mini mum Uoyul cs: 

31 

32 Rentals, shut-in well payments nnd minimum royall ies which may be required under the terms of any lease shall be puid by the 

33 party or parties who subjected such lease to this :tgreemcnt nt its or their expense. In the evc nL two or more parties own and have con· 

34 tributed interes ts in the same lease to lh is agreement, such part ies may designate one of such pnrtics to mnke said payments fo r nnd 0 11 

35 behalf' of nll such pnrties. Any party may request, mid slmll be ent itled to receive, proper ev idence of oil such puyments. In the event of 

36 fo ilure to make proper payment of any rcntu l, shut-in well payment or minimum royalty Uuough mistake or oversight where such pny-

37 ment is requi red to continue the lensc in force, nny loss which results from such non-pnymcnL shn ll be borne in uccorda11ce with the pro-

38 visions of Art icle IV .B .~ l . When sntes commcucc, Opera tor shull noti fy 11011-0 pent tor of the <l ute of li rst sn le. 

39 

40 Operator shall noti fy Non-Operator of Lhe anticipa1ed com1>lction of a shut-in gas well , or the shutting in or return to production 

41 of a producing gas well , at least fi ve (5) days (excluding Saturday, Sunday and legal holidays), or nt tlie earlies t opportunity penniucd by 

42 circumstances, prior to taking such action. but assumes no linbilily for fai lure to do so. In Lhc event of fai lure by Operator 10 so notify 

43 Non-Operator~ the loss of any lease contribu1cd hereto by Non-Operator for failure to make timely payments of nny shut- in well payment 

44 shall be borne j oinlly by the parties hereto under the provisions of Art icle I V.B.~ I. 

45 

46 F. Taxes: 

47 

48 Beginning with the fi rst calendar year nficr the effective date hereof. Operator shall render for ad valorem ta.xai ion all property 

49 subject lo th is agreement wh ich by law should be rendered for such laxes, and ii shall pay all such lW<es assessed thereon before they 

50 become delinquent. Prior to the rendition date, ench Non-Op<!rator shall furn ish Operator infom1u1ion as to burdens (to include, bul not 

51 be limited to, roynhies, overriding royalties und production payments) on leases and oil ru1d gas interests contribu1ed by such Non-

52 Operator. If the assessed valuation of any leasehold es tate is reduced by reason of its being subject to outstanding excess royalt ies, over· 
53 riding royalt ies or production payments, the reduc1ion in ad valorcm tIDCes resulting therefrom shall inure to the benefit of the owner or 

54 owners of such leasehold estate, w1d Operator shall ndjusl th~ charge lo such owner or owners so as lo rc nccl tlie benefit of such reduc-

55 tion. If the ud valorem taxes are based in whole or in part upon separate valuations of each party's work ing interest, then no1withs1w1ding 

56 anything 10 the co111rary herein, charges to the joint account shall be made and paid by the parties hereto in uccordance with the tux 

57 va lue genera ted by each party's work ing interest. Operator shall bill the other parties for their proportionate shares of all Hix payments in 

58 the manner provided in Exhib iL "C". 

59 

60 If Operator considers nny tax usscssment improper, Operator may. at its discret ion, protes t within the time and 11 11u111cr 

61 prescribed by law, and prosecute the protest to u fi nal determination, un less all parties agree to abandon the protest prior to final dcler-

62 mination. During the pendency of adrninistrnt ive or j udicial 1>rocecdings, Operator may elect to puy, under protes t, all such taxes and m1y 

63 in1erest and penalty. When ru1y such protes1ed assessment shall have been fi nally determined, Operator shall pay the lax for 1he joint uc-

64 count, toge ther with ru1y in terest and penally accrued, and tJ1e lotal cost shall then be assessed against tl1c parties, and be paid by them. as 

65 provided in Exhibit "C". 

66 

67 Ench party shall pay or cause to be paid all produc1ion, severance, excise. gathering and other laxes imposed upon or with 1espec1 

68 to tJ1e production or hnndl ing of such party's share of oil ru1cVor gas produced under the tenns of tJ1is agreement. 

69 

70 
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G. l ns urnncc: 

2 

ARTICLE VII 
co nt inued 

At all times while operations arc conducted hereunder. Operator shall comply wiU1 the workmen's compensation law of 

4 the stmc where the opemtions ore being conduc1cd; provided, however, that Opcrntor may be a self-insurer for liability under suid com-

5 pcnsation laws in which evcm the only charge that shall be 111ade lo the joint account shall be as provided in Exhibit "C". Operator shall 

6 also carry or provide insurance fbr the benefit of the joint account of the parties us outl ined in Exhi bit "D'', attached to nnd made 11 port 

7 hereof: Opcrntor shull require nil contrnctors engngcd in wort: on or for the Contrnct Arca LO comply with the workmen's compensation 

8 law of the state wl1 crc tl1c operat ions arc being conducted and to mainta in such other insurance as Operator may requ ire. 
9 

10 In the event automobi le public liabi lity insurance is speci fi ed in said Exhibi t "D", or subsequently receives the approval of the 

11 parties. no direct charge shall be made by Operator for premiums paid for such insurru1cc for Operator's automotive equipment. 
12 

13 ARTIC LE VIII. 

14 ACQUISITION, MA INTENANCE O R TIV\NSFER Of INTEREST 

15 

16 A. Surrender of Leases: 
17 

18 The lenses covered by this agreement., insofar as they embrace ucreage in the Contract Area, shall not be surrendered in whole 
19 or in part unless a ll part ies conscnl thcrcto. 
20 

2 1 However, should any party des ire to surrender its in terest i11 1my lease or in any portion thereof, and the other purt ies do 110 1 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warrw1ty of title, all of its interes t in 

23 such lease, or port ion thereo f, nm.I any well , material and equipment which may be located thereon and nny rights in production 

24 thereafter secured, to the parties not consenting to such surrender. If lhe interest of the ass igning party is or includes an oil and gas in-

25 terest, the ass igning party shnll execute und deliver to the party or parties not consenting to such surrender an oil and gas lcnse covering 

26 such oil and gas interest for a tcnn of one ( I) year and so long U1ereaftcr as oi l mid/or gas is produced from the land covered thereby, such 

27 lease to be on the form nllachcd hereto as Exhibit "B". Upon such ass ignment or lease, the ass igning party shall be relie\led from all 

28 obligations therenflcr accru ing, but not theretofore accrued, with respect to the in teres t assigned or leased and the operation of nny well 

29 atlributablc thereto, and the ass igning party shall have no further interest in the ass igned or leased premises and its equipment and pro-

30 duction other Umn the royalties rctnincd in any lease made under Lhe tcnns of Lh is Article. The party ass ignee or lessee shall pay to the 

31 party ass ignor or lessor the reasonable salvage value of the latter's interest in w1y wells and equipment attributable to the assigned or lcus-

32 ed acreage. The value of all mnterial shall be dctcnnincd in accord;:mcc with the provis ions of Exhibit "C". less the estimated cost of 

33 salvaging and the estimated cost or plugging and abrmdoning. If the assignment or lcuse is in favor of more limn one party, the interest 

34 shall be shared by such pnrties in the proportions that the interes t of each bears to Lhe Iola\ interes t of all such parties. 
35 

36 Any assignment, lensc or surrender made under lhis prov ision shall not reduce or chru1ge tJ1e nssignor's, lessor's or surrcudcri ng 

37 party's in teres t as it was immedia tely before the ass igmnent, leusc or surrender in the bahmce of t.hc Contract Arca; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thcrcaflcr be subject to the tem1s and provisions or this 
39 agreement. 
40 

41 B. Renewul or Extension or Lenses: 

42 

43 If any party secures a renewal of any oil and gas lease subject lo U1is agreement, nil other parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days fo llowing receipt of such notice in which to elect to part icipate in the ownership of the 

45 renewal lease, insofar us such lease affec ts lands wi th in the Contract Arca, by paying to the party who acquired it the ir several proper pro-

46 port ionate shares of lhe acquisition cost allocated to that part of such lease wi thin the Conlract Area, which shall be in proportion 10 the 

4 7 interests held nt that time by the parties in Ute Contract Arca. 
48 

49 If some, but less th1:111 nil, or lhc part ies elect to participate in the purchnse or u renewal lease, it slmll be owned by the purtics 

50 who elect to purticipntc Lhcrei 11, in n rat io based upon the relationship of their respective pcrccnlage of purticipution in the Contract Arca 

5 1 to the aggregate of the percentages of part icipmion in the Contract Arca of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject to th is ogrccmcnt. 
53 

54 Each party who participates in the purchase of a renewal leuse shnll be given nn ass ignment of its proportionate interest therei n 

55 by the acquiring party without wa r ru nty or title, except us to n.cts by, through or under the ncq uiring p:1rt-y. 
56 

57 The provisions of th is Article shall nPl>ly to renewal leases whether they urc for the entire in terest covered by the expiring lease 

58 or cover only a portion or its area or an interest therein. Any r .... newal lease taken before the expiration or its predecessor lease, or taken or 

59 contracted for within six (6) monU1s aficr the expiration of the existing lease shall be subject to this provision; but any lease taken or con· 

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

61 the provis ions of this agreement. 

62 

63 The provisions in this Article shall also be applicable to extensions of oil and gns lenses. 
64 

65 C. Acrc:igc or Cush Co11trl bulio11s: 

66 

67 While this agreement is in force, if any party contracts for a contribut ion or cash towards the drilling of a well or any other 

68 operation on the Contract Arca, such contribution shal l be p id to the party who conducted ll1c drilling or 0U1er operation ru1d shall be 

69 applied by it against the cost of such drill ing or other operation. If the contribut ion be in the form of acreage. the party to whom the con· 

70 tribution is mode shall promplly tender an ass ignment of the acreage, without wamrnty of ti1le, to the Drilling Parties in the proport ions 
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A RTICLE VIII 
continued 

I sa id Drilling Parties shared the cost of drilling the well. Such acreage shalt become a separate Contract Arca and, to the extent poss ible, be 

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

it may obtain in support of any well or any other opera tion on U1e Contract Area. The above provisions shall also be npplicnblc to op

tional rights to earn acreage outs ide the Contract Arcn which are in support of i.I well drilled ins ide the ConLrac t Arca. 

If any party contracts fo r any consideration rclming to disposition of such party's share of substances produced hereunder, such 

consideration shall not be deemed a contribut ion ns con templated in this Article Vlll.C. 

9 D. Maintenance of Uniform Interests: 

10 

11 For the purpose of maintaining uni fom1ity of ownership in the oil and gas leasehold interests covered by this agreement, no 

12 party shall sell , encumber, transfer or make other disposi tion of its interest in the leases embraced within the Contract Arca and in wells, 

13 equ ipment and production unless such disposi tion covers either: 

14 

15 I. the entire interes t of the party in all leases and equipment and product ion; or 

16 

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

18 

19 Every such sale, encumbrance, trunsf-Cr or other dispos ition made by any party shall be made express ly su~jec t to this agreement 

20 und shall be made wi thout prejudice to the right of the other parties. 

2 1 

22 If, at any time the interest of any party is di vided am ng and owned by four or more co-owners, Operntor, at its discretion, muy 

23 requi re such co-owners lo appoint a s ingle trustee or agent with fu ll authority to rece ive notices, approve expenditures, receive bill ings for 

24 and approve and pay such party's share of lite joint expenses, und lo deal generally with , and wiU1 power to bind, Lhc co-owners o l' such 

25 party's interes t within the scope of the opera tions embraced in this agreement; however, all such co-owners shall have the right to enler 

26 in to and execute all contracts or agreements for the dispos ition of their respective shares of the o il and gas produced from the Contract 

2 7 Area and they shall have the right to rece ive, separately, payment of the sale proceeds Ll1ercof. 

28 

29 E. Waiver of Rights to Partition: 

30 

31 If perm itted by the laws of the s tate or stat.es in which the property covered hereby is located, each party here to owning an 

32 undivided interes t in the Contract Area waives any and all righ ts it may have to partition and have set aside to it in severalty its undivided 

33 in terest therein. 

34 

35 f~r-efeFentinl-Rig-hl-to-lluFe-husef 

36 

3 7 _.s-1teul4--a»y--par-ty-destr.e--te--se-l.i-al·l-Gr-any--puFl-eHls-inlerests-under-L-l-1is-agreen1ent,er-i1-S-r-ighl:S-itnd-inlaresl5-i n- the-Gontrnst 

38 Ar-ea;-+l-sha l.J-pr-em1:tlly-g-i¥&-wfiuen-flet-iaa-te--tl1e-etheF-1:.aFt·ie5,wilR-ft.1ll-infem1alien-senGeAl-ing-it-s-p-Fe J:Jesed-sale,wl1iGh-sha ll- inGlude-the 

39 name--and--adEIFeSS-&f....lhe-pr-espeeti-vs-puFGhaseF-fwho-must-b6-f-eudy;-will ing-and-ah l6-te--puFG~1 ase-),.ll 1e-puFGh ase-pr:iG&j-il.nd-all-otl1er-teFms 

40 Gf-the-affor.,..'.fhe-alheF-paFt·i•HhalHl1en-have-a11-01>L-ional-pFior-right, for-a-poFied-<>f-le1l-fl.Qj-<la)'5-0ller-reeeipK>f-1he--1101iee,ta-pur-<il1 asa 

4 1 01Hhe-same-tGFms--and-oondiliens-th~n ler-&St-which-the-other-p11Ft-y-pr-epeses--ta-seUt-and,if-U.tis-epl1enal-FigM--is-eKer-eiscd,lhB-1mrehas-

42 ing-prutieHhalkhar<H.he--purshased-inlere5t.-i11-1l1<>-tJr<>1>er-li e11s-thaHhe-inteFeSH>l'-ea&!i-bear"4<>-lhtH.elal--i nteFeSl-<lf-<1ll-1iuFehasi11g-paF-

43 1ies,.-HewaveF;-1her,,_,;hall-b~e-pF&fer<0nti ai-figl1 1-te-pur-&!1as6-i 1Hl10S<H;aSes-wlm•e-a1>y-1>afly-wishes--te--me>tgag6-its-in1erests,er-te 

44 dispese--eHl:S--interests-by-mergeF;-r-eerganizal·ien;--eensel-idel·ieH,--Gf-Saie-eHJ.J....ar--substant-iaf.l.y-all--eHl5-aSsets-te-a-subsidiary-or-parenl-G01n-

45 pany-eF-1e-a-Sui>si<lia<y-ef-a-paro11Hlempru1y,-oF-te-eny-00111 1.any-in-whic~1-any-eRtl-j>arey B"IRS a maj0Fity-of.tl1&-St0Glr. 
46 

47 
48 

49 

<\RTICLE L'C 

INTERNAL REVENUE CODE ELECTION 

50 Th is agreement is not intended to create, nnd shall not be construed to create, a relationsh ip of partnership or an association 

5 1 for profit between or among the pitrtics hereto. Notwithstanding any provision herein Urnt the rights and liabi lities hereunder are several 

52 and not joint or collective, or that this agreement and opcrmions hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, this agreement and the operations hereunder are r!:gardcd as a partnership, each party hereby affected elects tp
9
§l excluded 

54 from the application of all of the provisions of Subchaplcr " K", Chapter I, Subti lle "A", of U1e Internal Revenue Code of /4%4, as per-

55 milled and authorized by Section 76 1 of lite Code and the regulations promulga ted thereunder. Operator is autl1o ri zcd and directed to ex-

56 ecute on behal f of each party hereby affected such evidence of th is election as may be required by the Secretary of the Treasury of the 

57 United States or the Federal Internal Revenue Service, including specificall y, but not by way of limitation, nil of the returns, statements, 

58 and the data required by Federal Regulations 1.76 1. Shou\d there be any requirement that each party hereby affected give fur1h er 

59 evidence of th is election, each such party shall execute such documents and furni sh such other ev idence as may be required by the 

60 Federal Internal Revenue Service or as may be necessary to evidence th is elect ion. No such party shall give any not ices or take any other 

6 1 action inconsistent with the election made hereby. If any present or future income tax laws of the state or sta tes in which the Contract 

62 Area is located or any future income tux laws of Lhc United StnLes contain prov isions similar to those in Subchaptcr "K", Chap ter I, 

63 Subtitle .. A", of the Internal Revenue Code of J-U....~. under wh ich an election similar to that prov ided by Section 761 of the Code is per-

64 milted, each party hereby affected shall make such election as may be permitted or required by such laws. In making tl1e foregoi ng elec-

65 tion, each such party states tl rnt the income deri ved by such pmty from operations hereunder can be adequately determined wi thout the 

66 computation of partnership taxable income. 

