LOGAN DRAW ™30” FED. COM #1 HEARING
2/3/00

CORRESPONDENCE HISTORY:

A. 9/24/98 - NEARBURG REQUESTS TERM ASSIGN. FROM DEVON @
$200 PER ACRE AND A 75% NRI.

B. 9/29/98 - DEVON RESPONDS; NOT INTERESTED IN T/A, ASKS THAT
NEARBURG SEND AN AFE.

C. 1/22/99 - NEARBURG SENDS AN AFE AT 1980’ FNL & 1650 FEL
LOCATION; OFFERS TO SEND JOA IF DEVON WANTS TO
PARTICIPATE OR TAKE A MUTUALLY ACCEPTABLE F/O
IF DEVON DOES NOT WANT TO PARTICIPATE.
AFE COSTS - $421,000 DHC, $818,114 COMPLETED

D. 3/25/99 - AFTER NO REPLY FROM DEVON, NEARBURG PROPOSES
ACQUIRING A F/O ON NE/4 OF SEC. 30, WITH 75% NRI
AND PROPORTIONATE 33.333% WI BACKIN AFTER PAYOUT.

E. 4/19/99 - NEARBURG SENDS NEW AFE AT SAME LOCATION, AMENDED
BECAUSE OF IMPROVED PRODUCTION CASING STRING.
AFE COSTS - $437,500 DHC, $867,514 —~ COMPLETED
NEARBURG ALSO SENDS A JOA FOR N/2 OF SEC. 30 FOR
DEVON'S REVIEW; $5,640 AND $540 O/H RATES.

F. 5/13/99 - DEVON EXECUTES NEARBURG'S FIRST AFE ($818,114COMPL)
DOES NOT EXECUTE JOA; MAKES NO CONDITIONS EXCEPT
COMPLIANCE WITH DEVON’S GEOL. WELL REQ. SHEET

G. 9/14/99 - NEARBURG WITHDRAWS ITS AFE DUE TO OFFSETTING
MURCHISON WELL BEING DRILLED IN THE NW/4 OF SEC.
29; NEARBURG STATES THAT IF IN THE FUTURE A WELL IS
MERITED IN THE N/2 OF SEC. 30, THAT IT WILL FURNISH
DEVON A NEW AFE AND JOA.

H.11/11/99 — DEVON FAXES AND MAILS NEARBURG AN AFE AND JOATO
DRILL A MORROW WELL AT 1980’ FNL & 1650’ FEL;
AFE COSTS - $421,000 — DHC, $818,114 — COMPLETED;
$6,000 AND $600 O/H RATES.

1.11/12/99 - NEARBURG FAXES AND MAILS DEVON AN AFE TO DRILL
AT 1650’ FNL & 660’ FEL; SAYS A JOA IS FORTHCOMING;
AFE COSTS - $417,508 — DHC, $721,310 - COMPLETED

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case No. 12319 Exhibit No. 3
Submitted by:
Nearburg Exploration Company, LLC
Hearing Date: February 3, 2000



J.11/18/99 -

NEARBURG MAILS NEW JOA TO DEVON; $5,640 AND $540
O/H RATES.

K.12/14/99 — WHEELER CALLS WOOD; WOOD STATES THAT DEVON HAS

L.1/06/00 -

M.1/14/00 -

N.1/17/00 -

0.1/24/00 -

0.1/31/00 -

NO PROBLEM WITH NEARBURG'S LOCATION.

AFTER SEVERAL CALLS FROM DEVON DISCUSSING O/H
RATES, WHEELER TELLS WOOD THAT NEARBURG WOULD
DROP THE RATES TO THE ERNST & YOUNG PRESCRIBED
RATES. WHEELER ALSO STATED THAT DEVON HAD RECENTLY
CHARGED MEWBOURNE RATES OF $6000 AND $600 FOR A
SIMILAR MORROW WELL IN THE AREA. WHEELER TELLS
WOOD THAT NEARBURG WOULD ACCEPT DEVON'S

LENGTHY GAS BALANCING AGREEMENT TO REPLACE
NEARBURG'S SIMPLER GBA.

WOOD CALLED AND SAID THAT DEVON WOULD OPERATE FOR
$3000 PER MONTH DRILLING RATE. WHEELER SAID THAT
NEARBURG COULD NOT AGREE TO ANYTHING LOWER THAN
THE ERNST & YOUNG PRESCRIBED RATES.

WOOD CALLED TO SAY THAT DEVON WOULD OPERATE FOR
$3000 AND $300 RATES. WHEELER SAID THAT NEARBURG
BENDING OVER BACKWARDS AND WOULD REDUCE TO
ERNST & YOUNG.

DEVON FORWARDED REVISED PAGES TO ITS 11/11/99 JOA,
CHANGING THE O/H RATES TO $6,000 AND $300 AND
CHANGING THE INITIAL WELL LOCATION TO A LEGAL
LOCATION IN THE NE/4 OF SEC. 30

WHEELER AND WOOD TALKED SEVERAL TIMES; NEARBURG
OFFERS TO REDUCE TO $6,000 AND $300 O/H RATES TO
SETTLE THE MATTER; DEVON RESPONDS THAT THEY
WANT TO OPERATE THE WELL AND WILL BE AT THE
HEARING.

OTHER STRONG POINTS FOR NEARBURG:

moOow»

. IMMEDIATE GAS CONNECTION AND FAVORABLE GAS CONTRACT

. NEARBURG OPERATES 3 MORROW WELLS IN IMMEDIATE AREA.

. NEARBURG HAS PETERSON RIG #6 READY TO DRILL EARLY APRIL.
. NEARBURG HAS A LEASE INTEREST EXPIRING IN NW/4 MID MAY.
NEARBURG HAS FMI INFORMATION THAT IT PAID FOR TO JUSTIFY

OUR NEW LOCATION.
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North "A" Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

September 24, 1998

Mr. Ken Gray

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102

RE: T-17-§, R-27-E
Section 30: NE/4
Lea County, New Mexico

Logan Draw Prospect

Gentlemen:

According to a recent take-off, it appears that Devon is the owner of 100% of the working interest under the
captioned lands. Nearburg Exploration Company, L.L.C. proposes to purchase a two (2) year Term
Assignment from Devon of this interest for the cash consideration of $200.00 per net acre. Devon would
deliver a 75% net revenue interest.

If you have any interest in this proposal, please contact me at the letterhead address and phone number.
Thank you for considering our offer.

MMG/dw



) Mj/"/ A/M .

20 North Broadway, Suite 1500 Telephone: 405/552-4633
" ORPORATION Oklahoma City, Oklahoma 73102-8260  Fax: 405/552-8113

—_andman
September 29, 1998

Nearburg Exploration Company, L.L.C.
3300 North "A" Street

Building 2, Suite 120

Midland, TX 79705

Attn: Michael M. Gray

Re: NE/4 Section 30-17S-27E
Lea County, New Mexico

Gentlemen:

We are in receipt of your September 24, 1998 offer to purchase a Term Assignment from Devon
Energy Corporation (Nevada) ("Devon") of our interest in the captioned acreage. Please be
advised Devon is not interested in entering into a Term Assignment but would appreciate your
sending a copy of your AFE in the event you drill a well that includes our lease.

If you have any questions, please contact the undersigned.
Yours very truly,
DEVON ENERGY/CORPORATION (NEVADA)

(o

Ken Gray
District Landman

KG:mb\nearburg. 1
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Nearburg Exploration Company, LLC.

Exploration ang Production
3300 North -A" Strest
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7808

Jamiary 22, 1999

Devon Energy Corporation
20 North Broadway, Suite 1500
Oklahoma City, Oklahoma 73102

CERTIFIED MAIL

Attention: Ms. Carla D, Wood

Re: T-17-S, R-27-E
Section 30: NE/4

Eddy County, New Mexico

Logan Draw Prospect

Gentlemen:

7

RETURN RECEIPT REQUESTED

Please refer to our letter of
captioned lands, Nearburg Exploration Company, L L.C. (NEC) proposes the drilling of a 9,400' Morrow
test well to be located 1,980' FNL and 1,650' FEL of Section 30, T-17-§ R-27-E, Eddy Coun , New

Mexico. Enclosed is an AFE estimating the costs of our proposed well,

The proration unit for our well is the N/2 of Section 30. This a short sectio:

and the N/? of Section 30

contains 319.51 acres, accounting for Devon's working interest of slightly over 50%, NEC owns leasehold

working interest in the NW/4 of Section 30.

If you desire to participate in our proposed well, please let us know as 500}
an Operating Agreement for your review, designating NEC as operator.

If you do not desire to participate in our proposed test well, we wonld |
farmout agreement. .

If you have any questions, please contact me at the letterhead addrece ani. ..

Receipt for
1 Certified Mail
~ No Insurance Coverage Provided
ey 10t use for intarnatinnet At .

Z 740 4Lb gys

#aggn Do no

considexingourwcllpmposa'»--"-“" : (,45?.. D — —
Y E OummND e 1 andlor 2 foractional servios. mngmwees(fomn
;% :mmsiﬂhmbnhomdmmwm“mmﬁ' extra fee): s Ackivons
; E :%mh“mdmmm,ummmnmmm 1. S Addressee’s
: . ’ below the article number. 2. 01 Restricted Dellvery @
Michael M. Gray 2 :mmwmhm%mmmum e imaster for foe. ?
Senior Landman ' delivered. R DT g
: : g 3. Article Addressed to: 7 FHp 46 oS E
MMGke | hilll A
- - a "m'u"uu""mul m 4D, Se corthod &
[ - S
| RPORATION stored -3
Enclosure | g DEVON ENERGY CO gm, I e §
20 NORTH BROADWAY SUITE 1500 . D3 RetinRacelpt for Merchendise “cop 5
i OKLAHOMA CITY OK 73102 7. Dato of Deilvery §
| /25 ?7” g
‘ o 1,
' — 8. Addressee’s Address (Only ¥f requested
! & 5. Recelved By: (Print Name) and foe Is paki) E
6. Sii %
;i % — masom~ Domestic Fetum Recalpt
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A” Strest
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

Jamary 22, 1999
Devon Energy Corporation CERTIFIED MAIL
20 North Broadway, Suite 1500 RETURN RECEIPT REQUESTED

Oklahoma City, Oklahoma 73102
Attention: Ms. Carla D. Wood

Re: T-17-S, R-27-E
Section 30: NE/4

Eddy County, New Mexico
Logan Draw Prospect

Gentlemen:

Please refer to our letter of September 24, 1998 and your response of September 29, 1998 regarding the
captioned lands. Nearburg Exploration Company, L.L.C. (NEC) proposes the drilling of a 9,400' Morrow
test well to be located 1,980' FNL and 1,650' FEL of Section 30, T-17-S, R-27-E, Eddy County, New
Mexico. Enclosed is an AFE estimating the costs of our proposed well.

The proration unit for our well is the N/2 of Section 30. This a short section and the N/2 of Section 30
contains 319.51 acres, accounting for Devon's working interest of slightly over 50%. NEC owns leasehold
working interest in the NW/4 of Section 30.

If you desire to participate in our proposed well, please let us know as soon as possible and we will furnish
an Operating Agreement for your review, designating NEC as operator.

If you do not desire to participate in our proposed test well, we would enter into a mutually acceptable
farmout agreement.

If you have any questions, please contact me at the letterhead address and phone number. Thank you for
considering our well proposal. :

Michael M. Gray
Senior Landman

MMGkg
Enclosure
-
L
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Nearburg Producing Company Page 1 of 2
Exploration and Production '

Dallas, Texas

AUTHORITY FOR EXPENDITURE
LEASE: Logan Draw "30" Federal Com WELL NUMBER: #1 PROPOSED TOTAL DEPTH: 9,400
LOCATION: 1,980 FNL & 1,650 FEL, Section 30, T17S, R27E, Eddy County, NM
FIELD: Wildcat PROSPECT: Morrow EXPLORATORY,DEVELOPMENT WO: E

DESCRIPTION OF WORK: Drill and complete as an exploratory Morrow gas producer. Fracture
stimulation included in cost estimate.

DATE PREPARED: 1/99 EST. SPUD DATE: 1999 EST. COMPLETION DATE. 1999

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

INTANGI OSTS; CO0E]  TOCSGPT COMPLETION TOTAL WELL
'Drilling Footage 9,400 Ft@ 17.00 $/Ft y 159,800 159,800
Driling Daywork D/C/Siday 2 2 5000785 10,000 20,000
Driling Turnkey

Rig Mobilization and Demobilization

Road & Location Expense 15,000 17,000
Damages 5,000 5,000
Directional Drilling - Tools and Service

Drilling Fluids 30,000 30,000
Fuel, Power, and Water 15,000 17,000
Supplies - Bits

Supplies - Casing Equipment 2,500 9,500
Supplies - Liner Equipment

Supplies - Miscellaneous

:Cement and Cmt. Services - Surface Csg

Cement and Cmt. Services - Int. Csg o 10,000 10,000
Cement and Cmt. Services - Prod. Csg é:,gf; 25,000

7

Cement and Cmt. Services - Other

Rental - Drilling Tools and Equipment

Rental - Miscellaneous 18,000
Testing - Drill Stem / Production 6,500
Open Hole Logging 30,000
Mudlogging Services 12,500
Special Services

Plug and Abandon (10,000}

Pulling and/or Swabbing Unit 12,000 12,000
Reverse Equipment 3,500 3,500
Wireline Services 5,000 5,000
i Stimulation 120,000 120,000
Pump / Vacuum Truck Services 2,500 2,500
Transportation ; 4,000 4,000
Tubular Goods - Inspection & Testing ﬂ?u 1,500 8,000 8,500
Unclassfed

Telephone and Radio Expense 1,000 300

Engineer / Geologist / Landman ::1; 5,000 7,500
Company Labor - Field Supervision geieon 15,000 19,500
Contract Labor / Roustabout o 4,000| 10,000
Legal and Professional Service 5,000 7,000
Insurance SEein 4,700 4,700
Overhead N 6,000 : 2,000 8,000
SUBTOTAL 361,000 214,800, 575,800
Contingencies (10%) 36,100 21,480 57,580

ESTIMATED TOTAL INTANGIBLES 397,100 236,280 633,380




Nearburg Producin
Exploration and Production
Dallas, Texas

ompan

AUTHORITY FOR EXPENDITURE

LEASE: Logan Draw "30" Federal Com

WELL NUMBER: #1

LOCATION: 1,980' FNL & 1,650' FEL, Section 30, T17S, R27E, Eddy County, NM

FIELD: Wildcat

stimulation included in cost estimate.
DATE PREPARED: 1/99

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

EST. SPUD DATE: 1899

PROSPECT: Morrow

EST. COMPLETION DATE: 1999

Page 2 of 2

PROPOSED TOTAL DEPTH: 9,400'

EXPLORATORY,DEVELOPMENT WO: E
DESCRIPTION OF WORK: Drill and complete as an exploratory Morrow gas producer. Fracture

TOTAL WELL

7,500

0

184,734

'TANGIB. TO CSG PT
Conductor Casing 4

Surface Csg Ft@ $/Ft ¢ 0
intermediate Csg 1,600 Ft@ 14.00 $/Ft [iswses 22,400
Protection Csg Ft@ $IFt rash ek 0
ProductionCsg 9,400 Ft@ 8.50 $/Ft :f:, , |
'Protection Liner Ft@ $/Ft Fgidgess 0
'Production Liner Ft@ $IFt Bpn

Tubing 9,300 Ft@ 3.38 $/Ft pruga s

Rods Ft@ $/Ft kg

Artificial Lift Equipment

‘Tank Battery

;SeparatorslHeater Treater/Gas UnitsfFWKO 2

Well Head Equipment & Christmas Tree (o 1,500
Subsurface Well Equipment e

Flow Lines A

Saltwater Disposal Pump ,,:,;:gg:,,:,;;

Gas Meter G

Lact Unit

Vapor Recovery Unit

;Other Well Equipment

{ROW and Damages 2

Surface Equipment Installation Costs A

Elect. Installation G

ESTIMATED TOTAL TANGIBLES 23,900 160,834
ESTIMATED TOTAL WELL COSTS 421,000 397,114

818,114

PREPARED BY: W#. R, Willis

APPROVEDBY:  E. Seott

inbsongh
APPROVED BY: W—a

APPROVED BY: 2

Wi APPROVAL. COMPANY Devon Energy Corporation 50.00673%
BY
TITLE
DATE

MASTER.WK4
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North A" Street
Building 2, Suite 120

siassnazss FAXED

Fax 915/686-7806

March 25, 1999

FAX (405) 552-8113
Ms, Carla D. Wood
Devon Energy Corporation
20 North Broadway, Suite 1500
Oklahoma City, OK 73102

RE: T-17-S, R-27-E, Section 30: NE/4
Eddy County, New Mexico
Logan Draw Prospect

Dear Carla:

Please refer to our letter of January 22, 1999 regarding our well proposal on the captioned lands. Nearburg
Exploration Company, L.L.C. proposes to acquire a Farmout from Devon of it’s interest under the NE/4 of
Section 30, T-17-S, R-27-E, Eddy County, New Mexico. Nearburg proposes to earn Devon’s rights in the
NE/4 of Section 30 for the drilling of a 9,400° Morrow test at a legal location in the NE/4 of the section.
Devon would reserve an overriding royalty equal to the difference between burdens and 25% until payout.
At payout, Devon would convert it’s overriding royalty to a 33 1/3™ percent working interest. Nearburg
would have 180 days from execution of a mutually agreeable farmout agreement to commence operations
for the drilling of its proposed well. The overriding royalty and back-in would be proportionately reduced
in the event the lands are pooled or communitized with other lands.

If this proposal meets with your approval or if you wish to discuss the terms of the trade, please contact me
as soon as possible at the letterhead address and phone number.

Yours

Michael M., Gray
Senior Landman

MMG/dw
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Nearburg Exploration Company, L.L.C. a ¢ SLo 7'% W\j
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Exploration and Production
3300 North A" Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

April 19, 1999

CERTIFIED MAIL - RETURN RECEIPT REQUESTED
Ms. Carla D. Wood
Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102

RE:  T-17-S, R-27-E, Section 30: N/2
Logan Draw “30” Federal Com. #1 Well
1,980’ FNL and 1,650° FEL
Eddy County, New Mexico
Logan Draw Prospect

Dear Carla:

Please refer to our AFE submitted with our letter of January 22, 1999 calling for the drilling of a 9,400’
Morrow test well at the captioned location. A new AFE is enclosed. The casing program for the well has
been changed to reflect the use of 4 2” P.110 production casing. This change was made as the result of the
success of other Operators’ Morrow completions in the area with frac stimulations down production casing.

We are enclosing an Operating Agreement for your review for the drilling of the Logan Draw “30” Federal
Com. #1 well. Title to the balance of the acreage in the NW/4 of Section 30 is complicated due to some
oddly shaped tracts bordering the Pecos River. Title is further complicated due to ownership and riparian
issues related to the river. Once we have negotiated an Operating Agreement with Devon we will proceed
with a title examination of the N/2 of Section 30 for the drilling of our proposed well. The drilling date of
December 1, 1999 was inserted in the Operating Agreemeént due to our expectations of running into difficult

title questions in the NW/4 of Section 30 and the possibility that a pooling application will have to be filed
with the Oil Conservation Division. ‘

We would very much like to proceed with this project and we wanl

A arevenalass -

ey
. :F'
have any questions, cha { W 3@ '\?.ed). len . [
and Operating Agreem¢ oé’o’" | also wish to receive the
look forward to hearing ENDEI’#&M,‘ anetir 2 for additionsl services. m“ow;ng)?emoes (for an
| :mmwﬁdﬁg 'on the reverse of this form so that we can retum this | @xtratee):
Yours truly, -

j ab. Service Type cartiied
Senior Landman 1 “Ms. CarlaD. . (3 Registered . T insred
: Energy Corporation {3 Express Mail
Devon te 1500 ise [ COD
MMG/dw I 20 North B@adW3¥£ 3‘3“1;‘2 [ Retum Receipt for Merchandise G
encl. Oklahoma City,

card o

Wrﬂe “Retum Receipt Requested” on the maliplece below the article number.
a

a The Retum Receipt will show to whom the article was del
delivered,

O
[
-]
(]
o .
f (i spéice does not
g Amchmtmntoﬂnfromofmemailpleco.oronthebaeki(spoe
> a
e

1. [0 Addressee's Address
2 [ Restricted Delivery

jvered and the date Corisult postmaster for fee.

3. Article Addressed to:

[
i Q
Michacl M. Gray Cé Hendallansllllnhthel
'% Wood
[+

e A5 308

7. Date of Delive

Y~ 76

i . Received By: (Print Name)

8. Addressee's Address (Only if requested
and fee is paki)

Thank you for using Return Recelpt Sewlcg.

6. Signature: (Addressee or Agent)
y Py

X

your

Tosseesczze  Domestic Return Receipt .



Nearburg Exploration Company, L.L.C. a @ lD TK VV\J
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Exploration and Production
3300 North A" Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 815/686-7806

April 19, 1999
CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Ms. Carla D. Wood

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102

RE: T-17-S, R-27-E, Section 30: N2
Logan Draw “30” Federal Com. #1 Well
1,980° FNL and 1,650° FEL
Eddy County, New Mexico
Logan Draw Prospect

Dear Carla:

Please refer to our AFE submitted with our letter of January 22, 1999 calling for the drilling of a 9,400’
Morrow test well at the captioned location. A new AFE is enclosed. The casing program for the well has
been changed to reflect the use of 4 12” P.110 production casing. This change was made as the result of the
success of other Operators’ Morrow completions in the area with frac stimulations down production casing.

We are enclosing an Operating Agreement for your review for the drilling of the Logan Draw “30” Federal
Com. #1 well, Title to the balance of the acreage in the NW/4 of Section 30 is complicated due to some
oddly shaped tracts bordering the Pecos River. Title is further complicated due to ownership and riparian
issues related to the river. Once we have negotiated an Operating Agreement with Devon we will proceed
with a title examination of the N/2 of Section 30 for the drilling of our proposed well. The drilling date of
December 1, 1999 was inserted in the Operating Agreement due to our expectations of running into difficult
title questions in the NW/4 of Section 30 and the possibility that a pooling application will have to be filed
with the Qil Conservation Division. '

We would very much like to proceed with this project and we would appreciate your quick response. I you
have any questions, changes or revisions regarding the enclosed agreement, please let me know. If the AFE
and Operating Agreement meet with your approval, please execute and return them as soon as possible. We
look forward to hearing from you.

Yours truly,

Michael M. Gray v
Senior Landman L

MMG/dw

ansl



Nearburg Producing Company Page 1 of 2
Exploration and Production

Daflas, Texas
AUTHORITY FOR EXPENDITURE

LEASE: Logan Draw "30" Federal Com WELL NUMBER: #1 PROPOSED TOTAL DEPTH: 9,400’
LOCATION: 1,980' FNL & 1,650' FEL, Section 30, T17S, R27E, Eddy County, NM
FIELD: Wildcat PROSPECT: Morrow EXPLORATORY,DEVELOPMENT WO: E

DESCRIPTION OF WORK: Drill and complete as an exploratory Morrow gas producer. Fracture

stimulation included in cost estimate.
DATE PREPARED: 1/99
ACCOUNTING WELL NUMBER:

COMMUNICATIONS ACCOUNT NUMBER:

EST. SPUD DATE: 1999

EST. COMPLETION DATE: 1999

INTANGIBLE COSTS: L TO CSG PT | COMPLETION TOTAL WELL

Drilling Footage 9,400 @ 17.00 $/Ft 159,800 159,800
Driling Daywork D/Cf$iday 2 2 5000{ 7§ 10,000 10,000 20,000
Drilling Turnkey ; 0
Rig Mobilization and Demobilization SRR 0
Road & Location Expense 15,000 2,000 17,000
Damages 5,000 5,000
Directional Driling - Tools and Service  [ase 0
Drilling Fluids 30,000 30,000
Fuel, Power,andWater @ £ 15,000 2,000 17,000
Supplies - Bits 500 500
Supplies - Casing Equipment : 2,500 7.000 9,500
Supplies - Liner Equipment 0
Supplies - Miscellaneous 500 500
Cement and Cmt. Services - Surface Csg ; a5 o
Cement and Cmt. Services - Int. Csg ggg 10,000 10,000
Cement and Cmt. Services - Prod. Csg 25,000 25,000
Cement and Cmt. Services - Other o]
Rental - Drilling Tools and Equipment 0
Rental - Miscellaneous 15,000 3,000 18,000
Testing - Drill Stem / Production 4,000 2,500 6,500
Open Hole Logging 30,000 30,000
Mudlogging Services 12,500 12,500
Special Services 1]
Plug and Abandon 10,000 (10,000) 0
Pulling and/or Swabbing Unit 12,000 12,000
Reverse Equipment 3,500 3,500
Wireline Services 5,000 5,000
iStimuIaﬁon 120,000 120,000
\Pump / Vacuum Truck Services 18 2,500 2,500
Transportation 4,000 4,000
Tubular Goods - Inspection & Testing 1,500 8,000 9,500
Unclassified 0
Telephone and Radio Expense 1,000 300 1,300
Engineer / Geologist / Landman 15,000 2,500 17,500
Company Labor - Field Supervision 15,000 « 4500 19,500
Contract Labor / Roustabout 4,000 6,000 10,000
Legal and Professional Service 10,000 ? 2,000 12,000
Insurance 4,700 Nigs { 4,700
Overhead 6,000 4850, 2,000 8,000
SUBTOTAL 376,000 214,800 590,800
Contingencies (10%) 37,600 21,480 59,080
{ESTIMATED TOTAL INTANGIBLES 413,600 236,280 649,880




Nearburg Producing Company Page 2 of 2

Exploration and Production
Dalas, Texas

AUTHORITY FOR EXPENDITURE
LEASE: Logan Draw "30" Federal Com WELL NUMBER: #1 PROPOSED TOTAL DEPTH: 9,400'
LOCATION: 1,980' FNL & 1,650' FEL, Section 30, T17S, R27E, Eddy County, NM
FIELD: Wildcat PROSPECT: Morrow EXPLORATORY,DEVELOPMENT WO: E

DESCRIPTION OF WORK: Drill and complete as an exploratory Morrow gas producer. Fracture
stimulation included in cost estimate.
DATE PREPARED: 1/99 EST. SPUD DATE: 1999 EST. COMPLETION DATE:: 1999

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE CQSTS: COMPLETION TOTAL WELL
Conductor Casing X 0
Surface Csg Ft@ $IFt [ssasn 0
Intermediate Csg 1,600 Ft @ 14.00 $/Ft Fjsss: 22,400
Protection Csg Ft@ $IFt bysis 0
Prod Cag 45P110 9,400 Ft@ 12.00 $/Ft [ ! 112,800 112,800
‘Protection Liner Ft@ $/Ft b8 0
Production Liner Ft@ $/Ft L2 0 0
Tubing 9,300 Ft@ 3.38 $IFt | 31,434 31,434
Rods Ft@ $IFt [k 0 0
Artificial Lift Equipment 0
Tank Battery o 10,000 10,000
Separators/Heater Treater/Gas Units/fFWKO , 12,000 12,000
Well Head Equipment & Christmas Tree £ 10,000 11,500 |
Subsurface Well Equipment 5,000 5,000
Flow Lines 2,500 2,500
Saltwater Disposal Pump 0
Gas Meter 0
Lact Unit 0
Vapor Recovery Unit 1 0
Other Well Equipment 0
ROW and Damages 2,500 2,500
Surface Equipment Installation Costs 7,500 7,500
Elect. Installation 0
ESTIMATED TOTAL TANGIBLES 23,900 193,734 217,634
ESTIMATED TOTAL WELL COSTS 437,500 , 430,014 867,514

PREPARED BY: . R. Willis 4%
APPROVEDBY: 7. WacDonald 4%
appROVEDBY. /% Ao y/ 7%
APPROVED BY: < L// /7?
WI APPROVAL: COMPANY Devon Energy Corporation 50.00673%

BY

TITLE

DATE

MASTER.WK4




ENERGY CORPORATION
Lorre A. Youngblood, Land Tech

May 13, 1999

Tt\

VIA FACSIMILE "+
VIA CERTIFIED MAIL

Mr. Michael M. Gray

Nearburg Exploration Company, L.L.C.
3300 North “A” Street

Building 2, Suite 120

Midland, TX 79705

Re: NE/4 Section 30-17S-27E
Eddy County, New Mexico
Logan Draw Prospect
DEC’s # 042943-010

Dear Mr. Gray:

o o TRmM
s-2899

20 North Broadway, Suite 1500 Telephone: 405/552-4630
Oklahoma City, Oklahoma 73102-8260 Fax: 405/552-8113

Devon Energy Corporation (Nevada) hereby elects to go participate in the drilling of the above
referenced well as proposed in your January 22, 1999 letter.