67 

68 

69 
70 
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A.A.P.L. FORM 610- Moe FORM OPERATING AGREEMENT-- 2 

ARTICLEX. 

CLA IMS AND LAWSUITS 

Operator may settle uny single uninsured third purty domnge claim or sui t arising from operat ions hereunder if the expenditure 

docs not exceed T hi1·ty thousand and No/IOO Dollars 

6 ($ ____ ~3~0~0~0~0.~0~0 ___ ) and if the payment is in complete settlement of such claim or sui t. If the amount requ ired for se11 lcmcn1 ex-

7 cccds the above amount, U1e parties hereto shnll assume and lalcc over U1c further handling of the claim or su it, unless such authority is 

8 de legated to Operator. A ll costs and expenses of handling, settling, or othenvise discharging such claim or suit shall be nL the joint ex· 

9 pcnse of the parties participating in the operation from which lhc cluim or suit arises. If a cla im is made against lmy party or if any party is 

10 sued on account of any matter aris ing from operations hcrcu11dcr over which such individual has no control because of the righ ts given 

11 Operato r by this agreement. such party shall immediately notify nll other parties, and the claim or suit shall be trcntcd ns any other claim 

12 gra~~!t~~~1o~~\'~~3:ri~f;:i~ns1>11!~~~1g~~et~.11 clnims or suil.s in volving Hil e lo any interesl subject 10 this Agreement sh:ill be treated as 11 

13 

14 

15 

16 

17 

18 

ARTICLE XI. 

FOUCE MAJEURE 

If any party is rendered unable, who ll y o r in part, by force majeurc to carry out its obligations under th is agreement, other tl11u1 

19 
the obl igation to make money payments, tlrnt party shull g ive to nll other parties prompt written notice of the force majeure with 

20 
reasonably full particulars concern ing it ; thereupon, the obli g111 ions or the party giving the notice, so far as tl1cy are ulTeeted by the force 

2 1 
nrnjcurc, shall be suspending during, but no longer tl11111, 1.he c:ontinuance of the force majeure. The affected pnrty shnll use all reasonable 

22 
t.li ligcnce 10 remove the force majcure si tuat ion as c1uickly as practicable. 

23 

24 
The requirement U1 at any force majeure shall be remedied wiU1 all reasonable dispatch shall not require the se ttlement of strikes, 

25 
lockouts, or other labor di fficulty by lhe party involved, contrary 10 its wishes ~ how nil such difficulties shall be handled shall be entirely 

26 
with in the discretion of the party concerned. 

27 

28 
The term .. force majcure", as here employed, shall mean an act of God, s trike, lockouL, o r other industrial disturbance, uct of 

29 
the public enemy, war, blockade, public ri oL, lightning, fire, storm, fl ood, explosion, governmental action, governmental delay, restraint 

30 
or inaction, unavailability of equipment., and any other cause. wheU1er of the kind speci fically enumerated above or otherwise, wh ich is 

31 
not reasonably with in the control of the party claiming suspcnsivn. 

32 

33 

34 

35 

Alff I C LE XII. 

'OTICES 

36 
Alt notices auU1 ori zed or required between the parti es and required by any of the provis ions of this agreement, unless otherwise 

37 
specilicully provided, shall be given in writing by muil or telegram, postage or charges prepaid, or by telex or telccopier und addressed to 

38 
the parties to whom the notice is g iven at the addresses listed on Exhibit "A". The originating notice given under nny provision hereof 

39 
shall be deemed given only when received by Lhe pnrty to whom such notice is directed, and the time for such pnrty to give may notice in 

40 
response thereto shall run from the date the origina ting notice is received. The second or any respons ive notice shall be deemed given 

41 
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or tclcco1>ier. Each party 

42 
shall hnve the right to change its address at any time, nnd from time to time, by giv ing written notice thereof to all other parties. 

43 

44 

45 

46 

47 

ARTICLE XIII . 

TERM OF AGREEMENT 

This agreement shall remain in full force and effect us to the o il and gas lenses and/or oil and gas interests subject hereto for the 

48 
period of Lime selected below; provided, however, no party here to shall ever be construed as having any right, title or interest in or to any 

49 
lease or oil and gas interest contributed by any other party beyond the Lenn of this agreement. 

50 

5 1 
0 Option No. I : So long as any of the oil m1d gus leases subject to this agreement remain or arc cont inued in force as to nny part 

52 
of the Contract Arca, whether by production, extension, renewal, or otherwise. 

53 

54 
!ti Option No. 2: In the event the well described in Artic le VI.A., or any subsequent well drilled under any provision or tl1is 

55 
agreement, resul ts in production of oil ancVor gas in puying quwllitics, th is agreement shall continue in force so Jong as rmy such we ll or 

56 
wells produce, or are capable of produetion, and for m1 addit ionul period or ninety (90) days from cessation of nil production; provided, 

57 
however, if, prior to the expiration of such additional period, one or more of the pm1ies hereto arc engaged in dri lling, reworking, deepcn-

58 ing, plugging back. testing or uttempting to complete n well or we lls hereunder, this agreement shaJI continue in force un til such opcrn-

59 lions have been completed nnd if production results therefrom , this ugrcement shall continue in force as provided herein. In the event the 

60 
well described in Article VI.A., or nny subsequent we ll drill ed hereunder, results in a dry ho le, and no other well is producing, or capable 

6 1 
o r producing oil nnd/or gas from the Contract Aren, this agreement shall terminate unless dril ling, deepening, plugging buck or rework-

62 ing operntions nrc commenced within ninety (90l duys from the date of abandonment of sa id well. 

63 

64 
It is agreed, however, that the tcnnination of th is agreement shall not re lieve any party heret.o from any liabili ty which has 

65 
accrued or attached prior to tJ1c date of such terminal.ion. 

66 

67 

68 

69 

70 
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A.A.P.L. FORM 610 - MO- FORM OPERATING AGREEMENT--2 

ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 

4 A. Laws, U.cgulations nud Orders: 

5 

6 This agreement shall be subject to the conservation laws of the state in which the Conln.tc t Area is located, to the valid rules, 

regulations, and orders of any duly const ituted regulatory body of said slate~ and to all other applicable federal, state, and local laws, or

dinances, rules, regulations, and orders. 

9 

I 0 D. Governing L:tw: 

II 

12 This agreement and all matters perta in ing here to, including, but not limi ted to, mutters of performance, non-performance, breach, 

13 remedies, procedures, righ ts, duties, and intcrprctution or construction, sha ll be governed and determined by the law of the stntc in which 

14 tl1c Contract Arca is located. 11'-ll1e-Genlr-aot-Aroa-is-in-twe-er-mere-sl·ales,t·he-la.w-el'-ll1s-s tattH>'""================ 
15 shuU-govem, 
16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant.. or be construed to grant. Operator the right or uuthority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or state laws or under ru les, rcgulutions or orders promulgnted 

2 1 under such laws in reference to oi l, gas aJ1d mineral operations, including the locution. operation, or production of wells, on tracts offsct-

22 ling or adjacent to the Contract Area. 

23 

24 With respect to operations hereunder, Non-Operators agree to release Opcrnl r fro m any und all losses, dwm1gcs, i1tjurics, claims 

25 and causes of action arising out of, incident to or resu lt ing directly or indirectly from Operulor's interpretation or application of rules, 

26 rulings, regulations or orders of the Deparunent of Energy or predecessor or successor agencies to the extent such intcrprctution or ap-

27 pl ication was made in good faith. Each Non-Operator further agrees to reimburse Operator for cmy amounts applicable to such Non-

28 Operator's share of production that Operator may be requi red to refund~ rebate or pay as n result of such an incorrect interpretation or 

29 a1>plication, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

30 

31 Non-Operators authorize Operator to prepare und submit such documents ns may be required to be subrnitlcd to the purchaser 

32 of nny crude oil sold hereunder or to any other person or entity pursuant to tltc requ irements of the "Crude O il Windfall Profit Tax Act 

33 of 1980", as same may be amended from time to time ("Act"), nnd w1y val id regulations or mies which may be issued by the Treasury 

34 Department from time to time pursuan t to said Act. Each pnrly here to agrees to furnish nny and nil certifications or other information 

35 which is required to be furnished by said Act in a timely mmmer and in suffi cient detail to permit compliance with said Act. 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 
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ARTICLE XV. 
OTHER PROVISIONS 

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

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

2. Only a party which participated in the Non-Consent Well shall have the right to 
propose a deepening or sid .tracking operation for such Well, but all parties 
(including parties which did not participate in such Well) shall be entitled to 
receive notice and shall have the right to participate pmsuant to Atticle Vl.B. in 
such sidetracking or deepening operation except as to a well covered by A11icle 
XV, Paragraph G. hereof. However, those parties which did not pat1icipale in the 
Non-Consent Well shall reimburse the Consenting Pat·ties the umecouped portion 
of the atnounl allowed by Arlicle VI.B. to be recouped with respect to such Non
Consent Wel l. 

B. If Operator is not successful with its initial completion attempt in any well drilled 
pmsuant to this Agreement, and recommends a subsequent completion attempt in another zone 
and if less than all patties elect to attempt such completion, the provisions of Article VI.B.2. 
shall apply. Provided, however, that At·ticle Vl.B.2. shall apply separately to each separate 
completion or recompletion attempt undertaken heretmder, and an election lo become a Non
Consenting Party as to one completion or recompletion attempt shall not prevent a party from 
becoming a Consenting Party in subsequent completion or recompletion attempts regardless 
whether the Consenting Pat·ties, as to earl ier completions or recompletions have recouped their 
costs pursuat1t to Atticle VI.B.2.; provided further, that any recoupment of costs by a Consenting 
Pru1y shall be made solely from the production attributable to the zone in which the completion 
attempt is made. Election by a previous Non-Consenting Party to participate in a subsequent 
completion or recompletion attempt shall require such patty lo pay its proportionate share oftbe 
costs of salvable materials at1d equipment installed in the well pursuant to the previous 
completion or recompletion attempt, insofar and only insofar as such materials and equipment 
benefit the zone in which such party participates in a completion attempt. Notwithstanding Lhe 
foregoing, to be entitled to the benefits of this Article a party must have patticipated in all 
operations prior to the initial completion attempt. 

C. Priority of Proposals: 

If at any time there is more than one operation proposed in connection with any well 
subject to this Agreement, and the pat·ties pat·ticipating in tl1e well cannot agree upon Lbe 
sequence and timing of further operations regarding ilie well , tl1e following elections shall 
control in ilie order enumerated, as follows: 

1. Prior to Reaching the Objective Depth 

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

b. In the event that impenetrable condi tions or mechanical difficulties 
prevent reaching the Objective Deplh, a proposal to sidetrack in an effort 
to reach tl1e Objective Deptl1 shall have priority over a proposal to attempt 
a completion in a formation already reached. 

2. After the Objective Depth Has Been Reached 

a. At1 election to add additional logging, coring or testing. 
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b. An election to attempt to complete the well at either the objective depth or 
objective formation. 

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

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

e. An election to sidetrack the well. 

f. An election to plug and abandon. 

It is provided, however, that if at the time said participating parties are considering any of 
the above elections the hole is in such a condition that a reasonable, prudent operator would not 
conduct the operations contemplated by the particular election involved for fear of placing U1e 
bole in jeopardy or losing the same prior to completing the well in the objective depth or 
objeclive formation, such election shall not be given the priority hereinabove set forth. 

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

E. Each party hereto covenants and agrees for itself, its successors and assigns, that any sale, 
assigmuent, sublease, mortgage, pledge or other instrw11ent affecting the leases and lands subj ect 
to this instrument (whether of an operating or non-operating interest or a mortgage, pledge or 
other secLU"ity interest) will be made and ccepted subject to this instrument and the pruty 
acquiring the interest or security shall expressly agree to be bound by all its terms and 
prov1s10ns. Any party hereto who executes any instrument in favor of any pruty without 
complying with the provisions of U1is paragraph shall indemnify, defend and hold the other 
parties hereto harmless from and against any and all claims or causes of action by any person 
whomsoever and for any expenses and losses sustained as a result of the failure of such party lo 
comply with these provisions. 

F. The lien and security interest granted by each Non-Operator to Operator and by Operator 
to the Non-Operator under Article VII.B. shall extend not only to such pruty's oil and gas rights 
in the Contract Area (which for greater certai nty shall include all of each party's leasehold 
interest and leasehold estate in the Contrnct Area), the oil and/or gas when extracted and 
equipment (as mentioned in said Article) but also to all accounts, contract rights, inventory and 
general intangibles constituting a part of, relating or arising out of said oil and gas ri ghts, 
extracted oil and gas and said equipment or hich are otherwise owned or held by any such party 
in ilie Contract Area. FLU"ther, the lien and secLU"ity interest of each of said parties shall extend lo 
all proceeds and products of all of the property and collateral described in this paragraph and in 
Article VII.B. as being subject to said lien and secw·ity interest. Any party, to the extent it deems 
necessary to perfect the lien and security interest provided herein, may fi le this Operating 
Agreement as a lien or mortgage in ilie applicable real estate records and as a financing statement 
with the proper officer under the Uniform Commercial Code. 