Please provide the applicable information concerning this operation in accordance with the

enclosed well requirement sheet.

Should you have any questions or need additional information, please advise.

Very truly yours,

DEVON ENERGY CORPORATION (NEVADA)

4grre A. Youngblood E? ?i
Land Tech

Enclosure

RECEIVED
MAY 17 1999
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Nearburg Producing Company
Explaration and Production
Daftas, Texas

Page 1 of 2

AUTHORITY FOR EXPENDITURE

LEASE: Logan Draw “30" Federai Com

WELL NUMBER: #1

PROPOSED TOTAL DEPTH. §,400'

LOCATION: 1,980' FNL & 1,650' FEL, Section 30, T17S, R27E, Eddy County, NM

FIELD: Wildeat

PROSPECT: Mormrow

EXPLORATORY,DEVELOPMENT WO E

DESCRIPTION OF WORK: Dril and complete as an exploratory Morrow gas producer. Fracture

stimulation inciuded in cost estimats,
DATE PREPARED: 1/99

ACCOUNTING WELL NUMBER; |
COMMUNICATIONS ACCOUNT NUMBER:

EST. SPUD DATE: 1999

EST. COMPLETION DATE: 1999

(Driling Footage 9,400 Ft@ 17.00 $/Ft pisikah

TO CSG PY

TOTAL WELL |

159,800 159,800 |

iDriling Daywork DI/C/Siday 2

, Drilling Turnkey

IRig Mobiizstion and Demobilization
Road & Location Expense
Damages

(Directional Drilling - Tools and Service
Orilling Fluids

Fuel, Power, and Water

Supplies - Bits

iSupplies - Casing Equipment
Supplies - Liner Equipment
;Supplies - Miscellaneous

{Cement and Cmt. Services - Surface Ceg
Cement and Cmt Services - Int Ceg
Cement and Cmt Services - Prod. Csg
!Cement and Cmt Services - Other |
iRentaI - Driling Tools and Equipment
Rental - Miscellareous

Tosting - Drill Stem / Production

'Open Hoie Logging

]Mudlogging Services

[Special Services

— 17

10,000]

|
: 30,000 ]

17.000
500

L. 9500

i 18,000 |
! 8,500
30,000

AR

Vo L)

{Plug and Abandon

IPulling and/or Swabbing Unit
‘Reverse Equipment
'wireline Services

Stimutation

iPump 7 Vacuum Truck Senvices

' Transportation

|Tubuisr Goods - Inspection & Testing
{Unclassified

!Tdephone and Radio Expense

'Engineer / Geologist / Landman
‘Company Labor - Field Supervision .
|Contract Labor / Roustabout

'Legal and Professional Service
l\nsurance

\Overhead

'SUBTOTAL

iContingencies (10%)

|
\ ESTIMATED TOTAL INTANGIBLES

A% .g ]

A

2,000 ! 8,000
| 24g00] | 575800

21480, 57560

397,100 | 236280, | 633,380!
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Nearburg Producing Company
Expioration and Production
Dallss, Texas

-l vat Aee amwen

-

AUTHORITY FOR EXPENDITURE

LEASE: Logan Drew "30" Federai Com
FIELD: Wiideat

stimulation included in cost estimare.
DATE PREPARED: 195

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

WELL NUMBER: #1

_ PROSPECT: Morrow
DESCRIPTION OF WORK: Drill and complete as an exploratory Morrow gas producer. Fracture

EST. SPUD DATE: 1989

o vV

Page 2 of 2

PROPOSED TOTAL DEPTH: 8,400
LOCATION: 1,880" FNL & 1,650' FEL, Section 30, T17S, R27E, Eddy County, NM

EXPLORATORY,DEVELOPMENT WO E

'EST. COMPLETION DATE: 1909

| TANGIBLE COSTS: o
iConductor Casing HRRY
|Surface Csg @ - SFtiape
lIntermediate Csg 1,600 Ft@ 14.00 S/t &S
:Protection Csp HRa S/t
\Production Csg 9,400 Ft@ .50 $/Ft bitkass
'Protection Liner Ft@ S/Ft Reolaee
Production Liner Ft@ $/Ft pnk 4
!Tubing 9,300 Ft@ 3.38 SFt " s
|Rods Ft@ L V2 R
Astificial Lit Equipment ZoNAL
\Tank Battery s

GG

TOCSGPT |

YR

iSeparatorelHealer Trester/Gas Units/FWKO [

iWell Head Equipment & Christmas Tree
iSubsurfaoo Well Equipment ‘
gFIow Lines

‘Saitwater Disposal Pump

.Gas Meter

{Lact untt

Vapor Recovery Unit

|Other Well Equipment
'ROW and Damages

Surface Equipment instailation Costs R
| Elect. instalation IR

l
ESTIMATED TOTAL TANGIBLES

i
[
'
i

|ESTIMATED TOTAL WELL COSTS

23,000

424,000

160,834

i

397,114,

TOTALWELL '

184,734

,' 818.114)

iPﬂEPARED sy, #.R. Wlls

LAPPROVED BY:

|APPROVED BY: !
-’_-' k
'APPROVED BY: L |
(WEVNPRD

Wl APPROVAL: COMPANY _Dewth Engtgy Corporation 50.00673%

8y

TITLE /gdw«a Zﬂa Ao

B B
DATE .5//3/7'?

MASTER, WK
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ENERGY CORPORATION

Nearburg Exploration
3300 North A Street
Building 2, Suite 120
Midiand, TX 79705

Gentlemen:

vva
X R VS By VR T BALE Y e

20 North Broadway, Suite 1500 Telephone 405/235-361)
Oklahoma City, Oklahoma 73102-8260  FAX 405/552-4550

February 10, 1999

RE: Devon’s Well Requirements
Logan Draw 30 Fed Com #1
1980° FNL & 1650’ FEL
Section 30-17S-27E
Eddy Co., NM

Please provide the following information on the referenced project as it becomes available,

No. of Copies Item Send to the Attention of:

I Daily Dﬁlling and Completion Reports by fax (405) 552- Dana Munger
7617 or.cmail mungerd@dvn.com

1 Survey location plat Dana Munger

1 Drill Stem Test Reports and charts Dana Munger
with water & gas analysis
Core Analysis and Photos Fax No. (405) 552-4552 Dana Munger
State and Federal Forms Dana Munger
(Drilling and Completion)
Monthly Production Reports Dana Munger
Gas/Oil Ratio, Open Flow Test, Shut In Test, Bottom Dana Munger
Hole Press. Test, Reservoir Fluid or Gas Analysis
Well Logs (Field Print) Fax No. (405) 552-4552 Dana Munger
Electric Logs (Final Print) Fax No. (405) 552-4552 Dana Munger
Geological Prognosis Fax No. (405) §52-4552 Dana Munger



v s as
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2 Geologist’s Final Report Fax No. (405) 552-4552

1 Daily hamd Log Report Fax No. (405) 552-4552

2 Final Mud Log Report Fax No. (405) 552-4552

1 Copy of Gas Contract (jurisdictional filing forms, interim

collection notices, FERC final determinations

1 Well Logs on 3 1/2 Disk in Log Aschii Standard Format.

Please contact the following prior to spudding and/or logging.

~JesenHamilton— Disﬁﬁct Geologist  Office (40595524548~
Geanse Pivis (0) qus=553-4793

Sincerely yours,

DEVON ENERGY CORPQRATION

Dana MungM/

Engineeting Tech

WUV e

Dana Munger

Dana Munger
Dana Munger

Kris Baxter

Dana Munger
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North "A” Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

September 14, 1999

Ms. Carla Wood

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102-8260

RE: Logan Draw “30” #1 Well
N/2 of Section 30, T-17-S, R-27-E
Eddy County, New Mexico
Logan Draw Prospect

Dear Carla:

Pursuant to our telephone conversation of this date, please be advised that Nearburg Exploration Company,
L.L.C. (NEC) hereby withdraws it’s proposal for the drilling of the captioned well which was made to you by
letter dated January 22, 1999. A well offsetting the N/2 of Section 30 will be drilled by Murchison Oil & Gas
in the NW/4 of Section 29. We are withdrawing our well proposal in anticipation of a further geologic review
after the drilling of the Murchison well. If in the future NEC believes a well is merited in the N/2 of Section

FAX (405) 552-8113

30, we will furnish Devon a new well proposal and Operating Agreement.

H you have any questions, please feel free to call.

Very truly yours,

Bob Shelton
Land Manager

BS/dw
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evon 20 North Broadway, Suite 1500 Telephone:405/552-4615
Oklahoma City, Oklahoma 73102-8260 FAX 405/552-8113
ENERGY CORPORATION E-Mail: woodc@dvn.com

CARLA D. W0OD, LANDMAN

Nearburg Exploration Company, L.L.C. ~
3300 North "A" Street S

Building 2, Suite120 7 -
Midland, Texas 79705

Attn: Bob Shelton
Land Manager

Re: Logan Draw "30" #1 Well
N/2 Section 30-T17S-R27E
Eddy County, New Mexico

Gentlemen:

Devon Energy Corporation (Nevada), as operator, proposes to drill the subject
well at a legal location at 1980' FNL & 1650' FEL of Section 30-T17S-R27E, Eddy
County, New Mexico. Said well shall be drilled to a depth sufficient to test the Morrow
formation, expected to require drilling to a depth of approximately 9,400'.

Enclosed you will find our Authorization for Expenditure which reflects dry hole
cost estimated at $421,000 and an estimated completed well cost of $397.114 and a
Joint Operating Agreement covering the N/2 of Section 30-T17S-R27E.

An election to participate should be accompanied by a fully executed AFE and
Joint Operating Agreement. Should you have any questions regarding this proposal,
please do not hesitate to call me at the telephone number listed above.

Sincerely,
\ 0 |‘f;/ 1/’/ DZ&:E%@;EATION (NEVADA)
\ \ U Carla D. Wood

5 QL/ W Landman
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GAS X_

DATE

11/12/99 AUTHORIZATION FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE

DRILLING X

RECOMPLETION

AFE No.:

Lease Name - Well #: Logan Draw 30 "G" Fed. Com. #1
Legal Description: 1980°' FNL & 1650’ FEL,
Sec. 30, T17S, R27E.

AUTHORITY REQUESTED FOR: Monies to drill and complete a 9,400' Morrow well.

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

County or Parish, State: Eddy County, NM
Field: Logan Draw (Morrow)
Prepared By: W.M. Frank

TEL

FAX

405-235-3611

405-552-4550

Account] intangible Costs Dry Hole Completion Total
Number
206 Description Costs Costs Costs
SITE PREPARATION
011 |LAND AND LEGAL 5,000 2,000 7,000
012 [SURFACE DAMAGES / RIGHT OF WAY 5,000 2,500 7,500
013 |LOCATION, ROADS, PITS, FENCES 15,000 2,000 17,000
019 |[OTHER SITE PREPARATION 0
DRILLING CONTRACTOR SERVICES
041 [TURNKEY DRILLING COSTS 0
042 |FOOTAGE 159,800 159,800
043 |DAYWORK 10,000 10,000 T 720,000
044 |MOBILIZATION / DEMOBILIZATION TTTTH
049 |OTHER DRILLING CONTRACTOR SERVICES "o
MATERIALS AND SUPPLIES
101 |DRILL BITS 500 500
102 |DRILLING MUD, CHEMICALS, COMPLETION FLUIDS 30,000 30,000
103 |RENTAL TOOLS & EQUIPMENT 15,000 3,000 18,000
109 |OTHER MATERIALS AND SUPPLIES 2,500 7,500 10,000
GENERAL SERVICES
201 |WELDING & ROUSTABOUT 4,000 €,000 10, 000
202 |DIRT WORK & HEAVY EQUIPMENT _‘ 7o
203 |TRUCKING & HOTSHOT 4,000 4,000
204 |PIPELINE INSTALLATION 0
209 |OTHER GENERAL SERVICES 2,500 2,500
SPECIALIZED SERVICES
251 |[CEMENT AND CEMENTING SERVICES 10,000 25,000 35,000
253 |P&A COSTS 10,000 -10,000 0
255 |LOGGING, PERFORATING & WIRELINE 30,000 €, 000 35,000
257 |OPEN HOLE EVALUATION 12,500 12,500
259 |CASING & TUBULAR SERVICES 1,500 &,000 9,500
261 |FLUID SERVICES 0
263 |SALT WATER DISPOSAL 0]
265 |STIMULATION & GRAVEL PACK 126,000 120,000
267 |OFFSHORE TRANSPORTATION 0
269 |CONSULTANTS 0
271 |FISHING SERVICES 0
273 |TESTING SERVICES 4,000 2,500 6,500
299 |OTHER SPECIALIZED SERVICES 1,000 300 1,300
POWER, FUEL, AND WATER
301 |POWER & FUEL )
302 |WATER 15,000 2,000 17,000
COMPLETION AND CLEANUP
501 [PULLING & SWABBING UNIT 19,500 19,500
502 |SNUBBING UNIT & COILED TUBING T 0
503 |BACKFILL PITS / RESTORE LOCATION T T ]
509 |OTHER COMDLETION & CLEANUP 3,500 - "3,500
ENVIRONMENTAL & SAFETY
551 |ENVIRONMENTAL RESTORATION 0
552 |SAFETY EQUIPMENT 0
553 |ENVIRONMENTAL & SAFETY TRAINING )
54 |ENVIRONMENTAL & SAFETY FINES o
659 |ENVIRONMENTAL & SAFETY MISCELLANEOUS o
MISCELLANEOUS
711 |COMPANY SUPERVISION 15000 4500 19,500
721 |DRILLING OVERHEAD 5000 2500 T 8060
731 |CONSTRUCTION OVERHEAD o ~ 0
741 |WELL CONTROL INSURANCE 2700 4,700
802 |GENERAL LABOR 0
§31 |VEHICLE EXPENSE I
861 |DISTRICT & FIELD OFFICE EXPENSE 5000 2000 §,000
865 |COMOANY BENEFITS S "
' 895 [faxes ~—° ~— T G
TOTAL INTANGIBLES $361,000 $224,800 $585,800

Page 1 OF 2
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aevon 20 NORTH BROADWAY, SUITE 1500  Phone: 405/235-3611

OKLAHOMA CITY, OK 73102-8260
ENERGY CORPORATION

e e D M S Wne D mn S S o

FACSIMILE TRANSMISSION
(405) §52-8113

DATE: November 12 1999

T0: Bob Shelton

COMPANY: Nearburg Exgloration"

FACSIMILE #: 915-686-7806

OFFICE #:

FROM: Carla Wood (405-552-4615)
NUMBER OF PAGES FOLLOWING: 3 + cover
MESSAGE:

If you have sny problems receiving this fax, please call Marsha Bartlett at (405) 552-4523 as soon as
possible.

Original is:
X Being sent by United States Post Office
Baing sent by Overnight Mall
Not being sent

Other:




a evon 20 North Broadway, Suits 1500 Telephone:405/552461 ¢
Okishoma City, Okinhoma 73102-8260 FAX 405/552-8113
ENERQY CORPORATION B-Mail: woode@xdvn.con

CARLA D. WOOD, LANDMAN

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

November 11, 1998

Nearburg Exploration Company, L.L.C.
3300 North "A" Street

Building 2, Suite 120

Midland, Texas 79705

Attn: Bob Shelton
Land Manager

Re: Logan Draw "30" #1 Well
N/2 Section 30-T17S-R27E
Eddy County, New Mexico

Gentlemen:

Devon Energy Corporation (Nevada), as operator, proposes to drill the subject
well at a legal location at 1980' FNL & 1650' FEL of Section 30-T17S-R27E, Eddy
County, New Mexico. Said well shall be drilled to a depth sufficient to test the Morrow
formation, expected to require drilling to a depth of approximately 9,400°.

Enclosed you will find our Authorization for Expenditure which reflects dry hole
cost estimated at $421,000 and an estimated completed well cost of $397,114 and a
Joint Operating Agreement covering the N/2 of Section 30-T17S-R27E.

An election to participate should be accompanied by a fully executed AFE and
Joint Operating Agreement. Should you have any questions regarding this proposal,
please do not hesitate to call me at the telephone number listed above.

Sincerely,
DZ?Z:E@. RGY ZEATION (NEVADA)
Carla D. Wood

Landman



DEV/T™N ENERGY CORPUKA HIUN TEL  409-235-3611

olL
eAs X 20 N. BROADWAY, SUITE 1500, OKLAHOMA GITY, OK 73102 FAX  405-352-4850
DATE

111289 AUTHORIZATION FOR EXPENDITURE

DRILLING/COMPLETION COST ESTIMATE

DRILLING X

RECOMPLETION

AFE No.: - County or Parish, State: Eddy County, NM

Lease Name - Well #: Logen Draw 30 *G” Fed. Com. #1 Field: Logan Draw (Morrow)

Legel Description: 1980° ENL & 1650° FEL, Prepared By: W.M. Frank

See. 30, T178, R2TE.
AUTHORITY REQUESTED FOR: Monies to drill and complete 8 9,43¢° Morrow well.

Aceount Tntangible Costs Dry Hole Completion Total
Number
206 Description Costs Costs Costs
SITE PREPARATION
11 AND TEGAL 5,000 2,000 7,000
012 |SURFACE DAMAGES / RIGHT OF WAY ) ¥, 000 2,500 T, 500
513 |LOCATION, ROADS, PITS, FENCES ' 15,000 2,000 17, 000
019 [OTHER S51TE DREPARATION - " 3
DRILLING CONTRACTOR STRVICES
041 |TURNKEY DRILLING COSTS - ] ' 9
044 |[FOOTAGE ' ' ’ 159,800 159,800
043 |DAYWORK ' - | 10,000 740,000 " 20,000
044 |MOBILIZATION / DEMOBILIZATION ’ o 1 0
049 |OTHER DRILLING CONTRACTOR SERVICES ' ' o
MATERIALS AND SUPPLIES
101 |DRILL BITS 500 L{]s]
102 |DRILLING MUD, CHEMICALS, COMPLETION FLUXDS ' 30,000 30,000
103 [K TOOLS & EQUIPMENT ) 15,000 3,000 18,000
[~165 [OTHER MATENRIALS AND SUPPLIES 32,500 7,500 10, 000
GENERAL SERVICES
301 ING & OUT 4,000 6,000 10,09
202 |DIRT WORK & REAVY BQUIPMENT ) ) | )
303 |TRUCKING & HOTSHOT " 4,000 4,000
""204 |PIPBLINE INSTALLATION B B )
203 |OTHER GENERAL BERVICES o T =, 800| T 2,500
SPECIALIZED SERVICES .

251 AND RVICES 10, 000 25,000 35,000
253 |P&A CO3TS ‘ 10, 000 -1.0,000 )
3¥8 |LOGGING, WFBRFORATING & WIRBLINE 30,000 5,000 33,000
257 |OPBEN HOLE EVALUATION - ) 12,500 ' 12,500
~359 |CASING & TUBULAR SERVICES T T 71,500 8,000 9,500
261 SERVICES o T 0
—%€3 (SALT WATER DISPOSAL ' T ~ o
265 |STIMULATION & GRAVEL PACK . 126,000 120, 000
267 |OFFSHORE TRANSBORTATION B : 0
269 |CONSULTANTS h A
271 |FISHING SBRVICES T T
273 |TESTING SRRVICES - “'4,000 2,500 6,56
299 |OTHER SPECIALIZED SERVICES 1,000 500 1,3c6C

POWER, FUBL, AND WATER
301 & FUBL i} 0
302 |WATER - 15,000 ™ 2,000 17, 600
COMPLETION AND CLEANUP
E0T |POLLING & SWABBING ONIT 15,500 15,500
30% "|SNUBBING UNIT & COILED TUBIRNG . o
509 |OTHER CoMPLETION & CLEANGP ) 4800 3,500
ENVIRONMENTAL & SAFETY
551 |E AL RBESTORATLON 0
;_s,_s_z....s.wmw E ¥ B I ( P - - .. .-0.
553 (ENVYRONMENTAL & SAFEIY TRAINING R ?
554 |ENVIR AL, & SAPETY PINES ' : ‘ )
585 |ENVIRONMENTAL & SAFELY MISCELLANEOUS B 0
MISCELLANEOUS - .
TTT ] 15000 2500 15,500
721 IDRILLYNG OVERREAD ' 5060 230077 ° 7,800
731 [KWECL CONTROL INSURANCE 4700 {700
B0 [GENERAL LABOR ' B 0
631 |VEHICLE EXPENSE e I -
3L [DIETCT & FIEID OFFICE EXPENSE s000| 2000 §,000
a6 5 [COMPANY BENEFIIS T
" 8555 |TAXES )
TOTAL INTANGIBLES $361, 000 $244,600 3885, 800

Page 1 OF 2
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oAs X 20 N. BROADWAY, SUITE 1500, GKLAHOMA CITY, OK 73102 A 408-$52-4550
DATE —
11/12/99 AUTHORIZATION FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE
DRILLING X
RECOMPLETION
AFE No.: County or Parish, State: Eddy County, NM

Lease Neme - Well #; Logen Draw 30 “G* Fed. Com. #1
Legal Description: 1980' FNL & 1850° FEL,
Sec. 30, T17S, R2TE.

AUTHORITY REQUESTED FOR: Monles (o drill and complste a 9,400' Morraw well.

Fleld: Logan Draw (Morrow)
Prepared By: W.M. Frank

Account Tangible Cosis Ory Hole Complétion Total
Number .
207 Desctiption Costs Costs Costs
WELL EQUIPMENT
TAXES 0
501 FACE CASING o
L‘;‘U:—mm 22,400 32,400
— 907 | ¢TION CASING —75—9'6'64 T8, 500
911 |LINER ' 5
313 |TUBING 31,434 31,434
531 [SUCREYR RODS 9
325 |SUBSURFACE EQUIPMERT ]
931 | ALVES € EQUIPMENT 1,500 15,000 11,3596
B I
941 |TANKS 13,000 10, 00¢C|
345 |TREATING VESSELY e, 000 12,000
Y851 |COMPRESSORS 0
—3TEIRAMER DISPOSAL POMDS T T — .~ — | T T — T —— 7 T
381 jLINE DIPE, & Z, 500 2,5¢C
985 |OTHER TANGIBLE ZQUIPMERT - SUBSURFACE 5,000 ::Oig:
350 |MATERTAL TRANSFER - SUBSURPACE 0
551 |MATERIAL TRANSFBR - SURFACE 0
TOTAL TANGIBLES - $23,900 $150,834¢ §174,734
Contingencies 836,100 $21,480 $7,580

TOTAL ESTIMATED COSTS

Note; Costs and participations are generally estimates. Billings will be based m.‘ actual expenditures.

WORKING INTEREST OWNER APPROVAL

Company Name:

Signature’

Title:

Date:

Page 2 OF 2
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GAS X

DATE

1112199

DRILLING

DEV_ VN ENERGY CUKPORA IIUN

—

AUTHORIZATION FOR EXPENDITURE

DRILLING/COMPLETION COST ESTIMATE

X

RECOMPLETION

AFE No.:
Lease Name - Well #: Logan Draw 30 "G" Fed. Com. #1
Legal Description: 1980°' FNL & 1650 FEL,

\
AUTHORITY REQUESTED FOR: Monies to drill and complete a 9,400° Morrow well.

Sec. 30, T17S, R27E.

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

County or Parish, State: Eddy County, NM
Field: Logan Draw (Morrow)
Prepared By: W.M. Frank

TEL

FAX

+05-235-36:1

405-552-4559

Account ‘Intangible Costs Dry Hole Completion Total
Number, W
206 Description Costs Costs Costs
SITE PREPARATION
011 [LAND AND LEGAL 5,000 2,000 7,000
012 |SURFACE DAMAGES / RIGHT OF WAY 5,000 2,500 7,500
013 [LOCATION, ROADS, PITS, FENCES 15,000 2,000[ 17,000
019 [OTHER SITE PREPARATION  — ~———7—7—7//T1 777 - | R 0
DRILLING CONTRACTOR SERVICES 7
041 |TURNKEY DRILLING COSTS L al
042 |FOOTAGE 159,800 R 159,800
043 [DAYWORK T 10,000 10, ¢00| 20,000
044 |MOBILIZATION / DEMOBILIZATION [ 0
049 |[OTHER DRILLING CONTRACTOR SERVICES T T 0
MATERIALS AND SUPPLIES
101 |DRILL BITS 500 500
102 |DRILLING MUD, CHEMICALS, COMPLETION FLUIDS 30,000 T 30,000
103 JRENTAL TOOLS & EQUIPMENT 15,4600 3,000] 18,000
109 |OTHER MATERIALS AND SUPPLIES 2,500 7,500f 10,000
GENERAL SRRVICES
201 |WELDING & ROUSTABOUT 4,000 6,000 10,000
202 |DIRT WORK & HEAVY EQUIPMENT R I 0
203 |TRUCKING & HOTSHOT "4,000 4,000
204 |PIPELINE INSTALLATION T
209 |[OTHER GENERAL SERVICES 2,500 2,500
SPECIALIZED SERVICES
251 |CEMENT AND CEMENTING SERVICES 10,000 25,000 35,000
253 |P&A COSTS 10,000 -10,000 )
255 |LOGGING, PERFORATING & WIRELINE 30,000 5,000 35,000
257 |OPEN BOLE EVALUATION 12,500 12,500
259 |CASING & TUBULAR SERVICES 1,500 8,000 9,500
261 |FLUID SERVICES o
263 |SALT WATER DISPOSAL. v} 7 /0 0
265 |STIMULATION & GRAVEL PACK 120,000 120,000
267 |OFFSHORE TRANSPORTATION 0
269 |CONSULTANTS 0
271 |F1SHING SERVICES v 6
273 |TESTING SERVICES 4,000 2,500 6,500
299 |OTHER SPECIALIZED SERVICES 1,000 300 1,300
POWER, FUEL, AND WATER
301 |[POWER & FUEL 5
302 |WATER 15,000 2,000 17,000
COMPLETION AND CLEANUP
501 |PULLING & SWABBING UNIT 19,500 19,500
502 [SNUBBING UNIT & COILED TUBING B T )
503 |BACKFILL PITS / RESTORE LOCATION I 0
509 |OTHER COMPLETION & CLEANUP o 3,500 3,500
ENVIRONMENTAL & SAFETY
551 |ENVIRONMENTAL RESTORATION 5
552 [SAFETY EQUIDMENT I R ) 0
553 |ENVIRONMENTAL & SAFETY TRAINING 1 0
554 |ENVIRONMENTAL & SAFETY FINES 0
559 |ENVIRONMENTAL & SAFETY MISCELLANEOUS D T ’ 0
MISCELLANEOUS
711 |COMPANY SUPERVISION 15000 4500 13,500
721 |DRILLING OVERHEAD T T s000[ T T T2500( 7,500
731 |[CONSTRUCTION OVERHEAD N 0
741 |WELL CONTROL INSURANCE 4700 4,700
807 |GENERAL LABOR T T o
831 |VEHICLE EXPENSE o 0
861 |DISTRICT & FIELD OFFICE EXPENSE 6000 2060 a8 900
895 |TAXES -
TOTAL INTANGIBLES $361,000 $224,800 $585, 800
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olL DE\» _ N ENERGY CORPORATION TEL  405-235-36""
GAS X 20 N. BROADWAY, SUITE 1500, OKLAHOMA CITY, OK 73102 FAX  405-552-4550
DATE
11/112/99 AUTHORIZATION FOR EXPENDITURE
DRILLING/COMPLETION COST ESTIMATE
DRILLING X
RECOMPLETION
AFE No.: County or Parish, State: Eddy County, NM
Lease Name - Well #: Logan Draw 30 "G” Fed. Com. #1 Field: Logan Draw (Morrow)
Legal Description: 1980°' FNL & 1650° FEL, Prepared By: W.M. Frank
Sec. 30, T17S, R27E.
AUTHORITY REQUESTED FOR: Monies to drill and complete a 9,400° Morrow well.
Account Tangible Costs Dry Hole Completion Total
Number
207 Description Costs Costs Costs
WELL EQUIPMENT
395 |TAXES 0
901 |SURFACE CASING o 0
902 [INTERMEDIATE CASING 22,400 T 22,400
903 |PRODUCTION CASING 78,900( 79,900
911 |LINER I 0
915 |TUBING T D 31,434 31,434
921 |SUCKER RODS T ST 0
925 |SUBSURFACE EQUIPMENT T T 0
931 |WELLHEAD VALVES & EQUIPMENT 1,500 10,000 11,500
935 |ARTIFICIAL LIFT BQUIPMENT — /77 K ’ 0
941 |TANKS ] ) I 10,000 10,000
945 |[TREATING VESSELS R 12,000 12,000
951 RESSORS o 0
955 |WATER DISPOSAL PUMPS e R B 0
961 [LINE PIPE, METERS & FITTINGS T o T T 2,800 2,500
985 |[OTHER TANGIBLE EQUIPMENT - SUBSURFACE T 5,000 5,000
986 |OTHER TANGIBLE EQUIPMENT - SURFACE ) T 0
990 |[MATERIAL TRANSFER - SUBSURFACE R 0
991 |[MATERIAL TRANSFER - SURFACE T 0
TOTAL TANGIBLES $23,900 $150, 834 $174,734
Contingencies $36,100 $21,480 57,580
TOTAL ESTIMATED COSTS " 5421,000" $397,114 $818,114