G. If, following the granting of relief under the Bankruptcy Code to any party hereto as 
debtor thereunder, this Agreement should be held to be an executory contract within the meaning 
of 11 U.S.C. 365. then the Operator, or (if U1e Operator is the debtor in bankruptcy) any other 
paity, shall be entitled to a determination by debtor or ru1y trustee for debtor within U1irly (30) 
days from the date an order for relief is entered under tl1e Bai11cruptcy Code as to tl1e rejection or 
assumption of this Operating Agreement. In the event of an asswuption, Operator or sa id other 
pru·ty shall be entitled to adequate assurances as to futw·e performru1ce of debtor's obligation 
hereunder ru1d the protection of U1e interest of all other parlies. 

2 
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H. At the request of any party, all the parties hereto shall execute a recordable Memorandum 
and Financing Statement referring to this Agreement, the Contract Area of this Agreement, and 
the rights and obligations of the parties Lmder this Agreement. 

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

J. 1n the event of a conflict between the provisions of this Article XV. and any other 
provision of this Operating Agreement, the provisions of this Article XV. shall control and 
prevail. 

K. As to the Contract Area covered hereby and for so long as this Operating Agreement 
remains in effect, this Operating Agreement is intended to supercede and take the place of any 
previously existing Operating Agreement(s) the parties hereto may have entered i11to prior to the 
dale of this Operating Agreement. 

3 
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A.A.P.L. FORM 610- MAL FORM OPERATING AGREEMENT-82 

2 

3 

ARTICLE XVI. 

MISCELLANEOUS 

4 This agreement shall be binding upon and shall inure to the benefit of the part ies here to and to their respective heirs, devisces, 

5 legal representatives, successors and assigns. 
6 

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

8 

9 

10 

IN WITNESS WHEREOF, this agreement shall be eITective as of ___ ~ls=t ___ day of __ ~J="~"~"~•~rv~- , (year) -1Ql!!L_. 

11 1lllt<r t\ian me c1Jiin~¢'s '~~coa~& f ~jrgfgd'fndf~i~c1~~1ed this form for execution, represents and warrants thnt the form 
12 was printed from and /-w11nu1e~l«lept<eRl1s ted-beiew, IS 1denuca to lhe AAPL Form 610-1982 Model Form Operating Agreement, as 

13 published in diskette form by Forms On-A-Disk, Inc. ~ne<IHieMiens,elhef-lhR<w!l'RHU!lhe<esi<e>->iJ>R-fPlfrtf.ieel~====== 

14 

15 

16 

===== = = ==============================::;..f"""&-l>l!efl-m<i\d&-«Hh&-fe Alr. 

17 

18 

19 

20 
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OPERATOR 

NON-OPERATORS 

Premier Oil & Gas, Inc. 

Kcnnclh Jones , Vice Pres ident 
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STATE OF OKLAHOMA ) 
) SS 

COUNTY OF OKLAHOMA ) .J_ 
_,.-The foregoing instrument was acknowledged before me this / () day of 
J 4/M.J ~ , 2008, by D. D. DeCarlo, Vice President of Devon Energy Production 

Company, L.P. an Oklahoma limited partnership, on behalf of the partnership. 

111111111111111, 
My Commission Expires: ,,,,''c, oBER .,._:,111,1 

,, p uo'" ~ ... ~ ....... .. ........... 'A.~ 

~~ ..... ~oi~y·"· .. :v ~ 
ff / #02013375 '\ '% 
~ ~ EXP. 09/23110 j ~ 
%~\.. ,/ $ff 
~ -.;; ....... ~st.\9,...- . .P $ 
~ )-~ ... ....... ... ~- ~ 
~111 OF 0¥-\,. ,,,,, 

STATE OF TEXAWa 1111
111111111 \}111

11
'' 

. ) SS 
COUNTY OF -ti~ ) 

~~ 

instrument was acknowledged before me this // day of 
~~<=:..!..=::::..::...~..:;.+..----> 2008, by Ricky Haikin, Vice President of McCombs Energy, H£, on 

My Commission Expires: 

r~1m7 

STATE OF NEW MEXICO 

COUNTY OF 

) 
) SS 
) 

U& 

~~ 
Notary Public 

SHARON METCALF McDONALD 
Notary Public, State ofTexas 

Commission Expires 12-29-2009 

The foregoing instrument was acknowledged before me this day of 
--------~ 2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on 
behalf of said corporation. 

My Commission Expires: 

Notary Public 
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9 

10 

A.A.P.L. FORM 610- MAL FORM OPERATING AGREEMENT-82 

ARTICLE XVI. 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure lo lhe benefit of lhc parties hereto and to !heir respective heirs, devisees, 

legal representatives, successors and ass igns. 

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

IN WITNESS WHEREOF, !h is agreement shall be effective as of ___ ~l.=•t~-- day of __ ~·~'"~"~u~•~•Y~- , (year) -1l!!!l!.__. 

11 who has prepared and circulated !his form for execution, represents and warrants lhal lhe form 
pm.er ll1an !h.Cf)aneis ~~eC~I~ .~n~i<~ted in !he t"t 12 was printed from and /-with 1110 MU!>l19Al1st , IS 1dent1ca to the AAPL Form 610-1982 Model Form Operating Agreement, as 

13 published in diskette form by Forms On-A-Disk, Inc. ~~~lief-lhan·these-i~~ieoile"'s'-====== 
14 

15 

16 

===============================================================:;-II•~ 
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41 

42 

43 
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O PER ATOR 

NON-OPERATORS 

McCombs Energy, LLC 

Ricky HaUOn, V1Cc Prcs1dent 
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STATE OF OKLAHOMA ) 
) SS 

COUNTY OF OKLAHOMA ) 

--r The foregoing instrument was acknowledged before me this /oflc.- day of 
, ) "'1ttu..1u.1 , 2008, by D. D. DeCarlo, Vice President of Devon Energy Production 

Company, L.P I, an Oklahoma limited partnership, on behalf of the partnership. 
111111\lll/////11 

,,,,,,, ~OBEJ:i>7/11111,, ~ MyCommissionExpires: -$'~ .... ......... .s-0 ~ ~~ f ~,. ..... ~oTA!fj::-. ..... ~ %, . 
9- 2 3 - 510 I 0 g ( # 02013375 \ ---......._-""'"'-"--'---"---~_..._ 

~ \ EXP. 09123110 J jic)tPUblic 
~~ ... / ~::: 
~ -r ; "· ..... '°IJsuc ......... o .f 
~ ~ .... .......... .. .. ·'?'-~ -$' 

/11,,,, OF 01(.,\..11''''' 
'"1./111111111111 

STATE OF TEXAS J 
) SS 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this day of 
_ _______ ___, 2008, by Ricky Haik.in, Vice President of McCombs Energy, LLC, on 
behalf of said corporation. 

My Commission Expires: 

STATEOF~O 
COUNTY OF fl~ 

) 
) SS 
) 

Notary Public 

The foregoing instrument was acknowledged before me this r0-d day of 
_,,.__."""""""""""'"'--"-+-----' 2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on 

My Commission Expires: 

Jik, O, ;), D () 1 
/ 
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A.A.P.L. FORM 610 - MO- FORM OPERATING AGREEMENT--

ARTICLE XVI. 

MISCELLANEOUS 

4 This agreement shall be binding upon lmd shull inure to the benefi t of the parties hcre10 and to thei r respect ive heirs, dev isccs, 

5 legal representatives, successors ru1d nss igns. 

6 

9 

10 

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

IN WITNESS WHEREOF, tl1is agreement shnll be cfTcctive ns of ___ ~l~• l~-- day of __ ~·~'"~"~"~"~rv~- , (year) ---1lli!lL._. 

11 lhc . iluu the cha n ~s '~t~~"~lns 1:rnl~~eedt.lij;~ ~1i~c1~~:cd this form for execution, represents and wurrnnts that the form 
12 was printed from and f-wi1.l1-t\16-6H-Geplie1~-1st~e ~. 1s 1~ c11 t 1 ca1 to the AAJ>L Form 610- 1982 Model Form Operating Agreement, as 

13 published in diskette form by Forms On-A-Disk, lnc. No-<!lrnnges,ull<!Fllliens,eHnedifiealiens,elher-tlrnn-thase-in-AFlieles-::= ===== 
14 
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lla ckbcrry 31 S ta te #2 

O P ERATOR 

Devon E11 crgy Protluct io11 Compnny, L. P. 

O. 0. Oc(f:irio 
Vice President 

NON-OPERATORS 

1cCombs Energy, LLC 

i<icky F1:11ki11 1 Vi ce i'rc.s1Ucut 

P remier O il & Gns, Inc. 

l\.c1111cth Jones, Vice Prcs1Ucnl 
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ST ATE OF OKLAHOMA ) 
) SS 

COUNTY OF OKLAHOMA ) 

The foregoing inst:nunent was acknowledged before me this ___ day of 
-------~ 2008, by D. D. DeCarlo, Vice President of Devon Energy Production 
Company, L.P., an Oklahoma limited partnership, on behalf of the partnership. 

My Commission Expires: 

ST ATE OF TEXAS 

COUNTY OF 

) 
) SS 
) 

Notary Public 

The foregoing inst:rw11ent was acknowledged before me this day of 
_________ , 2008, by Ricky I-Iaikin, Vice President of McCombs Energy, LLC, on 
behalf of said corporation. 

My Commission Expires: 

Notruy Public 

ST ATE OF NEW rvtEXICO ) 
) SS 

COUNTY OF ) 

The foregoing instnunent was acknowledged before me this day of 
_________ , 2008, by Kenneth Jones, Vice President of Premier Oil & Gas, Inc., on 
behalf of said corporation. 

My Conurussion 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. 

I. IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT: 

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

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

None 

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

BCP of 
Initial Well 

Devon Energy Production Company, L.P. 46.4744% 
20 North Broadway 
OklahomaCity, OK 73102 

McCombs Energy, LLC 22.9395%* 
5599 San Felipe, Suite 1200 
Houston, TX 77056 

Premier Oil & Gas, Inc. 30.5861 %* 
P. 0. Box 1246 
Artesia, NM 88210 
Attn: Ken Jones 

100.0000% 

ACP of Initial Well 
and Subsequent Wells 

65.0000% 

15.0000% 

20.0000% 

100.0000% 

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

4. OVERRIDING ROY AL TIES 

To be determined 

5. OIL & GAS LEASES SUBJECT TO THIS AGREEMENT: 

Lease No. I 

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

Lease No. 2 

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

V-6025 
May 1, 2001 
State of New Mexico 
Rolla R. Hinkle ill 
Township 22 South, Range 26 East, N.M.P.M. 
Section 31: E/2 

V-6218 
May I, 2001 
State of New Mexico 
Rolla R. Hinkle ill 
Township 22 South, Range 26 East, N.M.P.M. 
Section 31: Lots I, 2, 3, 4, E/2 W/2 
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Lease No. 3 

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

Lease No. 4 

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

LG-8291 
May 1, 1980 
State of New Mexico 
Gulf Oil Corporation 
Township 22 South, Range 26 East, N.M.P.M. 
Section 32: Insofar and only insofar as said lease covers the 
NW/4 NW/4, SE/4 NW/4, S/2 SW/4 

V-708 
May 1, 1983 
State of New Mexico 
Exxon Corporation, a New Jersey corporation 
Township 22 South, Range 26 East, N.M.P.M. 
Section 32: Insofar and only insofar as said lease covers the 
NE/4 NW/4, SW/4 NW/4, N/2 SW/4 
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EXHIBIT"B" 

Attached to that certain Operating Agreement dated January 1, 2008, 
by and between Devon Energy Production Company, L.P., as Operator, 

and McCombs Energy, LLC, 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 tha t certain Opera ting Agreement dn led Jnnuarv I, 2008 bv and between Devon 
Energv Prod uction Company, L.P., as Opernlor, and McCombs Energy, LLC, et a l, ns Non-Operator 

1. 

2. 

3. 

4. 

ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

l. GE EltAL PROVISIONS 

Dclinitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which 1.his Accountmg Procedure 

is auached. 

"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 

maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits n .. -ceivcd in the conduct of the Joint 

Operations and which arc to be shared by the Parti es. 

"Operator" shall mean the party dcsignutcd to conduct the Jv int Oper.itions. 

"Non-Opera tors" slmll mcnn the Purtics to this agreemen t other than the Operntor. 

"Parties" sl1all 111eai1 Operator and Non-Operators. 

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

supervision of other employees and/or contract labor directly employed on the Joint Property in 11 fie ld opcro ting 

capacity. 

"Technical Employees" shnll mean those employees having specia l and specific engineering, geological or other 

professional skills. and whose primary function in Joint Operations is the handling of specific operating condnions and 

problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal properly, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 

most recently recommended by the Counci l or Petroleum Accountants Societies 

Sta tement nmJ Billings 

Operator shall bill Non-Opcrutors on or before the Inst day of eoch month for their proportionate share or the Joun 

Account for the preceding month. Such bills will be accompanied by stmcmcnts which identify the au thority fo r 

expenditure. lease or fncility. and ull charges and credits summnrized by uppropriute classi fications of investmen t und 

expense except thut items of Controllable Material and unusuu l clmrges ond credi ts sha ll be separa tely identified and 

fully described in de1nil. 

A tJ vo nccs antJ Paymcnl.s by No11-01>crntors 

A. 

B. 

Unless otherwise provided for in the agreement, the Operator may require th~ Non-Opermors to advance their 

share of estimated cash ou1loy for the succeeding month's operution w1thin-fiA~:) dnys after receipt of the 

billing or by the firs t day of the month for which the ndvn nce is requi red, whichever is later. Operator sha ll adjust 

each monthly bil ling to refl ect advances received from the Non-Operators. 

Each Non-Operator shall poy its propo11ion or all bills within fiflcen ( 15) days uller receipt. If payment is not mode 

wilhin such lime, the unpaid balance shall bear interest monthly at the prime rnte in cfTect at Bank or Amcricu. D11 ll:1s. Tcxus 

on the firsl day of the month in which delinquency occurs plus 1% or the 

maxi mum contruct rnte permi ued by the applicable usury laws in the stale in which the JoilH Property is locnted, 

whichever is the lesser, plus attorney's fees, court costs, and other costs in connect. ion with the collection or unpaid 

amounts. 

A tJj uslmcuts 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness lhereof~ 

provided, however, all bills and statements rendered to Non-Operntors by Operator during any calendar year shall 

conclusively be presumed to be true and correct aft.er twenty-four (24) months following the end of any such cnlcndur 

yenr, un less within lhe sa id twenty-four (24) month period n Non-Opcrutor Lukes written exce1>lion thereto and makes 

claim on Operator for adjustment. No udjustment. favorable to Operator shall be made unless it is made within the same 

prescribed period. The provisions of th is paragraph shall not prevent adjustments resulting from a phys ical inventory of 

Controllable Material as provided for in Section V. 

COPYJUGHT © 1985 by the Council of Petroleum Accountants Societies. 
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S. Audits 

6. 