Note: Costs and participations are generally estimates. Billings will be based on actual expenditures.

WORKING INTEREST OWNER APPROVAL

Company Name:

Signature:

Title:

Date:
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between __Devon Energy Corporation (Nevada)
, hereinafter designated and

referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein

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

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit “A”, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the

production of oil and gas to the extent and as hereinafier provided,
NOW, THEREFORE, it is agreed as follows:
ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A. The term “oil and gas™ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease™, “lease” and “leasehold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement. :

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit “A”.

E. The term “drilling unit” shall mean the arca fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms “Drilling Party” and “Consenting Party” shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects rot to participate

in a proposed operation.
Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.
ARTICLEIL
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
B A Exhibit “A”, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,

(5) Addresses of parties for notice purposes.
. Exhibit “B”, Form of Lease.

. Exhibit “C”, Accounting Procedure.

. Exhibit “D”, Insurance.

. Exhibit “E”, Gas Balancing Agreement.
Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilities.

G. Exhibit “G”, Tax Partnership.

If any provision of any exhibit, except Exhibits “E” and “G”, is inconsistent with any provision contained in the body

of this agreement, the provisions in the body of this agreement shall prevail.

ODOBRAAAO0
mmoOow

t

1  H. Exhibit “H”, Memorandum of Operating Agreement (And Mortgage and Financing Statement).
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ARTICLE 1L
INTERESTS OF PARTIES

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of 1/8th which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

such higher price.

Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article II1.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any

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

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as “subsequently created interest” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafier referred
to as “burdened party”), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or

. production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;

and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

the burdened party.

ARTICLEIV.
TITLES

A. Title Examination:

Title examination shall be made on the drilisitt of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including prelirninary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C”.

and shall not be a direct charee whether nerformed by Operator’s siafl atiomevs or by culside antorneys.
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ARTICLE 1V
continued
& Option No. 2; Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination

(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit “A”. Operator shall make no charge for services rendered by its staff attorneys or—ether—persennel-in the performance of the above

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacirg or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by al-ef-the-perties—who-are—to—par-

tieipate-in-the-deilling-of the-well: Operator.
B.  Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit “A”, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(2) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

() Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in

connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well

payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIILB,, the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the atsence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interest; and,

{(¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest
lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Other Losses; All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Area.
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ARTICLE V.
OPERATOR
A.  Designation and Responsibilities of Operator:
DEVON ENERGY CORPORATION (NEVADA) shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabililies incurred, except such as may result from gross

negligence or willful misconduct.
B.  Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “A” remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Cperator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected  The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit “A™; provided, however, if an Operator which has been removed fails to vcte or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “*A” remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing ir the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 1st day of December ,19 99 , Operator shall commence the drilling of a well for
oil and gas at the following location: 1,980' FNL and 1,650' FEL of Section 30, T-17S, R-27E, Eddy County, New Mexico

t

and shall thereafter continue the drilling of the well with due diligence to a depth of 9,400' or sufficient in Operator's opinion to test the

Morrow formation

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which

event Operator shiall be ceguired o tost unly The (UEMALON Uf IHAHONS 10 Wit HHS Gyl OmTii iflay Appa
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continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA,, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days afler expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or 1o complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days afier the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties, provided, however, if no drilling rig or other equipment is on locatior, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2,, shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party's interest as shown on Exhibit “A” or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
Anrer of oil and/or oat in naving auantitiee the Consentine Parties shall comnlete and eauin the well to nroduce at their sole cost and risk
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ARTICLE VI
continued

and the 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 of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production 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 deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article IILD. 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:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

() 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C,, and 300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.
An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initia} Non-Consent election applied that is

conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-

ticle lILD.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production;, or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a ‘detailed staternent of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall fumish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a2 Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above nrovided: and if there is a credit balance. it shall be paid to such Non-Consenting Party.
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ARTICLE V1
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished mterests ot such Non-Consenting Party shall automatically revert to 1t, and, trom and atter such reversion, such Non-
Consenting Party shall own the same interest m such well, the matenal and equipment 1n or pertaning thereto, and the production
theretrom as such Non-Consenting Party would have been entitled to had 1t participated in the dniling, reworking, deepening or plugging
back of said well. ‘Thereatter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the turther costs ot
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2., 1t 1s agreed that without the mutual consent ot all parties, no wells shall
be completed 1n or produced trom a source of supply trom which a well located eisewhere on the Contract Area 1s producing, unless such
well conforms to the then-existing well spacing pattem for such source of supply.

‘The provisions of tius Article shall have no application whatsoever to the dniling ot the mmtial well descnbed 1n Article VI.A.
except (a) as to Article VILD.1. (Option No. 2), it selected, or (b) as to the reworking, deepening and plugging back of such mitial well
atter 1t has been dniled to the depth specitied in Article VLA, 1t tt shall thereatter prove to be a dry hole or, 1t nitially completed tor pro-
duction, ceases to produce in paying quantities.

3. Stand-By lime: When a well which has been drilled or deepened has reached its authonzed depth and all tests have been
conmpleted, and the results thereot turmished to the parties, stand-by costs tncurred pending response to a party’s notice proposing a
reworking, deepening, pluggmg back or completing operation in such a well shall be charged and bome as part ot the dnlling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permtted, whichever
tirst occurs, and pnior to agreement as to the participating nterests ot all Consenting Parties pursuant to the terms ct the second gram-
matical paragraph ot Article V1.B.2., shall be charged t0 and bome as part ot the proposed operation, but 1t the proposal 1s subsequently
withdrawn because of insutlicient participation, such stand-by costs shall be allocated between the (onsenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit “A™ bears to the total interest as shown on Exhibit “A” of all Consenting Par-

ties.

4. Sidetrackmg: Except as hercinatier provided, those provisions of this agreement applicable to a “deepenmng” operation shall
also be applicable to any proposal to directionaily control and mtentionally deviate a well trom vertical so as to change the bottom hole
locatton (heremn call “sidetracking”), unless done to straighten the hole or to dnil around junk in the hole or because ot other
mechanical ditficuities. Any party having the night to participate m a proposed sidetracking operaton that does not own an interest in the
atlected well bore at the time of the nofice shall, upon electing to participate, tender to the well bore owners 1ts proportionate share {equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) 1t the proposal 1s tor sidetracking an existing dry hole, resmbursement shali be on the basis ot the actual costs incumed n
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) It the proposal 18 tor sidetracking a well which has previously produced, reimbursement shall be on the basis of the well’s
salvable matenals and equipment down to the depth at which the sidetracking operation 1s mbated, deterimned in accordance with the
provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation i1s given while the drilting ng to be utilized 1s on location, the response period
shall be limated to torty-eight (4%) hours, exclusive ot Saturday, Sunday and legal holidays; provided, ho‘wcvcr, any party may request and
recerve up to eight (8) additional days atter expiration ot the torty-eight (48) hours within which to respond by paying tor all stand-by time
mcurred durmg such extended response period. It more than one party elects to take such additional time to respond to the notice, stand
by costs shall be allocated between the parties: taking additional time to respond on a day-to-day basis i the proportion each electing par-
ty’s interest as shown on Exhibit “A” bears to the total imnterest as shown on Exmbit “A” of all the electing parties. In all other n-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

have the rlght to market ] )
tach p: shall / take m kind or separately / dispese—et-its proportionate share ot all o1t and gas produced trom the Contract Area,

A
exclusive ot / production which may be used 1n development and producing operalions and in prepanng the reating o1l and gas for
marketing purposes and / production unavoidably lost. Any extra expenditure incurred in the taking 1n Kind or separate cisposition by any
party of its proporhonate share of the production shall be bome by such party. Any party taking its share ot productior: in kind shall be
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ARTICLE V1
continued

required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VILB,, shall be entitled to receive payment directly from the purchaser thereof for

its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistert with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess

of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit “E”, or is a separate agreement.

D.  Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall fumish each of the other parties with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and fumishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the Information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment.  All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VL.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a

producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to cach of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. -I-the-interost-of the-abandeningpartyis-erineludes-an-eil-and
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continued

B> The assignments or leases so limited shall encompass the “drilling unit” upon which the well is focated. Tha payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of

irterests in the remaining portion of the Contract Area.

Thereafler, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VL.E.2 above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

VLE.

ARTICLE VIL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only fo: its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Arca. Accordingly, the liens granted
among the parties in Article VIL.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit “C”. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non-Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C”. Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
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
due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened
aurenant to the nrovisions of Article VI.B.2. of this agreement. Consent to the drilline or deepening shall include:
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O Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage and/or surface facilities.

] Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof fumished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which 1o elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VL.B.2. hereof (the phrase “reworking, deepening or plugging
back™ as contained in Article VI.B.2. shall be deemed to include “completing™) shall apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities.

3. Qther Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of Thirty Thousand and No/100 Dollars ($ 30,000.00 )

except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Cperator so requesting

an information copy thereof for any single project costing in excess of Twenty Thousand and No/100
Dollars ($ 20,000.00 ) but less than the amount first set forth above in this paragraph.

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such partics. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss-of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties thereto in accordance with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protes. prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, ail such taxes and any
interest and penaity. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit “C™.

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

to the procuction or handling of such party > share of oil and or gas produved under the tertms of this agrevment

-10-



A

Ao I SRV O N VR € gt

3%0“23%&»&un-—-onoee\xmua-un-—o\aooqauﬁun.—-Souqoxu:-un_cogﬁ'&'ﬁﬁﬁﬁﬁgga:‘,;;;;z:s

A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE vII
continued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C”. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit “D”, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall exccute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit “B”. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit “C”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement.
B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participatior. in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proporiionate interest therein

by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to

the provisions of this agreement.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

- 11 -
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ARTICLE vIII
continued

D. Maintenance of Uniform Interests:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. anequal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Walver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each paity hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided

interest therein.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter “K”, Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the retumns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K", Chapter 1,
Subtitle “A”, of the Internal Revenue Code of 1986, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the

ramrantatinn of nartnerehip taxable income.
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ARTICLEX.
CLAIMS AND LAWSUITS
Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed Twenty Thousand and No/100 Dollars
(s 20,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suil, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.
ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected party shall use zll reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term “force majeure”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIIIL.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or irterest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

O Qption No. 1: So long as any of the cil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area, whether by production, extension, renewal, or otherwise.

© Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __ninety (90) days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is preducing, or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
ing operations are commenced within _ninety (90)___ days from the date of abandonment of said well.

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

accrued or attached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and loca! laws, or-

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties, and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act
of 1980”, as same may be amended from time to time (“Act™), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

Notwithstanding anything contained herein to the contrary:

A. All costs and expenses incurred by Operator for the benefit of the Drilling Parties in securing approval and authority for pooling

or unitization, in obtaining regulatory approvals and orders concerning location and spacing or for certifying new gas, including the
costs and expenses incurred in conducting hearings before regulatory or governmental agencies, shall be borne by the Drilling

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

in Exhibit "A".

B. If a well drilled under the terms of this Agreement is completed in a formation requiring 320 acre spacing, the parties hereto agree
that they will each bear their respective percentages of the usual 1/8th royalty interest. If a lease contributed by a party is burdened
by more than the usual 1/3th royalty, the additional burden, whether it be royalty, overriding royalty or other type of burden, shall be
borne entirely by the party that contributed the burdened lease. If a well drilled under the terms of this Agreement is completed in a
formation requiring less than 320 acre spacing, the parties hereto agree that they will each bear their respective percentages of all
lease burdens on all leases included within the spacing unit for the well. Any lease burdens created subsequent to the date of this

Agreement shall be borne entirely by the party creating the same.
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ARTICLE XVI.
MISCELLANEOUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of 11th day of November .19 99

ared and circulated this form for execution, represents and warrants that the form

T
P Rt the toxt
was printed from mm n?}dermcal to the AAPL Form 610-1982 Mode! Form Operating Agreement, as published
in diskette form by Forms On-A-Disk, Inc.-Ne-changes;-alternationsor-modifications—otherthan-these-in-Asticle
rve be

OPERATOR

DEVON ENERGY CORPORATION (NEVADA)

By:

R. D. Clark, Vice President

NON-OPERATORS

NEARBURG PRODUCING COMPANY

By:




STATE OF OKLAHOMA )

) ss:
COUNTY OF OKLAHOMA )

This instrument was acknowledged before me on , 1999, by
R. D. Clark, Vice President of DEVON ENERGY CORPORATION (NEVADA), a Nevada

corporation, on behalf of said corporation.

My commission expires:
Notary Public

STATE OF )
) ss:
COUNTY OF )
This instrument was acknowledged before me on , 1999, by
, for NEARBURG
PRODUCING COMPANY, a corporation, on behalf of said corporation.

My commission expires:
Notary Public

p:\woodc\catclaw draw\nearburg - ack



EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated November 11, 1999,
between Devon Energy Corporation (Nevada), as Operator and Nearburg Producing Company,
as Non-Operator.

IL.

IL

IvV.

LANDS SUBJECT TO THIS AGREEMENT:

N/2 of Section 30-T17S-R27E, Eddy County, New Mexico,
containing 319.57 acres, more or less

RESTRICTIONS AS TO DEPTHS OR FORMATIONS:

This Operating Agreement is limited to the interval between the surface of the earth to

100' below the base of the Morrow formation.

PARTIES AND PERCENTAGE INTEREST:

Devon Energy Corporation (Nevada) 50.006728%
Nearburg Producing Company 49.932744%
Total 100.000000%

ADDRESSES OF PARTIES TO THIS AGREEMENT:

Devon Energy Corporation (Nevada)
20 North Broadway, Suite 1500
Oklahoma City, Oklahoma 73102-8260

Nearburg Producing Company

3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 79705

*** End of Exhibit "A" ***
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s. Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audh
Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-fuur
(24) month period following the end of such calendar year; provided, however, the making of an audit shall mot
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section I Where there are two or more Non-Operators, the Non-Operators shall make
every reasonable effort to conduct 2 joint audit in a manner which will result in a minimum of inconvenicace
to the Operator. Operator shall bear no portion of the Non-Operators'’ audit cost incurred under s
paragraph unless agreed to by the Operator. The audits shall not be conducted mors than once each yexr
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting  Procedure and if the agreement to which this Accounting Procedure is attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operators proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollution control procedures as required by applicable laws and regulations.

2, Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
3. Labor

A. (1) Salaries and 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 directly employed on the Joint Property if such charges are
excluded from the overhead rates.

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly
employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages arc chargeable to the Joint Account under Paragraph 3A of this Section IL
Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I 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 to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section IL

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraphs 3A and 3B of this Section II.

4. Employee Benefits

Operator's current costs or established plans for employees' group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V. Only such
Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is
reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be

avoided.
Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. If surplus Material is moved to Operators warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the
amount most recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section III The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges are exciuded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilitles Furnished By Operator

A Operator shall charge the Joint Account for use of Operator owned equipment and facilitics at rmates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed ten percent ( 10 %) per annum. Such rates shall not exceed average commercial

rates currently prevailing in the immediate area of the Joint Property.

B. In liecu of charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%. For automotive e¢quipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross
negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as
soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to
tect or recover  the Joint ggrry no e for services of rafor's legal staff or fees or expense of
pro ' nexcnkofTen honunche%‘lhrs 10,000, ar)g Ope g pen
outside attoneys / shal made unless previousiy agreeg to by the Parties. All other legal expense is considered to be
covered by the overhead provisions of Section IIT unless otherwise agreed to by the Parties, except as provided in Section

1, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each party’'s working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties

haretg in accordance with the rax value generated by each party's working interest.
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12.

13.

14.

15,

— (O,

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation
and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/sys'ems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section Il and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

Operations.

I1Il. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on either:

{ X )Fixed Rate Basis, Paragraph A, or
( ) Percentage Basis, Paragraph IB

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting 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 IIl unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on 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 Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

{ X ) shall be covered by the overhead rates, or
( ) shali not be covered by the overhead rates.

A, Overhead - Fixed Rate Basis

(1)  Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § 6,000.00
(Prorated for less than a full month)

Producing Well Rate § 600.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the weli s spudded and terminate on the Jate
the drilling rig, completion rig, or other units used in completion of the well is released, whichever
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is later, except that no charge shall be made during suspension of drilling or completion operations

for fifteen (15) or more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work days or more shall be made at the drilling well rate. Such charges shall be
applied for the period from date workover operations, with rig or other units used in workover,
commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered as
a one-well charge for the entire month.

(2) Each active completion in a multicompleted well in which production is not commingled down
hole shall be considered as a one-well charge providing ecach completion is considered a separate
well by the governing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the
production shall be considered as a one-well charge providing the gas well is directly connected to
a permanent sales outlet.

.(4) A one-well charge shall be made for the month 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 applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rate cumrently in wuse by the percentage increase or decrease in the average weekly eamings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly ecamings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or
minus the computed adjustment.

Br——Overhead—Reroentage-Basis
o roiloharsothodoi o fotlon ,

Pereent-{———— 30} of the-eost-of dovelopment-ofthe-Joint Property-enolusive-of

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of

fixed assets, and any other project clearly discenible as a tixed asset required lor
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint

the Jdevelopmert and operation ol ine
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Account for overhead based on the following rates for any Major Construction project in excess of $_25,000.00

A. 5 % of first $100,000 or total cost if less, plus
B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus

C. 2 % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial Jlift equipment shall be

excluded.
3 Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A, s % of total costs through $100,000; pius
B.  ___ 3 ___ %oftotal costs in excess of $100,000 but less than $1,000,000; plus
C. 2 % of total costs 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 this Section III shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section III may be amended from time to time orly by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

Iv. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements  affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operators  option, such Material may be supplied by the Non-Operator. Operator shall make timely isposition of idle and/or
surplus Material, such disposal being made either through sale to Operator or Non-Operator, divisicn in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or retumed to vendor for any other reasons, credit shall be passed to the Joint Account

when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material fumished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shalf be priced on the following basis exclusive of cash discounts:

A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill
published carfoad base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio

and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus

from ¢hat mil' to  the railwav receiving point nearest the Joint Property as provided

fransportation  ¢ost
;’\ nnn

above in Paragraph 2.A.(1)@). For transportation cost trom points  other than  Basters  mins,
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pound Oil Field Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, fo.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 3C,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices
fo.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe

(2) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(I{a) as provided above.
Freight charges shall be calculated from Lorain, Ohio.

(b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A.(1)(a) as provided above. Freight charges shall be calculated from Lorain,
Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
manufacture at current new published prices plus transportation cost to the railway receiving point
nesrest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and  conduit not listed on published price lists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the curmrent
new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(I) and (2).
Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of cutrent new price, as determined by Paragraph A.

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

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of cumrent new price, as determined by Paragriph A, if Material was
originally charged to the Joint Account as used Material

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material

(1) ConditionC

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition

C value plus cost of reconditioning does not exceed Condition B value.
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Noa-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe utilizec as line pipe shall be
priced at used line pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power oil lines, shall be priced under nomal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis. ¢

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures normally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as 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
rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section III, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

(2) Material involving erection costs shall be charged at applicable percentage of the cumrent knocked-down
price of new Material.

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operators actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is fumnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to fumnish in kind all or part of his share of such Material suitable for use

and acceptable to Operator.

Operator does not wamant the Material fumished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation ¢f a physicai inventory shali be made wuthin six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT «“C~”

Attached to and made a part of ___that certain Joint Operating Agreement dated November 11, 1999, by and between Devon
Energy Corporation (Nevada), as Operator and Nearburg Producing Company. as Non-Operator covering the N/2 of
Section 30-T17S-R27E, Eddy County, New Mexic

XI1CO

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

"Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

“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 received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

"Parties” shall mean Operator and Non-Operators.

"First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacity.

"Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions 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 property, 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 Council or Petroleum Accountants Societies.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint
Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
fully described in detail.

Advances and Payments by Non-Operators

A Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days afer receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Bank of Dallas, N.A.

on the first day of the month in which delinquency occurs plus 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attomey's fees, court costs, and other costs in connection with the collection of unpaid

amounts. ¢

Adfustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar
year, unfess within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of

Controllable Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.




EXHIBIT "D"

Attached to and made a part of that certain Joint Operating Agreement dated November 11, 1999,
by and between Devon Energy Corporation (Nevada), as Operator, and Nearburg Producing

Company, as Non-Operator.

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

a) Workmen's compensation insurance: In compliance with the workmen's
compensation laws of the State of Texas, including employer's liability.

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

c) Automobile public liability and property damage insurance. Limits of bodily
injury $1,000,000.00 each person; $1,000,000.00 each occurrence; property
damage $1,000,000.00 each occurrence.

The Operator shall require its contracts and subcontractors working or performing services
upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is attached to
comply with the workmen's compensation laws of the State of Texas and to carrv such other
insurance and in such amounts as the Operator shall deem necessary.

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

of the expense of such policy.

p:\woodc\catclaw draw\nearburg - ex d
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EXHIBIT "E”
GAS BALANCING AGREEMENT ("AGREEMENT™
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED __November 11, 1999
BY AND BETWEEN _Devon_Energy Corporation (Nevadg) , as Operator )
AND _Nearburg Producing Company, as Non-Operator ("OPERATING AGREEMEN'T")

RELATING TO THE __N/2 Section 30-T17S-R27E AREA,
Eddy COUNTY/RXRISM, STATE OF ____New Mexico

1. DEFINITIONS

The following definitions shall apply to this Agreement:

1.01 "Arm’s Length Agreement” shall mean any gas sales agreemenc with an unaffiliated purchaser or any gas saics
agreement with an affiliated purchaser where the sales price und delivery conditions under such agreement .arc
representative of prices and delivery conditions existing under other similar agreements in che area between
unaffiliated parties ar the same time for natural gas of comparable quuality and quantiry.

1.02 “"Balancing Area” shall mean (select one):

B] each well subject to the Operating Agreement that produces Gus or is allocated a share of Gas production. If a
single well is completed in two or more producing intervals. cach producing inteeval rrom which the CGuas
production is not commingled in the wellbore shall be considered a4 separate well.

(3 all of the acreage and depths subject to the Operating Agreement.

0O

1.03 "Full Share of Current Production™ shall mean che Percencage Incerest of each Party in the Gas actually produced
from the Balancing Area during each month.

1.04 “Gas™ shall mean all hydrocarbons produced or producible from the Balancing Area, whether frum a well classified
as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made
available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by
field equipment operated for the joint account. "Gas™ does not include gas used in joint operations, such as for fuel,
recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Balancing Area.

1.05 "Makeup Gas™ shall mean any Gas taken by an Underproduced Party from the Balancing Area in excess of its Full
Shate of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof.

1.06 "Mcf” shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volume of gas contained in one cubic
foot of space at a standard pressure base and at a standard temperature base.

1.07 "MMBuw" shall mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heat
required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheir at a
constant pressure of 14.73 pounds per square inch absolute.

1.08 “Operator” shall mean the individual or entity designated under the terms of the Operating Agreement or, in the
event this Agreement is not employed in connection with an operating agreement, the individual or entity
designated as the operator of the well(s) located in the Balancing Area.

1.09 "“Overproduced Party” shall mean any Party having taken a greater quantity of Gas from the Balancing Area than
the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area.

1.10 "Overproduction” shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in
the cumulative quantity of all Gas produced from the Balancing Area.

1.11 “Party” shall mean those individuals or entities subject to this Agreemenr, and their respective heirs, successors,
transferees and assigns.

1.12 “Percentage Interest” shall mean the percentage or decimal interest of each Party in the Gas produced from the
Balancing Area pursuant to the Operating Agreement covering the Balancing Area.

1.13 "Royalty” shall mean payments on production of Gas from the Balancing Area to all owners of royalties, overriding
royalties, production payments or similar interests.

1.14 "Underproduced Party” shall mean any Party having taken a lesser quantity of Gas from the Balancing Area chun
the Percentage Interest of such Party in the cumulative quancity of all Gas produced from the Balancing Areu.

1.15 “Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken by a Party and its

Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area.
1.16 [0 (Optional) “Winter Period" shall mean the month(s) of in one
calendar year and the month(s) of in the succeeding calendar year.
2. BALANCING AREA

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area were covered
by separate but identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Balancing Area
measured in (Alternative 1) (8 Mcfs or (Alternative 2) O MMBtus.

2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject to one vr mure
maximum lawful prices, any Gas not subject to price controls shall be considered as produced from = single Balancing Arca
‘nd Cras snbieer ro ench maxionm aefnl peice carerare shall he congidered sroduced from + serarare Paluncing Aren
3. RIGHT OF PARTIES 10 TAKE GAS

3.1 Each Party desiring to take Gas will notify the Operator, or cause the Operator to be_notified, of the volumes

%rC()(rj)ttrz};‘c?l;m ggn(ﬁiﬁx ﬂ’a%%) daﬁc?%?g gt‘nﬂen/ relating

nominated, the name of the transporting pipeline and che pipelin
to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet al. nomination and other

-1 -
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2 rtransporting pipeline in Jccordéncf with the terms of this A_%'eetx:nent, £ N . i
3 3.2 Each Party shall make aerealsgr?nr(‘)fe{lgoo%}ﬁitl{l i g\g'e ‘l’t?l‘}]lﬁlgh.lreo b Eur‘?ena}ﬂﬂ&h%‘,ﬂ‘%l&d?%{%%. RFarties
4 extent thar such production is required to maintain leases in effect. to protect the producing capacity of a well or reservoir, to
5  preserve correlative rights, or to maintain oil production.
6 3.3 When a Party fails for any reason to take its Full Share of Current Production tas such Share may be reduced by the
7 right of the other Parties to make up for Underproduction as provided herein), the other Parties shall be entitled to take any
8  Gas which such Party fails to take. To the extent practicable, such Gas shall be made available initially to each Underproduced
9  Party in the proportion that its Percentage Interest in the Bulancing Arex bears to the toral Percentage Interests of all
10  Underproduced Parties desiring to take such Gas. If all such ‘Gas is not raken by the Underproduced Parties, the portion not
11 taken shall then be made available to the other Parties in the proportion that their respective Percentage Interests in the
12 Balancing Area bear to the total Percentage Interests of such Parties.