A. A Non-Opennor, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 

Opcrntor's accounts and records relating to the Joint Account for any calendar year within the twenty-four 

(24) month period following the end of such calendar yenr; provided, however, the making of an audit shall not 

extend the time for the taking of written exception to and the adjusunenlS of accounts as provided for in 

Pa111graph 4 of this Section I. Where there are 1wo or more Non-Operators, the Non-Operators sha ll make 

every reasonable cflOrt 10 conduct a joint audit in a manner which will result in a minimum or inconvenience 

to the Operator. OperaLor sha ll bear no portion of 1he Non-Operators' aud it cost incurred under this 

paragraph unless agreed to by the OperaLor. The nudits shall not be conducted more than once each year 

without prior approval of Operator, except upon the resignation or removal of the Operator, nnd shrill be mode 

nt the expense of those Non-Operators approving such audit. 

B. The Opera1or shall rep ly in writ ing to an audit report with in 180 days illler receipt of such report. 

Approva l By Non-Opcrn to .. s 

Where nn approval or other agreement of the Parties or Non-Operntors is expressly requ ired under other sections of this 

Account ing Procedure and if the agreement to which this Accounting Procedure is attached conrnins no 

contrary provisions in regard thereto, Operator ;;hall notify all Non-Operators of the Operator's proposal , und the 

agreement or approval ofa majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

11. DlllECT CHARGES 

26 Operator shall charge the Joint Account with the following items: 

27 

28 
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I. 

2. 

3. 

4. 

Ecologicu l :ind Euviroumculal 

Costs incurred for the benefit of the Joint Property as a resull of govemmental or regulatory requirements to sntist)' 

envi ronmental considcrnlions applicable to the Joint Operations. Such costs may include surveys of an ecological or 

archaeological nature and pollution contro l procedures as required by applicable laws and regulations. 

Rcntnls nud Roy11Hics 

Lease ren tals and royalt ies paid by Operator for the Joint Operations. 

Lnbor 

A. ( I) Salaries nnd wages of Operator's field employees directly employed on the Joint Property in the conduct of 

Joint Operations. 

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

(3) Salaries and wages of Technical Employees direct ly employed on the Joint Property if such charges nrc 

excluded from the overhead rates. 

(4) Salurics and wages of Technical Employees either temporarily or permanently ass igned to and directly 

employed in the operation or the Joint rropcrty if such clrnrges arc excluded from the overhead rates. 

B. Operator's cos t of holiday, vacation, sickne:;s and disnbilily benefits and other customary allowances paid to 

employees whose sala ri es and wages are chargeable lo the Joint Account under Paragraph 3A of this Section II. 

Such costs under this Paragraph 38 may be charged on a "when and as paid basis" or by "percentage assessment" 

on the amount of salaries and wages charge.iblc to the Joint Account under Paragraph 3A of this Section II. If 

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 

applicable Lo Operator's costs chargeable to the Joint Account under Paragraphs 3A and 38 of this Section 11. 

0 . rersonnl Expenses of those employees wllo:;e salaries nnd wages are chargeable to the Jo int Account under 

Parugrnphs 3A and 3B of this Section 11. 

Emp loyee Ucucfils 

Openuor's current costs or established plans for employees' group lifo insurance, hospilalization, pension, rctircmcm, 

stock purchase, thrill, bonus, and other benefit plan;; of a like nature, applicable to Operator's labor cost chargeable ta the 

Joint Account under Paragraphs JA and 38 of this Section II sha ll be Operator's actual cost not to exceed the percent 

mosL recently recommended by the Council of Petroleum Accountants Societies. 
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5. Material 

G. 

7. 

8. 

9. 

10. 

I I. 

Material purchased or fu rn ished by Operator for use on Lhe Joint Property as provided under Section JV. Only such 

Material shall be purchased for or transferred to the Joint Propeny as may be required for immediate use and is 

reasonably pmctical ond consistent with efficic111 and economical operations. The nccumuh.u ion of surplus stocks shall be 

avo ided. 

TransflOrta lion 

Transportation of employees and Material necessary for the Join t Operations but subject to the following limitations: 

A. If Material is moved to the Joint Propeny from the Operator's warehouse or other propenies, no charge sho ll be 

made to the Joint Account for n distance greater thnn the distance from the nearest reliable supply store where like 

material is normally nvailable or rai lway receiving point nearest the Joint Property unless agreed to by the Panies. 

B. If surplus Material is moved to pcrutor's wnrehousc or other storage point, no charge sha ll be mudc to the Joint 

Account for o distance greater li mn the distance to the neares t reliable supply store where like ma terial is normally 

uvnilable. or ra ilway receiving point 11earest the Joint Propeny unless agreed to by the Parties. No charge shall be 

made to the Joint Account for moving Mntcfial to other propcnics belonging 10 Operator, unless agreed to by the 

Part ies. 

C. In the application of subpamgraphs A und B above, the option to equalize or charge actual trucking cost is 

available when the actuul charge is $400 or less excluding accessorial charges. The $400 will be adjusted 10 the 

amount mos t recen tly recommended by the Council or Petro leum Accountants Societies. 

The cost of contract services, equipment and utiliues provided by outside sources, excepl services excluded by Pamgrnph 

10 of Section II and Paragraph i, ii, ond iii, or Section 111. The cost of proressional consultant services ond contract 

services of tcctmical personnel direct ly engaged on the Joint Property ir such charges are excluded from the overhead 

rates. The cost or proressional consultont services or contract services or technical personnel not directly engaged on the 

Joint Property shall not be charged 10 the Joint Account 1111lo:!Ss previously agreed to by the Parties. 

Eq uipment 11 11 d Facili ties Furnishcll lly Opcrnlor 

A. 

B. 

Operator shall churgc the Joint Account for use or Operator owned equipment and fac ilities ul mtes commc11surn1e 

wi th costs or ownership 1111d opcn11io11. Such rntcs sha ll include costs or maintenance, rcpui rs, other operating 

expense, insurance, laxes, deprecia tion, and interest on gross investment less accumulated depreciation not to 

exceed ci •h i percent %) per annum. Such rates shall not exceed avcmgc commercial 

rates currenlly prevailing in the immediate urcu or the Joint Propeny. 

ln lieu or charges in Paragraph SA above, Operator may elect to use overage commercial rates prevailing in the 

immediate area or the Jo int Property less 20%. For automotive equipment. Operator may elect to use rntes 

published by the Petroleum Motor Transpol1 Assochllion. 

Damages a m.I Losses lo Joint Pro11cr1y 

All costs or expenses necessary for the repair or replacement of Joint Propeny made necessary because or damages or 

losses incurred by fire, nood, storm, theft, accident. or other cause, except those resulting from Operator's gross 

negligence or willrut misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as 

soon as practicable afier a report thereof has been received by Operator. 

Leg:tl Ex 11c11se 

Expense or handling, investigating and se ttling li tigation or claims. disclmrging of liens, payment or j udgments and 

amounts paid fo r settlement or claims incurred in or resu lting from operations under the agreement or necessary to 

protect or recover the Joint Property, cxcep1 that uo charge for services or Opermor's legal staff or fees or expense or 

outside auorneys shall be made unless previously ugree<l to by the Parties. All other legal expense is cousidercd to be 

covered by the overhead provisions or Section Ill un less otherwise agreed to by the Part ies, except as provided in Section 

I, Paragraph 3. 

Tnxcs 

All taxes or every kind and nature assessed or levied upon or in connection with the Joint Prnpeny, the operation thereor, 

or the production therefrom, and which taxes huve been paid by the Operator for 1he benefil of the Panics. Ir !he ad 

va lorem taxes are based in whole or in part upon separate va luat ions or each party's working interest, then 

notwithstand ing anything to the contrary herein, charges to the Joint Account sha ll be made and paid by the Pur11cs 

hereto in accordance wi Lh the tax value generated by each p:iny's working in1eresL 
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12. Insurn11cc 

Ncl premiums paid for insurance required Lo be curried for the Joint Operations for the protcc1ion of the Ponies. Jn the 

event Joint Operations are conducted in a sLnte in which Operator may act as self-insurer for Worker's Compensation 

and/or Employers Liab il ity under the respective statt's lnws. Operntor may, at its election, include the risk under its se lf

insurnncc program and in that event, Operator shall include u churgc at Operator's cost not to exceed manual rates. 

13. Ab:indonmcnl and Reclamation 

14. 

IS. 

I. 

Costs incurred for abandonment of the Joint Property, including costs requi red by governmental or other regulu lory 

uu1hori1y. 

Cu111111u11ic11tions 

Cost of acquiring, leas ing, installing, operating, repa iring and ITi ilintuining communication systems, including rndio and 

microwave facilities directly serving the Joim Property. In the event communication faci lities/sys tems serving the Joint 

Property arc Operator owned, charges to the Join t AccOlmt !lhall be made as provided in Paragraph 8 of this Section U. 

Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II~ or in Section Ill and which 

is of direct benefit to the Join t Property and is incurred by the Operator in the necessary and proper conduct of the Joint 

Operations. 

Ill. OVE RHEAD 

Ovcrhcml - Drilling nmJ Producing OJJcrn lions 

As compensation for administrat ive, supervision, office serv ices and warehousing costs, Operator shall charge 

drilling and producing operations on ei ther: 

( X ) Fixed Rate Bas is, Paragrnph IA, or 

( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all oniccs and 

sa laries or wages plus applicable burdens and expenses of all personnel, except those direc tly chargeable under 

Parngrnph 3A, Section ll. The cos t and expense of services from outside sources in connection with matters of 

taxation, lraflic, accoun ting or matters before or involving governmental agencies shall be considered as included in 

the overhead rates provided for in the above selected Paragraph of this Section Ill unless such cost and expense arc 

agreed to by the Parties as a direct charge to the Jo int Account. 

ii. The salaries, wages and Personal Expenses of Technica l Employees and/or the cost of profess ional consultant 

serv ices and contract services of technical personnel directly employed 0 11 the Joint Property: 

) shall be covered by the overhead rates, or 

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

iii. The salaries, wages and Personal Expenses of Technica l Employees andlor costs or professional consultant serv ices 

nnd con tract services of technica l personnel either temporarily or permanently assigned 10 and directly employed in 

the operation of the Joint Property: 

A. 

( X ) shall be covered by the overhead rates, or 

( ) shall not be covered by the overhead rates. 

Overhead - Fixed Rate Basis 

(I) Operator shall charge the Joint Accoun t 11t the fol lowing rates per wel l per month: 

Drilling Well Rate $ __ ,,6.,,0=00~."00~-----------

(Prorated for less than a full month) 

Producing Well Rate $_~6=0=0=.0=0 _______ _ 

(2) Application of Overhead - Fixed Rme Bus is shu ll be as follows : 

(u) Dri lling Well Rate 

( I) Charges for drilling wells shall begin on the date the well is spudded and 1ermino1c on the dole 

the drilling rig, completion rig, or other unilS used in completion of the well is released, wh ichever 
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2. 

is laler, cxcepl that no charge shall be made during suspension of dri lling or cornplclion operations 

for fifteen ( 15) or more consecut ive ca lendar days . 

(2) Charges for wells undergo ing any type of workovcr or recomph::tion for a period of five (5) 

consecu tive work days or more shall be made at the dri lli ng well rn te. Such charges sha ll be 

applied fo r the period from date workover operations, with rig or other uni ts used in workover. 

commence through date of rig or other unit release, except tlull no charge shall be made during 

suspension of opermions for fifteen ( IS) or more consecutive calendar days. 

(b) Producing We ll Rates 

{I) An active well either produced or injecLed inLo for any portion of the mon th shall be considered as 

a one-well charge for the en tire month. 

(2) Each active completion in a mu lti-completed well in which product ion is not commingled down 

hole shall be considered as a one-well charge providing each compleLion is cons idered n separate 

well by the governing regu latory auLhority. 

(3) An inactive gas we ll shut 111 because of overproduction or foilllrc of purchaser to take the 

prodllction shnll be considered as a one-well charge prov iding the gas well is directly connected to 

a permanent sales out let. 

(4) A one-well charge shall be made for the mon Lh in which plugging and abandonment operations 

are completed on any well. This one-well charge shall be made whether or not the well has 

produced except when drilling well rate app lies. 

(5) All other inact ive well s (including but not li mited to inactive wells covered by unit allowable, lc:nse 

allowable, trn nsfhred allowable, etc.) shall not quali fy for an overhead charge. 

(3) The we ll rutcs sha ll be ndjusled us of the first day of April each yeor following the effective dntc of the 

agreement to which this Accoun ting Procedure is attached. The adjustmen t shall be computed by multiplyi ng 

the rate currem ly in use by the percen tage increase or decrease in the average weekly earn ings of Crude 

Petroleum and Gas Production Workers for the Inst calendar year compared to the ca lendar year preceding as 

shown by the index of average week ly earn ings of Crude Petroleum and Gas Production Workers as published 

by the United Sta tes Departmelll of Labor, Bureau of Labor Sta ti stics, or the equiva lent Canadian index as 

published by Statis tics Canada, as applicable. The adjusted rates shall be the rntes cu rrently in use, plus or 

minus the computed adjustment. 

~YeFhead-lleFGentage-Basis 

==========llerten11t===='"")-OHhe-60st--OHlevel-op1nenHJ-Hk&-Jeinl-l4-0peFly-e-:iielusi-Ye-of.eesls 

pFe¥ided-undeF-Par.ag1=apll-l-O-ef-Se<*ion-l1-and-all-salwge-eredil5:-

==========''<>raent C:::::::::::::=1
) 0Hl-1e-oosHJ-HlpeFat-ing..the-J-O-i 11t-i2F&per~elusive-of.oost&-j:.Fevided 

unGer-Jlar.ctgrnphs---2--anel---l-O--af:-Seetffm--J.l, ....... iH-l-saWage-ered-its,-t·he--v-a lue-ef- injeGted-subslanees-purshased 

lbr-5eGOndai:y--r-eoove~and--a l l-trutes-and-assessmen-ts-Whiel1-ur-e-lev.ied,..-nssessed-and-paid-upon-d1e 

miner;.1l-i nteres l-i1Htnd-tcH:l1e-Jeinl-llrof}E!Fiy:-

(-2t-A-Pplisat·i01H>i:GvtWhead-Ptweentage-Basf5-s.JlaU-be-it.Tfellews;. 

r-er-tl1s-puFpose--of-EleteFmining--ehar.ges--en--a--per-se11lage-basis- undef--Parngrapl\-t.B-ef-this-SeGlion- l·J.I; 

develup1nent--shall----ine-lude--al.J---eests----in----eonneslioll---Witfr---tlr-illing,---re<JAlling,-<Jeepeni11g,--or- any-remedial 

oper-alions--en--any--oF-0l l--wells--itwol¥ing--tl1s--use-ef:--dFil l i ng-Fig--and--Or-ew--0apabte--of:....<lr~~ling-to-the--pr-Odueing 

inteFYal---on----the--J.ei1lt--Pfepe~~Hmin~ndi1ui:es--neeessaf)'-in-1:.r-eparatio1r--foF--dAlling--amJ 

"*1'"1idi1Ures-i11GUFFe<l-il>-abamlooiRg-Whei>--tlte----well----is----Ho1.--<0&11lflletea--as---<l-JJroduee.,_.na-efigi11al-oost--ef 

oonslrt1et-ion-0F--installal-ion--el=---H*6G---asse~-d•e--e-s-pansion--ef---fme4--assel5--ftnd--any-ot:llef-t'Foje€t-&lear-l-)I 

diS<leAliele-as a H>••<l ••~!*--l'-1ajof-Goos1R1Gtion--ao-<ieli11ea-ill-l'amgropl,_;i....,,HJ1is-SeGtie11-llJ,......All--Otl1eF 

oostHhall-be-«>nsidere<l-a!K>pefa~ng, 

Overheat! . Major Construction 

To compensate Operator for overhead costs incurred in the consLruct ion and installation of fixed assets, the expansion of 

fixed assets, and any other project clearly d iscernible as a fixed asset required for the: development and operation of lbe 

Joint Property, Operator sha ll either negotiate a rate prior to the beginn ing of construcLi on, or shall chnrge 1he Joim 
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4. 

Account for overhead based on the fo llowing rates for any Major Construe lion project in excess of $_.2""5"'0"'00.,."'0l,,_) ---------

A. __ s __ % of fi rs t $ 100,000 or tota l cos t ifless, plus 

B. __ 3 __ % of cos ls in excess of$ 100,000 but less than $ 1,000,000, plus 

C. __ 2 __ % of costs in excess of$ I ,000,000. 

Total cost shall mean the gross cos t of any one prc~ecL For the purpose of th is parngraph, the componelll parts of a single 

project sha ll not be treated separately nnd the cost of drilling and workover wells nnd artificial lift equipment sha ll be 

excl uded. 

Calns lrop he Overl1 c:1tl 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from u single occurrence due 

lo oi l spill, blowout, explosion, lire, storm, hurricane, or other catastrophes as agreed to by lhe Parties, which are 

necessary to res tore the Join l Property lo the equivalent condition lha l ex isted prior to the evenl causing the 

expenditures, Operator shall ei ther negotiate a rate prior lo churging the Join t Account or shall charge the Joint Account 

for overhend based on the fo llowing rales: 

A. __ s __ %or 1otal cos ts th rough $ 100,000; plus 

B. __ 3 _ _ % of lola l costs in excess of$ I 00,000 but less than $ 1,000,000; plus 

C. __ 2 __ % of' total cosLi; in excess of$1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 

provisions of th is Section Ill sha ll apply. 

Amcnd111c 11 t of ltatcs 

The overhead rates provided for in this Section III may be amended from time to time only by mu tual agreement 

between the Part ies hereto if, in practice, the rates are found to be insufficient or excess ive. 

IV. PRI C ING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

38 Opera tor is responsib le for Joint Account Materi al and shall make proper and timely charges and credi ts for all Material 

39 movements aOCcting the Joint Property. Operator sha ll provide all Material for use on the Joint Property; however, at 

40 Operator's option, such Materia l may be supplied by the Non-Operator. Operator sha ll make timely disposi ti on or idle and/or 

4 1 surplus Material, such disposal being made e ither through sa le to Operator or Non-Operator, divis ion in kind, or sale to 

42 outs iders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condi tion 

43 A or B Materia l. The di sposa l of surplus Controllable Materia l not purchased by the Opera tor shall be agreed to by the Parties. 
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I. 

2. 

Purchases 

Material purchased shall be charged at the price pa id by Opera tor aficr deduction or all discounts rece ived. Jn case of 

Material found to be defoctive or returned to vendor for any other reasons, credi t shall be pussed to the Joint Account 

when adjustment hns been received by the Operator. 

Trnns fcrs :111 d Disposit ions 

Materia l furn ished to the Joint Property and Matenal transferred from the Join t Property or disposed or by the Operator, 

un less otherwise agreed to by the Parties, shall be priced on the follow ing basis exclusive orcush discounts : 

A. New Male ria l (Condition A) 

(I) Tubular Goods Other than Line Pipe 

(a) Tubular goods, s ized 2 3/8 inches OD and larger, except line pipe, sha ll be priced at Eastern mill 

publ ished carload base prices effective as of date or movemen t plus lransporta tion cost using the 80,000 

pound carl oad we ight basis to the railway receiving point nearest the Joint Property fo r which 

publ ished ra il rates for tubu lar good.; exist. If the 80,000 pound rail rate is not ollCred, the 70,000 pound 

or 90,000 pound rail rate may be used. Freight charges for tubi ng will be cnlculated from Lorain, Ohio 

and cas ing from Youngstown, Ohio. 

(b) For grades which are spec ial to one mill only, pri ces shall be computed at the mill base of that mill plus 

transporta tion cos t from that mi ll to the railway receiv ing point nearest the Joint Propeny as provided 

ubovc in Paragraph 2.A.{ l )(a). For transportation cos t rrom points other than Eastern mill s, the 30,000 
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pound Oil Field Haulers Association interata le trnck rate slmll be used. 

(c) Speciul end finish tubular goods shall be priced at the lowest publ ished out-of-stock price, f.o .b. Houston, 

Texas, plus trn nsportation cost, using Oil Field Haulers Association interstalc 30,000 pound truck rate, 

to the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 2 3/8 inch OD) sha ll be priced ut the lowest published mu-of-stock prices 

f.o .b. til e suppl ier plus transporta tion costs, using the Oil Field l-:luulers Association interstn tc truck rnte 

per weight of tubing transfl:rred, lo the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

{a) Linc pipe movcmcnLs (except size 24 inch OD and larger with walls ~ inch and over) 30,000 pouuds or 

more sha ll be priced under provis ions of tubular goods pricing in Paragraph A.(l){a) us provided above. 

Freight charges shall be et1 lculnted from Lorain, Ohio. 

(b) Linc Pipe movements (except size 24 inch OD) and larger with walls J;.. inch and over) less 1han 30,000 

pounds shall be priced at Easlern mill published carload base prices effective as of date of shipmcnL, 

plus 20 percent, plus transportation costs based on freight rates as sel forth under provisions of tubular 

goods pricing in Paragraph A.(1 )(a) as provided above. Freight charges shall be calculated from Lorain, 

Ohio. 

(c) Linc pipe 24 inch OD and over and l!. inch wall and larger sha ll be priced f.o.b. the point of 

manufacture at current new publhhed prices plus transportation cost to Lhc railway receiving point 

neurest the Joint Property. 

(d) Linc pipe, including fabricated line pipe, drive pipe and conduit not li sted on published price li sts shall 

be priced al quoLecl prices plus freight to the rai lway receiving point nearest the Joint Property or al 

prices agreed to by the Panies. 

(3) Olhcr Materinl shall be priced at the current new price, in effect at date of movement, us listed by u reliable 

supply store neares t the Joinl Prope11y, or point of manufacture, plus transportrllion costs, if applicable, to the 

rai lway rece iving point nearest the Joint Property. 

(4) Unused new Materi nl, except tubular goods, moved from the Joint Property sha ll be priced at the current 

new price, in effCct on elate of movement, as listed by a reliab le supply store neares t the Joint Property, or 

point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 

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

B. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable for reuse wi thout reconditioning: 

(1) Material moved to the Joint Property 

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

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

(a) At seventy- live percent (75%) of current new price, as detennined by Paragraph A, if Material was 

originally charged to the Joint Account as new Mater ial or 

{b) At sixty~live percent (65%} or currenl new price, as determined by Paragraph A, if Mutcriul was 

orig innlly charged to Lhe Joint Account as used Material 

(3) Material noL used on and moved from the Joint Propeny 

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

The cosL of reconditioning, ifuny, shall be absorbed by the transrerring propcny. 

C. Other Used Mntcrinl 

( t ) Condition C 

Mnterial wh ich is not in sound and serviceable condition and noL suitable for its original function until 

aller reconditioning sha ll be priced at fifty percent {50%) of current new price as determined by 

Paragraph A. The cost of reconditioning shall be charged LO the receiving property, provided Condition 

C value plus cost of recondit ion ing docs not exceed Condition B value. 
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4. 

(2) Condition D 

Material. excluding junk, no longer su itable for ils original purpose. but usab le for some other purpose 

sha ll be priced on n bnsis commensurate with its use. Operator may dispose of Condition D Mtucnul 

under procedures nonnnlly used by Operator without prior approval of Non-Operators. 

(a) Casing, Lu bing, or drill pipe used us line pipe shall be priced as Grade A and B scmn lcss line pipe 

of comparable size und weight. Used cus ing, tu bing or drill pipe util ized us line pipe shall be 

priced at used line pipe prices. 

(b) Casing, tubing or dri ll pipe used as higher pressure service lines limn standard line pipe, cg 

power oil lines, shall be priced under normal pricing procedures for cas ing, lubing, or drill pipe. 

Upset tubular goods sha ll be priced on a non upset basis. 

(3) Condition E 

Junk shall be priced at prevailing prices. Operalor may dispose of Condition E Material under 

procedures normally utilized by Operator without prior approval of Non-Operators. 

0 . Obsolete Material 

Mate ri al which is serviceable and usnble for ils original function but condition and/or value of such Mnteriu1 

is not equivalen t to that which would justify a price us provided above may be specially priced as agreed to by 

the Parties. Such price should result in the Joint Account being charged with the value of the service 

rende red by such Material. 

E. Pricing Conditions 

(I) Loading or unloading cos ts muy be charged to the Joilll Account at the rate of twenty-live ctmts (25¢) 

per hundred weight on nil tubular goods movements, in lieu of actual load ing or unloading costs 

sustained at the stocking point. The above rntc shall be adjus ted as of the firs1 day of April each year 

following January I, 1985 by the <tnme percentage increase or decrease used to adjust overhead rates in 

Section IJJ, Paragrnph l.A.(3). Ench year, the rate calculated shall be rounded to 1he nearest cent und 

sha ll be the ra le in effect until lhe first day of April next year. Such rate shall be published ench year 

by the Council of Petroleum Accountants Societies. 

(2) Material involving erection costs shu ll be charged at applicable percentage of lhe current knocked.down 

price of new Material. 

Premium Prices 

Whenever Material is not reudi ly obtainable nl published or li sted prices because of national emergencies. strikes or other 

unusuul cuuscs over which the Operator hus no control, the Opcrulor may charge the Joinl Account for the required 

Mutcriul at the Operator's actual cost incurred in providing such Material , in making ii suitable for use, und in moving it 

to the Joint Property; provided notice in writing is furni shed to Non·Opcrntors of the proposed churge prior to billing 

Non·Opera1ors for such Maleria l. Each Non·Opcrmor shall have the right, by so electing and notifying Operator within 

lcn days after receiving nolice from Operator, to furnish in kind all or pail of his share of such Material su itable for use 

and acceptable to Operator. 

Wnrrnnty of Matcrinl Fu rnished Uy 0 11crntor 

Operator docs not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 

Account until adjustment has been received by Operator from the mnnufocturcrs or their agents. 

56 V. INVE TOIUES 

51 

58 The Operator sha ll maintain detailed records of Controllable Material. 

59 
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I. 

2. 

Periodic Inventories, oticc and ltCJlrcseutnliou 

Al rensonnblc intervals, inventories shall be token by Opcrutor of the Joint Account Controllable Material. Written notice 

of intcmion to take inventory shnll be given by Opcrutor at least 1hirty (30) days before any inventory is to begin so thnl 

Non·Opcmtors may be represented when nny inventory is tnken. Fai lure of Non·Opcra tors to be represented ut un 

inventory shall bind Non·Operators to accept the inventory taken by Opcrnlor. 

llcconcilinlion and Adjustment of lnnutorics 

Adjustments to the Joint Accounl resulting from the reconc iliation of a physical inventory sha ll be made within six 

months following lhe tnking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
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4. 

overages und shortages, but, Openllor shull be held accounlllble only fo r shortages due to lack of reasonable dil igence. 

S 11cci:1I lnvcn lorics 

Special inventories may be taken whenever there is any sale, change of utterest, or change of Operator m the Jomt 

Propeny. I! shall be the duty of the pany selling to notify all other Ponies as quickly 11S possible after the transfer of 

interest takes pince. In such cases, bOLh the seller nnd the purchaser shall be governed by such inventory. ln cases 

involving a change of Operator, all Parties shall be govemed by such inventory. 

Ex1Jcnsc of Conducting Inventories 

A. The expense of conducting periodic inven1orie~ shall not be churgcd to the Johll Account unless ogrecd to by the 

Parties. 

B. The expense or conducting special inven tories shall be chorgcd to the Part ies requesting such inventories, excep t 

inventories requ ired due to change of Operator shall be charged to the Joint Aceou11t. 
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EXHIBIT"D" 

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

The Operator shall carry insmance for the benefit of the joint account covering Operator's 
operations upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is 
attached as follows: 

a) Workmen's compensation insmance: In compliance with the workmen's 
compensation laws of the State of New Mexico, including employer's liability 
with minimwu limits of$1 ,000,000.00. 

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

c) Automobile public liability and property damage insurance. Limits of bodily 
injury $1,000,000.00 each person; $1,000,000.00 each occurrence; property 
damage $1,000,000.00 each occurrence. 

The Operator shall require its contracts and subcontractors working or performing services 
upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is attached to 
comply with the workmen's compensation laws of the State of New Mexico and to carry such other 
insurance and i11 such amounts as the Operator shall deem necessary. 

During drilling operations, Operator shall also carry Operator's Extra Expense lndenmity 
insurance during drilliJ1g and completion including coverage for well seepage, pollution, cleanup 
and containment and evacuation expenses. The limit of such insurance is $10,000,000.00 any one 
occurrence. Non-Operators shall elect, in v.Titing prior to spudding, to be covered under such 
policy or shall fmnish Operator with evidence that it carries for its own account such insurance with 
minimwn limits corresponding lo those provided for in Operator's policy. At all times while 
operations are being conducted under this agr ement, Operator, or the designated Operator for the 
account of the Non-Operators, shall maintain insurance in accordance with this Exhibit. If a Non
Operator elects to be an additional insured on Operator's policy, it shall bear its proportionate part 
of the expense of such po licy. 