13 3.4 All Gas taken by a Party in accordance with the provisions of this Agreement, regardless of whether such Party is
14  underproduced or overproduced, shall be regarded as Gas taken for its own account with title thereto being in such raking
15  Party.

16 3.5 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled in any month to take any

17 Gas in excess of three hundred percent {300%) of it5 Peccentage Interest of the Balancing Area's then-current Maximum
18  Monthly Availability! gr%vﬁesf hé’egwgsd:hg)othkylir%;agog Shalr'foe z?égfgerg The extent r:ar it would preclude production
19  that is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative
20  rights, or to maintain oil production. "Maximum Monthly Availability” shall mean the maximum average monthly rare of
21 production at which Gas can be delivered from the Balancing Area, as determined by the Operator, considering the maximum
22 efficient well rate for each well within the Balancing Area, the maximum allowable(s) set by the appropriare regulatory ageucy,
23 mode of operation, production facility capabilities and pipeline pressures.

24 3.6 In the event that a Party fails to make arrangements to take its Full Share of Current Production required to be
25 produ.ced 'to n.laintain I?ases in effect, to protect thc’ piogu?-x%:g cagacét{ é)é ] well or reservoir, to preser've correlative rights, or
26 to maintain oil production, the Operator may scllény pare of sucﬁl Party's Fuﬁ Share of Curreat Production :hat such Party fails

27  to take for the account of such Party and render to such Party, on a currenc basis, the full proceeds of the sale, less any

28  reasonable marketing, compression, treating, gathering or transportation costs incurred directly in connection with the sale of

29  such Full Share of Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain

30  such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its

31  markets. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are consistent

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 Article 3.4 hereof, Gas sold by Operator for a Party under the provisions hereof shall

34  be deemed to be Gas taken for the account of such Party.

35 4. IN-KIND BALANCING reasonable rlOtJ:.Ce
36 4.1 Effective the first day of, any calender month following/at least thirty ( 30, days’ prior

37  written notice to the Operator, arfy U%dﬁﬁmq’aw Wﬁ?gtﬁ?]iaking, in addition to its Full Share of Current
38  Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current production determined
39 by multiplying thirty-five perceat ( 35 %) of the Full Shares of Current Production of all Overproduced Parties by
40  a fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which
41 is the total of the Percentage Interests of all Underproduced Parties desiring to take Makeup Gas. In no evenr will an
42 Overproduced Party be required to provide more than thirty-five percent ( 35 %) of its Full Share of Current
43 Production for Makeup Gas. The Operator will promptly norify all Overproduced Parties of the election of an Underproduced
44  Party to begin taking Makeup Gas.

45 42 0 (Optional - Seasonal Limitation on Makeup - Option 1) Notwithstanding the provisions of Section 4.1, the
46  average monthly amount of Makeup Gas taken by an Underproduced Party during the Winter Period pursuant to Section 4.1
47  shall not exceed the average monthly amount of Makeup Gas taken by such Underproduced Party during the

48 ( ) months immediately preceding the Winter Period.

49 42 O (Optional - Seasonal Limitation on Makeup - Option 2) Notwithstanding the provisions of Section 4.1, no
50  Overproduced Party will be required to provide more than percent ( %) of its Full Share
51 of Current Production for Makeup Gas during the Winter Period.

52 43 & (Optional) Notwithstanding any other provision of this Agreement, at such time and for so lcng as Operator, or

53  (insofar as concerns production by the Operator) any Underproduced Party, determines in good faith that an Overproduced
54  Party has produced all of its share of the ultimately recoverable reserves in the Balancing Area, such Overproduced Party may
S5  be required to make available for Makeup Gas, upon the demand of the Operator or any Underproduced Party, up to

s¢ one hundred percent ( 100 %) of such Overproduced Party's Full Share of Current Production.
57 5. STATEMENT OF GAS BALANCES
58 5.1 The Operator will maincain appropriate accounting on 2 monthly and cumulative basis of the volumesio}g Gas '65:uch

59  Party is entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within = days

60  after the month of production, the Operator will furnish a statement for such month showing (1) each Party’s Full Share of
61 Current Production, (2) the total volume of Gas actually raken or sold for each Party’s account, (3) the difference between
62 the volume taken by each Party and that Party's Full Share of Current Production, (4) the Overproduction or
63  Underproduction of each Party, and (5) other data as recommended by the provisions of the Council of Petroleum
64  Accountants Societies Bulletin No. 24, as amended or supplemented hereafter. Each Party taking Gas will promptly provide to
65  the Operator any data required by the Operator for preparation of the statements required hereunder.

66 5.2 If any Party fails to provide the data required herein for four (4) consecutive production months, the Operator, or
67  where the Operator has failed to provide data, another Party, may audit the production and Gas sales and transportation
68  volumes of the non-reporting Party to provide the required data. Such audit shall be conducted only after reasonable notice and
69  during normal business hours in the office of the Party whose records are being audited. All costs associated with such audit

Tn il ke charged o the account of the Parry Friting s provide rhe peguized Lo

71 6. PAYMENTS ON PRODUCTION

72 6.1 Each Party taking Gas shall pay or cause to be paid all production and severance taxes due on all volumes of Gas
73 actually taken by such Party. '

74 6.2 [1 (Alternative 1 - Entitlements) Each Party shall pay or cause to be paid all Royalty due with respect to Royalty

.2



A.A.PL FORM 610-E - GAS BALANCING AGREEMENT - ;ou2

\’Joo\,c\\,._&w,"__

[y N AN WA VA VA WA VA VA LA VA S D D - W B B B W W e W Wy
.-g\ooo\:av-.uwN—-oxooo\n&uﬁwmr—o\ooo\Jaux$3388§583335285538~......._.._
Mo e N e S

62

owners to whom it is accountable as if such Parey were taking its Full Shure of Carrente Producnon. and onbv ies Fudl Shuee o
Current Production.

6210 {Optional ~ For use only with Section 6.2 - Alternative | - Entitlement) Upon written request of 4 Purry
taking less than its Full Share of Currenr Production in a given month "Current Underproducer”™ . any Party taking more than
its Full Share of Current Production in such month ("Current Overproducer™s will pay 1o such Current Underproducer an
amount each month equal to the Royalty percentage of the proceeds received by the Current Overproducer foe that portion of
the Current Underproducer's Full Share of Current Production tiken by che Current Overproducer: provided. however, chat
such paymene will not exceed cthe Royalty percentage thac is common to all Royaley burdens in the Balancing Acea. Puymenrs
made pursuant to this Section 6.2.1 will be deemed payments to the Underproduced Purty’s Rovalty owners for purposes
Section 7.5.

6.2 X (Aleernative 2 - Sales) Each Party shall pay or cause to be paid Royaley due with respect to Royaley owners -
whom it is accountable based on the volume of Gas actually taken for its account.

6.3 In the event that any governmental authority requires that Royalty payments be made on any other basis than that
provided for in this Section 6, each Party agrees to make such Royalty payments accordingly, commeancing on the effective duce
required by such governmental authority, and the method provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the Balancing Area, che termiaation
of the Operating Agreement or any pooling or unit agreement covering the Balancing Area, or ar any time no Gas is taken
from the Balancing Area for a period of twelve (12) consecutive months, any Party may give written notice calling for cash
setclement of the Gas production imbalances among the Parties. Such notice shall be given to all Parties in the Bualuncing Are..

7.2 Within sixty (60) days after the notice calling for cash sectlement under Section 7.1. the Operator will distribute to each
Party a Final Gas Settlement Stacement detailing the quantity of Overproduction owed by each Overproduced Party o each
Underproduced Party and identifying the month to which such Overproduction is aceributed, pussuzar to  the
methodology set out in Section 7.4.

7.3 [J (Alternative 1 - Direct Party-to-Party Settlement) Within sixty (60) days after receipt of the Finul Cras Setclement
Statement, each Overproduced Party will pay to each Underproduced Party entitled to settlement che appropriate cash
settlement, accompanied by appropriate accounting detail. At the time of payment. the Overproduced Parry will notify the
Operator of the Gas imbalance settled by the Overproduced Party’'s payment.

7.3 &) (Alternative 2 - Setclement Through Operator) Within sixty (60) days after receipt of the Final (s Sertlement
Statement, each Overproduced Party will send its cash settlement, accompanied by appropriate accounting detail, to the
Operator. The Operator will distribute the monies so received, along with any sertlement owed by the Operator us an
Overproduced Party, to each Underproduced Party to whom settlement is due within ninety (90) days after issuance of the
Final Gas Settlement Statement. In the event that any Overproduced Party fails to pay any settlement due hereunder, the
Operator may turn over responsibility for the collection of such settlement to the Party to whom it is owed, and the Operator
will have no further responsibility with regard to such settlemenc.

73.1 (Optional - For use only with Section 7.3, Alternative 2 - Settlement Through Operator) Any Party shall have
the right at any time upon thirty (30) days' prior written notice to all other Parties to demand that any settlements due such
Party for Overproduction be paid directly to such Party by the Overproduced Party, rather than being paid through the
Operator. In the event that an Overproduced Party pays the Operator any sums due to an Underproduced Party at any time
after thirty (30) days following the receipt of the notice provided for herein, the Overproduced Party will continue to be liable
to such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party.

7.4 K] (Alternative 1 - Historical Sales Basis) The amount of the cash settlement will be bzsed on the proceeds
received by the Overproduced Party under an Arm's Length Agreement for the Gas taken from time to time by the
Overproduced Party in excess of the Overproduced Party’s Full Share of Current Production. Any Makeup Gas taken by the
Underproduced Party prior to monetary settlement hereunder will be applied to offset Overproduction chronologically in the
order of accrual. )

7.4 O (Alternative 2 - Most Recent Sales Basis) The amount of the cash settlement will be based on the proceeds
received by the Overproduced Party under an Arm’'s Length Agreement for the volume of Gas that constituted Overproduction
by the Overproduced Party from the Balancing Area. For the purpose of implementing the cash settlement provision of the
Section 7, an Overproduced Party will not be considered to have produced any of an Underproduced Party's share of Gas until
the Overproduced Party has produced cumulatively all of its Percentage Interest share of the Gas ultimately produced from the
Balancing Area.

7.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds received for the sale of the
Gas by the Overproduced Party calculated at the Balancing Area, after deducting any production or severance taxes paid and any
Royalty actually paid by the Overproduced Party to an Underproduced Party’'s Royalty owner(s), to the extent said payments
amounted to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression,
treating, gathering or transportation costs incurred directly in connection with the sale of the Overproduction.

75.1 X (Optional - For Valuation Under Percentage of Proceeds Contracts) For, Overproduciion sold under a gas
purchase contract providing for payment based on a percentage of the proceeds obtained by the purchaser upon resale of
residue gas and liquid hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlemenc will
include proceeds received by the Overproduced Party for both the liguid hydrocarbons and the residue gas attributable to the
Overproduction.

752 0 (Optional - Valuation for Processed Gas - Option 1) For Overproduction processed for the account of the
Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the full quantity of the Overproduction
will be valued for purposes of cash settlement at the prices received by the Overproduced Party for the sale of the residue gas
ateributable to the Overproduction without regard to proceeds atcributable to liquid hydrocarbons which may have been
extracted from the Overproduction.

752 @ (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of the
Overproduced Party at a ‘gas processing plant for the extraction of llquld hydrocarbons the \alues used for c.:lcularmg cash

serdemnent widl inciide tie proceeds receved Dy fhe Dvcipronaced Sl Tor i sae o e i Tl il taan

the Overproduction, less the actual reasonable costs incurred b) the U\erpmdmed Parey to process the Overproduction and tu

transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.
7.6 To the extent the Overproduced Party did nor sell all Overproduction under an Arm's Length Agreement, the cash
settlement will be based on the weighted average price received by the Overproduced Party for any gas sold from the
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Bulancing Area under Arm's Length Agreements during the months o whuch such Overproducoon is attributed. tn the evene
that no sales under Arm's Length Agreements were made ducing any such month, the cish sertlement for such monch will be
based on the spot sules prices published for the applicable geographic tres during such monch in & mucually aeceptable pricing
bulletin.

7.7 Interest compounded at the rate of percent «
rate of interest applicable to the Balancing Area, whichever is less. will accrue tor all amounts due under Section 7.1, beginning
the first day following the date payment is Jue pursuant to Section 7.3. Such interest shall be borne by the Operator or any

7)) per annum ur the maximum lawful

Overproduced Party in the proportion d;ﬁglerha'f) er%sg%%ife & lg&slbeé'i%dot eedei‘ldelr:i;n&i xsgdo‘tto‘"pé tiosrﬁc%_’ i‘ﬁ%e@‘_jes ¢

contributed to the accrual of the interest. if it” has received payment from any Overproduced Party

7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Party may deliver to the Underproduced Party
an offer to settle its Overproduction in-kind and at such rates, quantities, times and sources as may be agreed upon by the
Underproduced Party. If the Parties are unable to agree upon the manner in which such in-kind settlement gas will be
furnished within sixty (60) days after the Overproduced Party's offer to settle in kind, which period may be extended by
agreement of said Parties, the Overproduced Party shall make a cash settlement as provided in Section 7.3, The making of an
in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parties
fail to reach agreement on an in-kind settlement.

79K (Optional - For Balancing Areas Subject to Federal Price Regulation) That portion of any monies collected by 1n
Overproduced Party for Overproduction which is subject to refund by orders of the Federal Energy Regulatory Commission ¢
other governmental authority may be withheld by the Overproduced Party until such prices are fully approved by such
governmental authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced
Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such governmenta!
authority.