0 
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A.A.P.L. FORM 610-E- GA- LANCING AGREEMENT- 1992 - CAN ASSOCIATION OF PETROLEUM LANDMEN 
Kveo FORM A.A.P.L. NO. s 

I NOTE: Instructions For Use of Gas Bnlnncing 

2 Agreement MUST be reviewed before linal izing 

3 this document 

5 

6 

7 EXHIBIT "E" 

GA BALA Cl G AGREEMENT(" AGREEMENT") 

ArrACllED TO A D MADE PART OF THAT CElff Al 9 

10 OPEUATING AGREEMENT DATED _~·~Ja~n~u~ar...w' 1~2~00~8~-------------------------

11 UY AND BET\VEEN -~D~c~v'~"~' ~E~11~cr~g~y~P~1~·o~d~11~ct~i1~11~1 ~C~o~111~n~11~11 ~v·~L~·~"~··~"~s~O~p~c~r:~1l~o~r-~ ---------------------

12 AND -~J\<~l~c~C~o~111~h~s~E~n~e~rg~y~,~L~L~C~.~c~l~n~l,~11~s~N~o~n~-O=pc~·r~n~to~r---------------------<"Ol'ERATI G AGREEMENT") 
13 RELATING TO THE All ofScetion 31-T22S-lt26E AREA, 

14 Edd COUNTY/l'AmSH, STATE OF __ ~N~••~v~M~c=x=i e='~' -------------

15 

16 I. DEFINITIONS 

17 The following definit ions shull apply 10 tl1 is Agrcemc111: 

18 I.OJ "Arm's Length Agrccment 11 shall mean uny gas sales agreemem wilh rm unaffiliutcd purcha'icr or any gas salt!s 

19 agreement wiLh an nffi liatcd purchaser where the sales price and de livery condit ions under such ugrccmcnt nrt: 

20 representative of prices and delivery condhions existing under other similar agreements in 1he aren between 

2 1 unaffiliated parties at the same time lbr nutural gas of comparable quality and quantity. 

22 1.02 "Balancing Arca" shall mcm1 (select one): 

23 

24 

25 

26 

27 

28 

29 

30 

0 each well subject to the Operating Agreement that produces Gas or is 

single we ll is comple1etJ in two or more producing intervaJs. each 

production is not commingled in the wellborc shall be considered a separate well. 

0 all of the acreage and depths subject lo lhe Operating Agreement. 

0 

allocated a share of Gas production. If a 

producing interval from which the Gas 

31 1.03 "Full Share of Current Production" shall mean tl1e Percentage Interest of each Party in the Gas aclllally produced 

32 from U1c Balancing Arca during each month. 

33 1.04 "Gas" shall mean all hydrocarbons produced or producible from the Balancing Arca, whether from a well class ified 

34 as an oil well or gas we ll by the regulatory agency having jurisdiction in such mallcrs, which arc or may be made 

35 available for sale or separate disposi tion by the Parties. excluding oi l, condensate and other liquids recovered by 

36 field equipment operated for the joint account. 0 Gus" docs nol include gas used in joi111 operalions, such as for fue l, 

37 recycling or rcinjcclion, or which is vented or los t prior lo its sale or delivery from the Balancing Arca. 

38 I.OS 11 Mnkcup Gas 11 shall mean any Gas taken by nn Underproduced Party from the Balancing Arca in excess of its Full 

39 Share of Current Production, whether pursuant lo Scc1io113.3 or Section 4.1 hereof. 

40 1.06 11 Mcr" shall mean one thousru1d cubic feel. A cubic foot of Gas shall mean the volume of gas contained in one cubic 

41 foot of space at a standurd pressure base und ut a standard tcmperalurc base. 

42 1.07 "MM.Btu 11 shull menu one mi ll ion British Thennul Units. A British Thermal Unit shall mean the qumllity of heat 

43 required to misc one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a 

44 constant pressure of 14. 73 pounds per squnrc inch absol le. 

45 I.OS "Operator" shall mcun 1he individual or entity designated under the temlS of the Operating Agreement or, in the 

46 event this Agreement is not employed in connection with an operating agreement, the individual or ent ity 

47 designated as lhe opcrnlor of the wcll(s) localed in tl1c Balw1cing Area. 

48 1.09 "Overproduced Party" shall mean any Party having taken a greater quantity of Gas from the Balancing Arca than 

49 the Percentage interest of such Party in the cumulative quantity of all Gas produced from Lhe Balw1cing Arcu. 

50 I. I 0 "Overproduction" shall mean the cumulative <1um1tity of Gas taken by a Purty in excess of its Percentage Interest in 

51 the cumulative quantity of all Gas produced from the Balancing Arca. 

52 1.11 "Party" shall mean those individuals or entities subject to this Agreement., and their respective heirs, successors. 

53 transferees and assigns. 

54 1.12 "Percentage Interest" shall mean the percentage or decimal interest of each Party in the Gas produced from the 

55 Balancing Arca pursuru1 t Lo the Operat ing Agreement covering tl1c Balancing Area. 

56 1.13 "Roynlly 11 shall mean payments on production of Gus from the Balancing Arca to all owners or royalties, overriding 

57 royalties, production payments or s imi lur i11tercsts. 

58 1.14 "Underproduccd Party 11 shull mean uny Party huv ing taken 11 lesser quaiui ty of Gas from the Bnl:mcing Arcu than 

59 the Percentage Interest of such Party in the cumuh1 ti vc q11 nnti ty of all Gus produced from the Balancing Arcn. 

60 1.15 11 Undcrproduction" shull mean the deficiency between the cumulat ive quanti ty of Gus taken by n P;:1rty mu.I its 

61 

62 

Percentage Interest in the cumulative quantity of all Gus produced from the Balancing Area. 

1.16 0 (Optional) "Winier Period" shall mean the mo11tl1(s) of ___________________________ in one 

63 calendar year and the 111onU1(s) of in the succeeding culcmlar year. 

64 2. BALANCING AREA 

65 2.1 If this Agreement covers more tlum one Bnlw1cing Arca, it shall be applied as if each Bulanci11g Arca were covered 

66 by separate but identical agrecmcnls. All balancing hereunder shall be on the basis of Gas taken from the Balm1cing Arca 

67 measured in (Alternalivc I) l1l Mcfs or (Allcrnn tivc 2) 0 MMBtus. 

68 2.2 In the event that all or part of the Gas de liverable from a Balancing Arca is or becomes subject to one or more 

69 maximum lawful prices, any Gns not subject 10 price contro ls shall be considered as produced from u s ingle Balancing Area 

70 and Gas subject to each maximum lawful price category shall be considered produced from a separa1c Balancing Area. 

71 3. RIGHTOFl'ARTlESTOTAKEGAS 

72 3.1 Each Parry desiring to take Gas will notify the Operator, or cause the Operator to bgr o'l~~Pft~Cu t ft-ri 11~1~ .~,9'Wn~~ 
73 nominated, U1e name or the transporting 1>ipclinc and the pipeline contract number (i f available) w1d meter stafion 'f rc\at ing 

74 to such delivery. sufficiently in advance for the Operator, acting with reasonable diligence, to meet all nomination and other 
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requirements. Opcrulor is au lhorizcd to deliver Lhc volumes so nominated il ~aci,~dLla~~~~d~~ln{'tp3c~1\'tf;1~1~lfcii~st f~' t1;gq'~f~~d) to the 

~[p~WP~[6ii~\~1ir1~ i n; jL1f-fic~~dnnce with the terms of this Agreement., prov it.l cd howcvc~, the Well is en pubic of deliveri ng thc. nominntcd vo lum e fo r the 

~ .2 Each f>arty sf111 11 make n reasonable, good faith effort to tuke tis Fu ll Share of C urrent Production each month, to the 

4 ex ten t lhlll such production is rcc1 uircd to maintain leases in effect, to protect the producing capacity of a well or reservoi r, lO 

preserve correlative rights, or to maintain oil production. 5 

6 3.3 When a Party fails fo r uny reason to take its Full Share of Current Production (as such Share may be reduced by the 

right of the other Part ies to make up for Underproduclion as provided here in). the olhcr Parlies shall be ent it led to take any 

8 Gus which such Party fuil s to take. To the cxtenl pructicablc, such Gas shall be made ava ilab le inilially to each Underproduccd 

9 Party in the proportion that its Percentage lntcrest in the Bultmcing Area bears to the total Percentage ln lerests of nil 

IO Underproduccd Parties des iring to tnke such Gas. If oil such Gas is not taken by the Underproduced Parties, the portion not 

11 taken shall then be made uvu ilab le to the other Parties in the proport ion that their respecti ve Percentage Interests in the 

12 Balancing Arca bear to the total Percentage Interests of such Parties. 

13 3.4 All Gas 1aken by a Party in accordm1cc with the provisions of tliis Agreemen~ regardless of whether such Party is 

14 undcrproduccd or overproduced, shall be regarded as Gas taken for its own account wiLh title there to bei ng i11 such taking 

15 Party. 

16 3.5 Notwithstanding the provisions of Section 3.3 hereat: no Overproduced Party shall be entitled in any month to take any 

17 Gas in excess ofu 11 {1~5e~ , .. ~~J1Jd~eg iSief~~:\\c ~?cOr~o/t\~ of its Percentage Interest o f the Balancing Area's then-current Maximum 

18 Monthly Availabili ty; ~ pfov1dc , ri'owever. 11rnt t l is limi tation sha ll not npply to the extent t.hal it would preclude production 

19 that is required to maintuin leases in effect, to protect the producing capacity of a well or reservoi r, to preserve correlative 

20 rights, or to maintain o il produe1ion. "Max imum Monthly Av;:iilnbility" shaJ I mean the maximum average monthly rate of 

21 production ot which Gas cnn be delivered from the Balancing Arca. as dctcm1incd by the Operator. cons idering the ma'(imum 

22 cllicicnt well rate for each well within UlC Balancing Arcu, the maximum allowablc(s) set by U1e appropriate regula tory agency, 

23 mode of operation, production focilily cupabi li ties w1d pipeline pressures. 

24 3.6 In tlie event that a Party fails to make arrangements to take its Full Share of C urrent Production required to be 

25 produced to maintain leases in effect, to protect if~\e50 ~11~~t~ci ng capacity o f a well or reservoir, to preserve correlative rights, or 

26 to maintain oi l product ion, the Opcrntor may sell I any part of such Party's Fu ll Share of Current Production that such Party fails 

27 to take for the account of such Party and render to such Party, on a current basis, the full proceeds of the sale, less any 

28 reasonable marketing, compression, treat ing, gathering or transportation costs incurred directly in connection with the sale of 

29 such Full Shnre of C urrent ProducLion. In making the sale contemplated herein. the Opcrntor shall be obligated only 10 obrnin 

30 such price and conditions for the snlc as arc reasonable under Lhe circumstances and shall not be obligated to share any of its 

31 nmrkets. Any such sale by Operator under the terms hereof shall be o nly for such reasonable periods of time as arc consis tent 

32 with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one 

33 year. Notwithstanding the provisions of Miele 3.4 hereof. Gas sole! by Operator for a Party under the provisions hereof shall 

34 be deemed to be Gas taken for tlie account of such Party. 

35 4. IN-KI D BALANCI G 
rc.aspnablc 1101ice or 

36 4.1 Effec tive the first day of nny ~f1lenda.r montl10011owinr, / atlcast thir l__1Q__) days' prior 

37 written notice to the Opcrntor, 
1 /cc~~cdiJi~de~~~a~~ed Party may begin taking, in addi tion to its Full Share of Current 

38 Production and m1y Makeup Gas taken pursurull to Section 3.3 of this Agreemen~ a share o f current production detennined 

39 by multiply ing th irty-live percent I 35 %) o f tl1e Full Shares of C urrent Production of all Overproduced Parties by 

40 a fraction, the numerator of which is the Percentage Interes t of such Undcrproduced Party and tl1c denominator of which 

41 is the total of the Percentage In terests of nil Undcrproduccd Parties desiring to take Makeup Gas. In no event will an 

42 Overproduced Party be required to provide more tlim1 thirty-live percent ( 35 %) of its Full Share of Current 

43 Production for Makeup Gas. The Operator will promp y notify nil Overproduced Part ies o f the eleclion of an Underproduced 

44 Party to begin taking Makeup Gas. 

45 4.2 D (Optiona l - Seasonnl Li milulio u ou M11kc u11 - 0 1>ti o11 1) Notwithstanding the provisions of Section 4. 1. the 

46 average month ly amount 

4 7 shall not exceed 1he 

of Makeup Gas taken by an Underproduced Party during the Winier Period pursuant to Section 4.1 

during the average monthly amount o f Makeup Gas taken by such Underproduced Party 

48 

49 

________________ ,___ ___ __, months immediately preceding the Win ter Period. 

4.2 D (Opl ional - Scnson1.1 I Limit11tio11 o n M nkcup - O ptio n 2) Notwithstanding tl1e provis ions of Section 4.1. no 

50 Overproduced Party will be required to provide more limn ___________________ percent L___%) of its Full Share 

5 1 of Current Production for Makeup Gas during tlie Winter Period. 

52 4 .3 Iii (Optiona l) Notwithslw1ding w1y other provision o f tl1is Agrcemen~ at such time and for so long as Operator, o r 

53 (insofar as concerns production by the Operu tor) any Underproduced Party, determines in good faiU1 tlrnt an Overproduced 

54 Party has produced a ll of its share of the ultimately recoverable reserves in the Balancing Area, such Overproduced Party may 

55 be required to make availab le for Makeup Gas, upon the demm1d of U1e Operator or any Underproduced Party, up to 

56 one hnnd rcd percent ( 100 %) of such Overproduced Party's Full Share o f Current Prod uction. 

57 5. STATEMENT OF GA BALANCES 

58 5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumes .o f Gas that each 
. . ~IXly (li0) 

59 Pnrty is entitled to receive and the vo lumes of Gas actually taken or sold for each Party's account W1Lhm I l-OJtY-fi-¥~days 

60 nllcr the mont.h of production, the Operator wi ll 

6 1 C urrent Production, (2) the tota l vo lume o f Gas 

62 the volume taken by each Party mid tliat 

63 Underproduction of euch Party, mid (5) other 

64 Accountants Societies Bulletin No.24, as amended 

furnish u statement for such month showing ( I) each Party's Full Share of 

actually taken or sold for each Party's accounl, (3) the difference between 

Party's Fu ll Share of Current Production, (4) the Overproduction or 

data us recommended by the provisions of the Counci l of Petroleum 

or supplemented hereafter. Each Party taking Gas will promptly provide to 

65 tl1c Operator any data required by tl1e Operator for preparation o f the statements required hereunder. 

66 5.2 If any Party fails lo provide the data rcqui1ed herein for four (4) consecutive production montl1s, tli e Operator, or 

67 where the Operator hns failed to provide data. anotl 1cr Party, may aud it the production and Gas sales and transportatio n 

68 vo lumes of the non-reporting Party to provide tll e requi red data. Such audi t shall be conducted only nllcr reasonable notice and 

69 during nonnul business hours in the office of the Party whose records arc being audited. All costs associated with such audit 

70 will be charged to the acco unt of the Party fa iling to provide 1hc required data. 

7 1 G. PAYMENTS ON PRODUCrlON 

72 6. 1 Each Party taking Gas slmll pay or cause to be puid all production and severance taxes due on all volumes of Gas 

73 uctually taken by such Party. 

74 6.2 D (A lternat ive I - E11tit lemc11 ts) Each Party sha ll pay or cause to be paid all Royahy due witl1 rcspecl to Royalty 
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owners to whom it is accountable as if such Party were taking its Full Share of Current Production, and on ly its Full Shore of 

2 Current Productfon. 

6.2.1 D (Optionnl - For use o nly wi th Sectio n 6 .2 - Allc rnntivc I - E ntitlemen t) Upon written request of n ParLy 

taking less Llrnn ils Full Share of Current Production in a given month ("Current Undcrproduccr 11
) , any Party taking more than 

5 its Full Share of Current Production in such month ("Current Overproducer") will pny to such Current Undcrproduccr an 

6 amount each month equal to the Royally pcrccntnge of the proceeds received by the Current Ovcrproducer for that portion of 

Lhe Current Undcrproduccr's Full Share of Curren! Production taken by the Current Overproduccr; provided, however, ~iat 

8 such payment will not exceed the Royalty percentage Lhat is common to all Royally burdens in the Balancing Arca. Payments 

9 made pursuant to U1is Section 6.2.1 will be deemed payments to U1e Underproduced Party's Royalty owners for purposes of 

10 Section 7.5 . 

11 6.2 0 (A lterna tive 2 - Sales) Each Party shall pay or cause to be paid Roya lly due with respect to Royalty owners lo 

12 whom it is accountable based on the volume ofGns actunlly taken for its account 

13 6.3 In t.hc event that nny governmental authority requires that Royalty payments be made on any other basis than that 

14 provided for in this Section 6, each Pnrty ngrecs to make such Royalty payments uccord ingly, commencing on the effective date 

15 required by such governmental au thority, and 1he method provided br herein shall be thereby superseded. 

16 7. CASH SETl'LEMENTS 

17 7.1 Upon lhc earlier of the plugging und obumlonment of the las t producing interval in the Balancing Arcn, the termination 

18 of the Operating Agreement or any pooling or un it agreement covering the Balancing Area, or at any time 110 Gas is taken 

19 from the Balancing Arcu for a period of twelve (12) consecutive months, w1y Purty may give written notice culling for cash 

20 settlement of the Gns production imbalw1ces among the Parties. Such notice shall be given to all Parties in the Balancing Area. 

2 1 7.2 Within sixty (60) days after L11e no1icc ca ll ing for cash settlement under Section 7.1, the Opcrn1or wi ll distribule to each 

22 Party a Final Gns Settlement Statement dctniling Lhc quantity of Overproduction owed by each Overproduced Party to cnch 

23 Underproduced P::irty nnd identifying the month to wh ich such Overproduction is attributed, pursuru1t to the methodology 
24 set out in Section 7.4. 

25 7.3 D (Alternative I - Direct 1'11rty-to-1'11rty Seltlcmcnt) Wilhi n sixty (60) days aJlcr receipt of tl1e Finni Gns Sculcmenl 

26 S1a1cmcnl, each Overproduced Party will pay lo each Underproduced Party cntillcd lo sclllemcnl the appropriate cash 

27 sett lement, accompanied by appropriate accounting detai l. Al U1e lime of payment, the Overproduced Pmty will notify !he 
28 Operator ofLhe Gas imbalm1ce sctlled by L11c Overproduced Party's payment. 

29 7.3 0 (Alternutive 2 - ScL!lemcnt T hrough Opcrn lor) Wi~1in sixty (60) days af\er receip t of the Final Gas SeL!lcmenL 

30 Statement, each Overproduced Party will send its .;ash seulement.. accornpwiied by appropriate accouruing detail, to the 

31 Operator. Tile Operator will distribute the monies so received, along with any settlement owed by 1he Operator ns an 

32 Overproduced Party, to each Underproduccd Party 10 whom seulemenL is due within ninety (90) days after issuance of the 

33 Final Gas Sett lcmelll Statement. ln the event that any Overproduced Party fails to pny any settlement due hereunder, the 

34 Operator may turn over responsibility for 1hc collection of such settlement to the Purty to whom it is owed, u11d the Operator 
35 wil l have no further responsibility wi th regard to such scule111c11t. 

36 7.3. J li'.'.I (0 11ti onnl - For use only with Section 7.31 Alter native 2 - Sclllcmcnl T hrough O pern tor) Any Purty shall have 

37 the right at any time upon th irty (30) duys' prior written notice to all other Panics to demand thut any sculcmcnts due such 

38 Party for Overproduclion be paid direclly lo such Party by !he Overproduced Party, rn ~1 er Li mn being paid 1hrough Lhc 

39 Operator. ln the event that an Ovcq>roduccd Pmty pays the Operator any sums due to an Underproduccd Party at any time 

40 after U1irty (30) days follow ing !he rcccipl of U1e noLic;e provided for herein, Lhe Overproduced Party will continue 10 be liable 

41 Lo such Undcrproduced Parly for any sums so paid, unti l payment is actually received by the Underproduccd Party. 

42 7.4 0 (Allcrnat ivc I - Historical Sa les Basis) The amount of the cash sc!Llemcnl will be based on U1c proceeds 

43 received by the Overproduced Party under an Arm's Lengtl1 Agreement for U1e Gas taken from time 10 time by the 

44 Overproduced Party in excess of lhe Overproduced Pnr1y's Full Share of Current Production. Any Makeup Gas taken by the 

45 Underproduccd Party prior to monclary seulcmenl hereunder will be applied 10 offset Overproduclion chronologically in Lhe 
46 order of accrual. 

47 7.4 D (Allernative 2 Most Recent Sales Oasis) The amount of the cash settlement will be based on the proceeds 

48 received by the Overproduced Party under un Arm's Length Agreement for the volume of Gas that constituted Overproduclion 

49 by the Overproduced Party from the Balancing Arca. For the purpose of implementing the cash settlement provision of the 

50 Section 7, an Overproduced Party will 1101 be considcreJ to have produced any of an Undcrproduced Party's share of Gas until 

51 U1e Overproduced Party has produced cumulatively all c·f its Percentage Interest share of the Gas ultinrntely produced from the 
52 Balancing Area. 

53 7.5 The values used for calculaling the cash seulemenl under Section 7.4 will include all proceeds received for 1hc sale of the 

54 Gas by Lhe Overproduced Party calculaied al the Balancing Arca, afier deducting any production or severance tuxes paid and m1y 

55 Royalty actually paid by the Overproduced Party to an Underproduced Party's Royalty owncr(s), Lo the extent said payments 

56 amounted to u discharge of said Undcrproduced Party':> Royalty obligation, us well as any reasonable mnrkcting, compression, 

57 treoting, gathering or trnnsportation costs incurred direct ly in connection wi U1 U1e sale of the Overproduction. 

58 7.5. I 0 (Optionnl For Valuat ion Und er Percentage of Proceeds Conlruc ts) For Overproduction sold under gas 

59 purchase contract providing for payment based on a percentage of U1e proceeds obtained by lhe purclrnser upon rl:salc of 

60 resid ue gas find lic1uid hydrocarbons extrnctccJ ut n gas processing plam, the vulucs used for calculating cash sculcment will 

61 include proceeds received by U1e Overproduced Pnrty for both the liquid hydrocarbons and the residue gas nLLribuiablc lo !he 

62 Overproduction. 

63 7.5.2 D (Op1io11 nl - Vnhrn tiou fo r Processed Gus - Option I) For Overproduction processed for the account of the 

64 Overproduced Party al a gas processing plant for Lhc extraction of liquid hydrocarbons, U1e full qumllity of the Overproduction 

65 will be valued for purposes of cnsh se ttlement at the prices received by the Overproduced Party for the sale of the residue gas 

66 auributablc to the Overproduction wiLhout regard to proceeds attributable to liquid hydrocarbons which may have been 

67 extracted from the Overproduction. 

68 7.5.2 0 (Optional - Valuation fur Processed Gas - Option 2) For Overproduction processed for the nccount of the 

69 Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, Lhe values used for ealcu lnling cash 

70 seulement wi ll include Lhe proceeds received by the Overprod uced Party for the sale of Lhe liquid hydrocarbons extracted from 

71 the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to 

72 transport, fraclionale arid handle U1e liquid hydrocarbons exlraclcd therefrom prior lo sale. 

73 7.6 To U1e extent the Overproduced Pnrty did nol se ll all Overproduction under an Arm's Length Agreement, the cash 

74 settlement will be based on the weighted average price received by the Overproduced Party for any gas sold from the 
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Bnlnncing Arca under Ann's Length Agreements during the months to which such Overproduction is attributed. In the cvcm 

2 llrnt no sales under Arm's Length Agreements were made during any such month, the cash settlement for such month will be 

bused on the spot sales prices published for the appl icable geographic nrca during such month in o mutually ecccptablc pricing 

4 bullet in. 

5 
pr ime r:itc in effccl :it Du nk of America, Dallas, T exas 

7.7 Interest compounded at the I Fate-e~=================lller-eent '========%) t>eHUmun1-or tl1c maximu111 lnwful 

6 rote of interest upplicablc to the Balancing Arca, whichever is less, will accrue for all amoun ts due under Scclion 7.1 beginning 

the firs t day fo llowing the date payment is due pursuant to Section 7 .3. Such interest shall be borne by the 01n:rntor or nny 

Overproduced Party in the proportion tl rnt tl1eir respective delays beyond the deadlines set out in Sections 7.2 ru1d 7.3 

9 f81%~b6\t,~dr1Wi~l\ct~c~~·~1 orl~~c 1V11~eo;~~i e~~:.~£Pc'ifc~I W1~· .. ~-~:1 ll ulso be rcqul rctl lu (JllY such interest if it hns received. 1111y 111 e11 I rrum 11 11 y Ovcq u-oll11 ccd 
10 7.8 ln 11cu of rhc cash seulement required by Sc«; tion 7.3. an Overproduced Party may deliver to the Undllrproduccd Pnrt:y 

11 un offer lo sclllc its Overproduction in-kind and at such rnles, CJlUmtities, times and sources us may be agreed upon by the 

12 Underproduccd Pnrty. If the Parties arc unable to ugrcc upon the manner in which such in-kind selllcmcnt gas will be 

13 furn ished within sixty (60) days after the Overproduced Party's offer lo settle in kind, which period may be extended by 

14 agreement of said Parties, the Overproduced Party sha ll make a cash selllcmenl as provided in Section 7.3 . The making of an 

15 in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parties 

16 foil to reach agreement on an in-kind settlement. 

17 7.9 0 (Optional - For Balancing Areas Subject to Fctlcrnl Price Regulation) That portion of ru1y monies collected by an 

18 Overproduced Porty for Overproduction which is subject to refund by orders of the Federal Energy Regulatory Commission or 

J 9 other governmental aull1ority may be withheld by the Overproduced Party until such prices are fully approved by such 

20 governmentul authori ty, unless the Undcrproduced Puny furnishes corporate undertaking. accep1uble to the Overproduced 

2 J J>urly, agreeing to hold U1e Overproduced Party hannless from financ ial Joss due to refund orders by such governmental 

22 authority. 

23 7. 10 D (Oplional - lu lerim Cash Bn lnncing) Al any time duri ng the term of U1is Agreement, any Oveqiroduced Party 

24 may, in its sole discrction7 make cash scUlement(s) with the Undcrproduccd Parties covering all or part of iLc; outstanding Gas 

25 imbnlunce. provided that such settlements must be made with all Undcrproduccd Parties proportionately bnsed 011 the relative 

26 imbalances of the Underproduccd Parties, and provided further that such seulcmcnts may not 

27 every twenty-four (24) months. Such settlements will be calcul utcd in the same manner 

28 sett lements. The Overprod uced Party will provide Opcrntor n detailed uccounting of any such 

29 days aficr lhc settlement is made. 

30 8. T ESfl 'G 

be mnde more ollcn 

provided above for 

cash sett lement within 

than 

linal 

th irty 

once 

cash 

(30) 

3 1 Notwithstanding any provis ion of th is Agreement to the conlrary, uny Party shall have the right. from time to time, to 

32 produce and toke up lo one hundred percent (100%) of n well's entire Gas strenm to meet the reasonable dcli vcrnbility tcs t(s) 

33 required by such Party's Gas purchaser, ru1d the right to lake any Makeup Gas shall be subordinate to the right of any Party to 

34 conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only 

35 ancr thirh1 ( 30 ) days' prior written notice to U1e Operator ru1d shall last no longer tlmn 

36 seve n ~-heuP.r.tlays i nclutling prior shut-in t.i me. 

37 9. OPERATING COSTS 

38 Nothing in th is Agreement shall change or affect any Party's obligation to pay its proportionate share of all costs and 

39 linbilities incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operating 

40 Agreemen t~ irrespective of whether any Party is at lUlY time sell ing and using Gas or whether such sales or use urc in 

41 proportion to its Percentage Interest in the Balancing J\rea. 

42 to. LIQUIDS 

43 The Parties shall share proportionately in and own ull liquid hydrocarbons recovered wi th Gas by fie ld equipment operated 

44 for the joint account in accordance with their Percentage Interests in the Balancing Area. 

45 I I. AU DIT RIGllTS 

46 Notwithstanding any provision in this Agrcc111c11 1 or any other agreement between the Pnrties hereto, and fu rther 

47 notwi thstand ing any termination or cancell ation of Lhis Agreement, for a period of two (2) years from the end of the cHlendar 

48 year in which w1y in format ion lo be furnished under S~ct i on 5 or 7 hereof is supplied, any Party shall have the right lo audit 

49 the records of any other Party regarding quantity, including but not limited to information rcgurding Btu-content 

50 Any Underproduccd Party shall have U1c right for a period of two (2) years from the end of the calendar year in which any 

SJ cush scnlcmcnt is received pursuant to Seclion 7 to audit the records of any Overproduced Party as 10 all mnucrs concern ing 

52 values, includi ng but not limited to information regarding prices nnd disposi tion of Gas from the Balnncing Arca. Any such 

53 audit shall be conducted at the expense of the Party or Parties desiring such audit, nnd shall be conducted, after reasonable 

54 notice, during normal business hours in the omcc of the Party whose records arc being audited. Each Pnrty hereto agrees 10 

55 maintain records as to the volumes and prices of Gus sold each month and the volumes of Gas used in its own operations, 

56 along with the Royalty paid on any such Gas used Ly a Party in its own operations. 111e audi t rights provided for in this 

57 Section I I shall be in addi tion to U1ose provided for in Section 5.2 of this Agreement. 

58 12. MISCELLANEOUS 

59 12. 1 As between the Parties, in the event of nny conflict between tl1e provisions of this Agreement and the provisions of 

60 nny gns snlcs contract, or in the event of nny conn1ct between the provisions of this Agreement nnd the provisions or tile 

61 Operating Agreement, the provisions of this Agreement shall govern. 

62 12.2 Each J>ruty agrees lo defend, indemnify and hold harmless all other Parties from and ugainsl m1y and all liability for 

63 nny claims, which may be asserted by uuy third party which now or hcreafler stands in u contractual relationship with such 

64 indcmn if)'ing Party und which ar ise out of the operation of this Agreement or any act ivities or such indemnifying Party under 

65 the provisions of this Agreement, and docs further ngrcc to save the other Parties harmless from all judgments or damugcs 

66 sustained and costs incurred in connection therewith. 

67 12.3 Except as otherwise provided in this Agreement, Operator is authorized to 

68 Agreement, but shall have no liabil ity to the other Parties for losses sustained or liability 

administer the provisions of this 

incurred which arise out or or in 

69 connection with the performance of Operator's duties hereunder, except such as may result from Operator's gross negligence or 

70 wi ll fu l misconducL Operator shall not be liable to ru1y Underproduced Party for the failure of any Overproduced Party, (other 

71 than Operator) to pay any amounts owed pursuant to the terms hereof. 

72 12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remain in force and 

73 effect as to the Balancing Arca, nnd tl1erenfier until the Gus accoun ts between the Parties are settled in full , and shall inure to 

74 the benefit or ru1d be binding upon the Parties hereto, and their respective heirs, successors, lcgul representatives 
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1 and assigns, if any. The Parties hereto agree to give notice of the existence of this Agreement to ru1y successor in interest of 

2 any such Party and to provide that any such successor shall be bound by this Agreement, and shall further make any transfer of 

any interest subject to the Operating Agreement, or any pan thcreo( also subject to the terms of this Agreement. 

12.5 Unless the context clearly indicates o~tcrwise, words used in the singular include the plural, the plural includes the 

singular. and the neuter gender includes the masculine nnd the feminine. 
12.6 In the event that any "Optional" provision of this Agreement is not adopted by the Parties to thi Agreement by a 

ryped, printed or hm1dwrillcn indication, such provision slmll not fonn a part of this Agreement, and 110 inference shall be 

made concerning the intent of the Pnrtics in such event. In the cvclll that w1y '1Ahcrn11 tive" provision of this Agreement is not 

so adopted by the Pnrtics, Alternative I in each such instance shall be deemed to have been adopted by the Part ies as a result 

IO or any such omission. In those cases where it is indicated that an Optional prov is ion may be used only if a specific Alternative 

11 is selected: (i) an election 10 include said Optional provision shall not be ctTcctivc unless the Alternative in question is selected; 

12 and (ii) the election to include said Optional provi ~ i on must be expressly indicated hereon. it being understood that the 

13 selection of an Alternative either expressly or by default as provided herein shall nol, in and of itself, constitute ru1 election to 

14 include an associated Optional provision. 

15 12.7 This Agreement shall bind the Parties in necord1mce with the prov isions hereof. and nothing herein shnll be constnicd 

16 or interpreted as creating nny rights in any person or cntily not a s ignatory hereto, or as being a sti1>u latio11 in favor of ;:my 

17 such person or entity. 

18 12.8 If contcmpornneously with Lhis Agreement beroming effective, or thcrcaller, any Party requests that any other Party 

19 execute an appropriaLc memorandum or notice of Lhis Agreement in order to give Lhird parties notice of record of same and 

20 submi ts same for execution in recordable fom1 , such memorandum or not.i ce shall be duly executed by the Party to which such 

2 1 request is made nnd de livered promptly thereaflcr to the Party making the rc<1ucst. Upon receipt. the Party making the request 

22 shall cause 1.he memorandum or noricc to be du ly recorded in the appropriute real property or other records affecting the 

23 Balancing Arca. 

24 ---+~.9--ln--tl•e-event~nternol--R&venue--Sewi1;.~-egulatiens--req uiF&------a------niferf'fr-tne1:hod--e~1nputing-toxubl~nGe1n&--by--all 

25 l'afliOS;-<laGl!--l'afly-agree£-10-oompu1e-mid-repofl-inoome-10-th&-lntemal--Revenue-Sewioe-{seleet-on .. )-S il'-suclt--l'ar!y-were 

26 taliin-g-ils-f"'lfll---Shor-e-ot=-Gumm-Pr-edu6lien-~uring-eeGh-relevanl-tiuf-peFied-i1l-OGOOr-<.lanG&-With-stwh egu lat io11r.---411sofaF--as-same 

27 Feiate--4&-enli1lemen1- me1hod-tW<-00111putalio11 ; r- S -based-on-1he-quan1i1y-of-G taken-fer-il5-l1000llnl-i1t-i!000r<lan..,__..,.jth 

28 sueA-regtilal-ioos,insofar-ns-same-rolate-t.e-sale!rmethod-tax-oompulBtionfu- Sec 14.J on Puge - 511-. 

29 13. ASSIG MENT ANO RI GHTS PON ASSIGN 'IENT 

30 13.1 Subject to tlic provisions of Sections 13.2 (if elected) and 13 .3 hereof, and notwitltstanding anything in this Agreement 

31 or in the Operating Agreement to tltc contrury, if uny Party ass igns (including ru1y sale, exchange or other trrutsfcr) any or its 

32 working interest in the Bnlru1cing Arca when such Party is an Underproduccd or Overproduced Purty, the 11Ssignment or other 

33 act of trru1sfcr shall , insofor as the Parties hereto arc concerned. include all interest of the ass igning or trm1sfcrring Porty in the 

34 Gas, all rights to receive or obliga lions to provide or take Makeup Gas and all rights to receive or obligntions to rnnke any 

35 monetary payment which rnny ultimate ly be due hereunder, as applicable. Operator mid cuch of the other Parties here to shall 

36 thereafte r treat the assignment nccorclingly, and the ns!i igning or transferrin g Purty shall look solely to ils flss ignec or other 

37 transferee for any interest in the Gas or monctury puymcnt that such Party may hnvc or to which it may be entitled, and shall 

38 cause its assignee or other trunsforec to assume its obligntions hereunder. 

39 13.2 D (Optionul - Cush Sclllcm cnt Upon Assig11111c111) Notwithstanding ru1ything in this Agreement (including but not 

40 limi ted to the provisions of Section 13.1 hereof) or in the Operating Agreement 10 the contrruy, w1d subjccl to the provisions 

41 of Section 13.3 hereof, in the event an Overproduced Party intends to sell, ass ign, exchange or othenvise transfer any of its 

42 interest in a Balancing Arca. such Overproduced Party shall noti fy in writing the other working interest owners who are 

43 Parties hereto in such Balancing Arca or such fact at leas t ) days prior to closing Ute 

44 trruisaction. Thercufier, any Undcrproduced Party may dcmrutd from such Overproduced Party in writing, witltin 

45 days afier receip t of the Overproduced Party's notice, n cash sett lement of its 

46 Underproduction from the Bulrutcing Arca. The Operator shall be notified of ru1y such demand und of any cash seulement 

47 pursuant to this Section 13, and the Overproduction w1d Underproduction or cnch Party shall be adjusted necordingly. AJty cash 

48 seulcmcnt pursurull to Otis Section 13 shall be paid by 1he Overproduced Party on or before U1e earlier to occur (i) of sixty (60) 

49 days after receipt of the Undcrproduced Party's demand or (ii) at Ote clos ing of Ute trrutsaction in which the Overproduced 

50 Party sells, assigns, cxchw1gcs or otherwise transfers its in1crcst in a Balancing Area on the same basis as otherwise set forth in 

51 Sections 7.3 through 7.6 hereof, rutd shnll bear interest nt Ute rate set forth in Section 7.7 hereof, beginning sixty (60) days 

52 after the Overproduced Party's sale. assignment, exchange or transfer of its interest in the Balancing Arca for ru1y amounts not 

53 paid_ Provided, however, if nny Undcrproduccd Party docs not so demand such cash seulemcnt of its Underproduction from the 

54 Balancing Area, such Undcrproduced Party shull look exclusively to the assignee or other successor in interest of the 

55 Overproduced Party giving notice hereunder for the satis faction of such Undcrproduccd Pnrty•s Unt.lcrproductiou in accordance 

56 with U1e prov isions of Section 13. 1 hereof. 

57 13.3 The provisions or th is Section 13 shall not be npplicable in the event any l'nrty mortgages its interest or disposes or its 

58 interest by merger, rcorgnnizn tion, consolidut ion or sulc of substant ially all of its assets to n subsidiary or pnrcnt eompru1y, or lo 

59 any compuny in which nny pnrcnt or subsidiary of such Pnrty owns a 1mtjority of the stock of such compmty. 

60 14. OTHER PROVISIONS 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

71 

72 

73 

74 

Sec Atta chment. 
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14. OTHER PROVISIONS 

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

14.2 li1 the event any Party feels a Patty has produced more than its share of 
recoverable reserves and wants to prohibit said Party from selling additional Gas, 
the Party shall notify the Operator, including its estimate of remaining recoverable 
reserves. The Operator shall notify all other Parties. If Parties concur with the 
recoverable reserve estimate, said Overproduced Party shall be prohibited from 
selling Gas unW the Overproduced Party is back in balance. If the Parties cannot 
agree on the remaining rec:overable reserves, the Operator shall retain at1 
independent reservoir engineer, experienced and competent in the geographical 
areas of the well(s) in quest ion, to compute the reserves. Its decision shall be 
final. Costs incmred by the independent engineer shall be borne by the Parties 
hereto. 

14.3 The Parties to this Agreement agree to abide by Regulation l.761-2(d)(2) as 
promulgated by the Internal Revenue Service. Regulation l. 761-2(d)(2) requires 
Umt all co-producers of natural gas operating under the same joint operating 
agreement must use the cumulative gas balanci ng method, as described under this 
regulation, to report gas balancing for lax purposes. In the event of a conflict 
between the provisions of this Section and any 0U1er provisions of iliis 
Agreement, the provisions of this Section shall contro l. 

-5a-
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A.A.P.L. FORM 610-E- GA&ANCING AGREEMENT- 1992 

I 15. COUNTERl'AlffS 
2 This Agreement mny be cxeculcd in counterparts, cuch of which when taken with all other counterpm1S shul/ conslitutc 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

26 

27 

28 

29 

30 

3 1 

32 

33 

34 

35 

36 

37 

38 

39 

40 

4 1 

42 

a binding agreement between the Parties hereto~ providc:d, however, thnt if a Party or Parties own ing u Pcrccntugc Interest in 

the Balancing Arca equal to or greater than a ___________________ percent o/o) therein fail(s) to execute this 

Agreement on or before lltis Agreement •hall not be binding upon any Party nnd shnll be of 

no further force and efTccl. 
IN WITNESS WHEREOF, this Agreement shull be effective us of the _____ day of _______ ~ 

ATTEST OR WITNESS: OPERATOR 

Type or print name 

Tit le ______________________ _ 

Date ______________________ _ 

Tax ID or S.S. No. ------------------

NON-OPERATORS 

BY: 

Type or print name 

Title ______________________ _ 

Dute ______________________ _ 

Tax ID or S.S. No.------------------

BY: -------------------~ 

Type or print name 

Tille ______________________ _ 

Date ______________________ _ 

Tn.x ID or S.S. No.-------------------
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A.A.P.L. FORM 610-E- GASer,ANCING AGREEMENT- 1992 

ACKNOWLEDGMENTS 

Note: The fo llowing forms of ncknowlcdgment are the short forms approved by the Uniform Law on Notarial Acts. The 

va li dity and effect of these fo rms in any state wi ll depend upon the statutes of that state. 

4 

Indiv idual acknowledgment: 

State of ________ _ 

)ss. 

County of _______ _ 

9 Th is instrument was acknowledged before me on--------------------------------

IO ____________________ by ___________________________ _ 

II 

12 (Seal , if any) 

13 Ti tl e (and Rank) ___________________ _ 

14 My commission expires:-----------------

15 

16 Acknowledgment in reprcscntHtivc capacity: 

17 State of ________ _ 

18 ) SS. 

19 Countyof _______ _ 

20 This instrument was acknowledged before me on--------------------------------

2 1 _____________________ by ___ _ _______________ __________ as 

22 o f 

23 (Seal, ifnny) 

24 Tille(and Rank) _________________ _ 

25 My commiss ion expires:-----------------

26 

27 

28 

29 

30 

31 

~ 
8 
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EXHIBIT "F" 

EQUAL EMPLOYMENT OPPORTUNITY AND 
NON-DISCRIMlNATION SUPPLEMENT 

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

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

Dming the performance of this contract, Contractor agrees as fo llows: 

l. The Contractor will not discriminate against any employee or applicant for employment 
because of race, color, religion, sex or national origin. Contractor will take affirmative action to 
insure that applicants are employed, and that employees are treated during employment, wiU10ut 
regard to their race, color, religion, sex or national origin. Such action shall include, but not be 
limited to, the following: employment, upgrading, demotion or transfer; recruitment or recruitment 
advertising; layoff or termination, rates of pay or other forms of compensation; and selection for 
training, including apprenticeship. The Contractor agrees to post, in conspicuous places available 
to employees and applications for employment, notices to be provided by the contracting officer, 
setting forth the provisions of this nondiscrimination clause. 

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

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

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

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

6. In the event of Contractor's noncompliance with the non-discrimination clauses of this 
contract or with any of such rules, regulations or orders, this contract may be canceled, terminated 
or suspended in whole or in pa.rt, and the Contractor may be declared ineligible for fwther 
Government contracts in accordance wiU1 procedures authorized in Executive Order 11 246 of 
September 24, 1965, or by rule, regulation or order of the Secretary of Labor, or as otherwise 
provided by law. 

7. The Contractor will include the prov1s10ns of paragraphs (1) through (7) in every 
subcontract or purchase order unless exempted by rules, regulations or orders of the Secrela.ty of 
Labor issued pursuant to Section 204 of Executive Order 11246 of September 24, 1965, so U1at 
such provisions will be binding upon each subcontractor or vendor. The Contractor will take such 
action with respect to any subcontract or purchase order as the contracting agency may direct as a 
means of enforcing such provision, including anctions of noncompliance; provided, however, U1at 
in the event the Contractor becomes involved in, or is threatened with, litigation with a 
subcontractor or vendor as a result of such direction by the contracting agency, the Contractor may 
request the United States lo enter into such litigation to protect the interests of the United States. 
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Contractor acknowledges that it may be required to file Standard Form 100 (EE0-1) promulgated 
jointly 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 if such 
report has not been filed for the current year and otherwise comply with or file such other 
compliance reports as may be required under Executive Order 11246, as amended, and Rules and 
Regulations adopted thereunder. Contractor further acknowledges tbat it may be required lo 
develop a written affirmative action compliance program as required by tbe Rules and Regulations 
approved by tbe Secretary of Labor under authority of Executive Order 11246 and supply the other 
party or parties to tbe foregoing agreement with a copy of such program if they so request. 

Contractor ce1tifies tbat it does not and will not maintain or provide for its employees any 
segregated facilities at any of its establi shments, and that it does not and will not permit its 
employees to perfonn their services at any location, under its control, where segregated faci lities are 
maintained. For this purpose it is understood that the phrase "segrngated facilities" includes 
facilities which are in fact segregated on a basis of race, color, religion, or national origin, because 
of habit, local custom or otherwise. It is further understood and agreed that maintaining or 
providing segregated facilities for its employees or permitting its employees to perform their 
services at any location under its control where segregated facilities are maintained is a violation of 
the equal oppo1tunity clause required by Executive Order 11 246 of September 24, 1965. Contractor 
agrees to obtain similar certification from its subcontractor prior to the award of subcontract which 
are not exempt from tbe provisions of the equal opportunity clause. 

2 
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