7.10 O (Optional - Interim Cash Balancing) At any time during the term of this Agreement, any Overproduced Party
may, in its sole discretion, make cash settlement(s) with the Underproduced Parties covering all or parc of its outstanding Gas
imbalance, provided that such settlements must be made with all Underproduced Parties proportionately based on the relative
imbalances of the Underproduced Parties, and provided further that such settlements may not be made more often than once
every twenty-four (24) months. Such settlements will be calculated in the same manner provided above for final cash
settlements. The Overproduced Party will provide Operator a detailed accounting of any such cash settlement within thirty (30)

days after the settlement is made.
8. TESTING

Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from time to time, to
produce and take up to one hundred percent (10092) of a well's entire Gas stream to meet the reasonable deliverability test(s)
required by such Party’s Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party to
conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only
after thirty (.30_) days’ prior written notice to the Operator and shall last no longer than

seven (7 ) days including prior shut-in time.

9. OPERATING COSTS .

Nothing in this Agreement shall change or affect any Party's obligation to pay its proportionate share of all costs and
liabilities incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operating
Agreement, irrespective of whether any Party is at any time selling and using Gas or whether such sales or use are in

proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS
The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated

for the joint account in accordance with their Percentage Interests in the Balancing Area.
11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agreemeont between the Parties hereto, and further
notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years from the end of the calerdar
year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Party shall have the right to audit
the records of any other Party regarding quantity, including bur not limited to information regarding Bru-content.
Any Underproduced Party shall have the right for a period of two (2) years from the end of the calencar year in which any
cash settlement is received pursuant to Section 7 to audit the records of any Overproduced Party as to all matters concerning
values, including but not limited to information regarding prices and disposition of Gas from the Balancing Area. Any such
audit shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after reasonable
notice, during normal business hours in the office of the Party whose records are being audited. Each Party hereto agrees t
maintain records as to the volumes and prices of Gas sold each month and the volumes of Gas used in its own operations,
along with the Royalty paid on any such Gas used by a Party in its own operations. The audit rights provided for in this
Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement.
12. MISCELLANEOUS ‘

12.1 As between the Parties, in the event of any conflict between the provisions of this Agreement and the provisions of
any gas sales contract, or in the event of any conflict between the provisions of this Agreement and the provisions of the

Operating Agreement, the provisions of this Agreement shall govern.
12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against any and all liability for

any claims, which may be asserted by any third party which now or hereafter stands in a contractual relationship with such
indemnifying Party and which arise out of the operation of this Agreement or any activities of such indemnifying Party under
the provisions of this Agreement, and does further agree to save the other Parties harmless from all judgments or damages

sustained and costs incurred in connection therewith.

12.3 Except as otherwise provided in this Agreement, Operator is authorized to
Agreement, but shall have no liability to the other Parties for losses sustained or liabilicy incurred which arise out of or in
connection with the performance of Operartor's duties hereunder, except such as may result from Operator’s gross negligence or
willfnl misconduct. Operator shall not be liable to any Underproduced Partv for the failure of anv Overproduced Partv (other

administer the provisions of this

than Operator) to pay any umounts owed pursuant to the terms hereof.
12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remain in foece and
effect as to the Balancing Area, and thereafter until the Gas accounts between the Parties are settled in full, and shall inure co

the benefit of and be binding upon the Parties hereto, and their respective heirs, successors, legal representatives

-4
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and assigns, if any. The Parties hereto agree to 2ive notice of the existence of this Agreement o 20y suadonser in merest of

any such Parey and to provide that any such successor shatl be bovnd by thee Azreement, aad shull Furdier muke anye transfer of
any interest subject tu the Operating Agreement, or any part thercot, dlso subject o the terms of this Agreement.

12,5 Unless the context clearly indicates otherwise. words used in the singular incdude the plural. the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

12.6 In the event that any "Optional” provision of this Agreement is not adopred by the Parties to this Agreement by o
tvped, printed or handwritten indication. such provision shall noc form o parc of this Agreement. and no inference shall be
made concerning the intent of the Parcies in siich event. In the event that any “Alternative” provision of this Agreement is not
so adopted by the Parties. Alternacive | in each such instunce shall be deemed to have been adopted by the Parties as a result
of any such omission. In those cases where it is indicated that an Optional provision may be used only if a specific Alternative
is selected: (i) an election to include said Optional provision shall not be effective unless the Alternative in question is selected;
and (ii) the election to include said Optional provision must be expressly indicated hereon, it being understood that the
selection of an Alternative either expressly or by default as provided herein shall not, in and of itself, constitute an election to
include an associated Optional provision.

12.7 This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing herein shall be construed
or interpreted as creating any rights in any person or entity not a signatory hereto, or as being a stipulation in favor of any
such person or entity.

12.8 If contemporaneously with this Agreement becoming effective, or thereafter, any Party requests thac any other Pascy
execute an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and
submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Party to which such
request is made and delivered promptly chereafter to the Party making the request. Upon receipt, the Party making the request
shall cause the memorandum or notice to be duly recorded in the appropriate real property or other records affecting the

Balancing Area. See 14. 3

Parties, each Party agrees to compute and report income to the Internal Revenue Service
taking its Full Share of Current Production during each rele

relate to entitlement

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sections 13.2 (if elected) and 13.3 hereof, and notwirthstanding anything in this Agreement
or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange or other transfer; any of its
working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party, the assignment or other
act of transfer shall, insofar as the Parties hereto are concerned, include all interest of the assigning or transferring Party in che
Gas, all righes to receive or obligations to provide or take Makeup Gas and all righes to receive or obligations to make any
monetary payment which may ultimacely be due hereunder, as applicable. Operator and each of the other Parties hereto shall
thereafter treat the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other
transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be entitled, and shall
cause its assignee or other transferee to assume its obligations hereunder.

1320 (Optional - Cash Settlement Upon Assignment) Notwithstanding anything in this Agreement (including but not
limited to the provisions of Section 13.1 hereof) or in the Operating Agreement to the watrary, and subject to the provisions
of Section 13.3 hereof, in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of its
interest in a Balancing Area, such Overproduced Party shall notify in writing the other working interest owners who are
Parties hereto in such Balancing Area of such fact at least ( ) days prior to closing the
transaction. ‘Thereafrer, any Underproduced Party may demand from such Overproduced Party in writing, within

( ) days after receipt of the Overproduced Party’s notice, a cash settlement of its
Underproduction from the Balancing Area. The Operator shall be notified of any such demand and of any cash settlement
pursuant to this Section 13, and the Overproduction and Underproduction of each Party shall be adjusted accordingly. Any cash
settlement pursuant to this Section 13 shall be paid by the Overproduced Party on or before the eaclier to occur (i) of sixty (60)
days after receipt of the Underproduced Party's demand or (ii) at the closing of the transaction in which the Overproduced
Party sells, assigns, exchanges or otherwise transfers its interest in a Balancing Area on the same basis as otherwise set forth in
Sections 7.3 through 7.6 hereof, and shall bear interest at the rate set forth in Section 7.7 hereof, beginning sixty (60) days
after the Overproduced Party's sale, assignment, exchange or transfer of its interest in the Balancing Area for any amounts not
paid. Provided, however, if any Underproduced Party does not so demand such cash settlement of its Underproduction from the
Balancing Area, such Underproduced Party shall look exclusively to the assignee or other successor in interest of the
Overproduced Party giving notice hereunder for the satisfaction of such Underproduced Party’s Underproduction in accordance

with the provisions of Section 13.1 hereof.
13.3 The provisions of this Section 13 shall not be applicable in the event any Party mortgages its interest or disposes of its

interest by merger, reorganization, consolidation or sale of substantially all of its assets to a subsidiary or parent company, or to
any company in which any parent or subsidiary of such Party owns a majority of the stock of such compaay.

14. OTHER PROVISIONS

See attachment.



14.

14.1

14.2

14.3

OTHER PROVISIONS

Any Underproduced Party can require cash settlement from the Overproduced
Parties in January of each even numbered year oy providing written notice to the
Operator. Section 7 of this Gas Balancing Agreement shall govern cash settlement

under this provision.

In the event any Party feels a Party 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 until the
Overproduced Party is back in balance. If the Parties cannot agree on the remaining
recoverable reserves, the Operator shall retain an independent reservoir engineer,
experienced and competent in the geographical areas of the well(s) in question, to
compute the reserves. Its decision shall be final. Costs incurred by the independent

engineer shall be borne by the Parties hereto.

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

shall control.

(C:RAN
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15. COUNTERPARTS

This Agreement may be executed in counterparts. cachr of wirich when tasen with al ather counterparts shall constiruce
4 binding agreement berween the Parties hereto: provided. however. that it a4 Party or Purties owning a Percentage Intercst in
the Baluncing Area equal to or greater than a pereent ¢ “Totherein failisy o exccute dhis
. this Agreemenrt shall nor be binding upon any Party and shall be of

Agreement on or before

nu further force and effect.
IN WITNESS WHEREOF, this Agreement shall be effective as of the — day of

19

ATTEST OR WITNESS: OPERATOR

BY: -

Type or print name

Title

Duate

Tax ID or S.S. No.

NON-OPERATORS

BY:

Type or print name

Title

Dace

Tax ID or §.S. No.

BY:

Type or print name

Title

Date

Tax 1D or S.S. No.
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ACKNOWLEDGMENTN

Nute: The following forms of acknowledgment are the shore forms wpproved by che Uniform Law an Notrid Aces. The

L]

3 validity and effect of these forms in any state will depend upon the statutes of thae state.

5 Individual acknowledgment:

6  State of )

7 ) ss

8  County of )

9 This instcrument was acknowledged before me on
10 by
11

12 (Seal, if any)

Title (and Rank)

My commission expires:

16  Acknowledgment in representative capacity:

17 State of )

18 ) ss.

19  County of )

20 This instrument was acknowledged before me on

21 by as
22 of

23 (Seal, if any)
Title (and Rank)

24

25 My commission expires:

26
27
28
29
30

31




EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY AND
NON-DISCRIMINATION SUPPLEMENT

Attached to and made a part of that certain Operating Agreement dated November
11, 1999, by and between Devon Energy Corporation (Nevada), as Operator, and
Nearburg Producing Company, as Non-Operator.

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

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

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, without
regard to their race, color, religion, sex or national origin. Such action shall include, but not be
limited to, the following: employment, upgrading, demotion or transfer; recruitment or recruitment
advertising; layoff or termination, rates of pay or other forms of compensation; and selection 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 available to employees and applicants for employment.

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

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

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

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

p:\woodc\catclaw draw\nearburg - ex f



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

Contractor certifies that it does not and will not maintain or provide for its employees any
segregated facilities at any of its establishments, and that it does not and will not permit its
employees to perform their services at any location, under its control, where segregated facilities
are maintained. For this purpose it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on a basis of race, color, religion, or national origin, because
of habit, local custom or otherwise. It is further understood and agreed that maintaining or
providing segregated facilities for its employees or permitting its employees to perform their
services at any location under its control where segregated facilities are maintained is a violation of
the equal opportunity clause required by Executive Order 11246 of September 24, 1965.
Contractor agrees to obtain similar certification from its subcontractor prior to the award of
subcontract which-are not exempt from the provisions of the equal opportunity clause.

p:\woodc\catclaw draw\nearburg - ex f



EXHIBIT "H"

Attached to and made a part of that certain Operating Agreement dated November 11, 1999, by and
between Devon Energy Corporation (Nevada), as Operator, and Nearburg Producing Company, as
Non-Operator.

MEMORANDUM OF OPERATING AGREEMENT
(AND MORTGAGE AND FINANCING STATEMENT)

KNOW ALL MEN BY THESE PRESENTS:

THAT, Devon Energy Corporation (Nevada), whose address is 20 North Broadway, Suite 1500, Oklahoma City,
Oklahoma 73102 (or such party who may hereafter be designated and serve as Operator under the terms of the below-
mentioned Operating Agreement), hereinafter referred to as "Operator”, has entered into an Operating Agreement with the
following party\parties, hereinafter referred to as "Non-Operator,” whether one or more, to-wit:

Nearburg Producing Company
3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 79705

Such Operating Agreement is dated and effective as of the 11th day of November, 1999, as the same may have thereafter
been amended. That such Operating Agreement provides generally for the joint exploration, development and production
of oil, gas, and other hydrocarbons lying in and under the following described lands, to- wit:

N/2 Section 30-T17S-R27E, Eddy County, New Mexico

That the Operating Agreement provides that every sale, encumbrance, transfer or other disposition made by any
party to the Agreement, shall be expressly subject to the terms and provisions of the Operating Agreement and shall be
made without prejudice to the rights of all other parties to the Operating Agreement.

Among other material provisions of the Operating Agreement, Operator is granted a first lien upon all oil and gas
rights of the parties in relation to the above described land and a security interest in each party's share of oil and/or gas
when extracted and each party's interest in all equipment. Such lien and security interest to secure payment of each party's
share of expenses, together with interest, attributable to the joint exploration, drilling and production of hydrocarbons from
the above described land. Operator is further entitled to exercise the rights and remedies of a secured party under the
Uniform Commercial Code or other comparable law in force in the jurisdiction where the above described lands are
located. Upon default by any Non-Operator in payment of its share of expenses, Operator has the right, without prejudice
to other rights and remedies, to collect from purchasers the proceeds from the sale of such Non-Operator's share of oil
and/or gas until the amount owed by such Non-Operator plus interest, has been paid. Upon request by the Operator,
nondefaulting parties shall reimburse Operator (to the extent unpaid within sixty (60) days from rendition of a statement).
Each such nondefaulting party who makes payment of its share of the unpaid amount shall, be subrogated to the security
rights of Operator mentioned above. The Operating Agreement grants similar security rights to Non-Operators to secure
payment of the debts of Operator.

To give further effect to the provisions of the Operating Agreement, each Non-Operator does hereby grant unto
the Operator a first lien and mortgage in and to all of Non-Operator's oil and gas rights in the Contract Area, including all
its right, title and interest in the oil and gas leases and the leasehold estates in the Contract Area, and a security interest in
all of Non-Operator's share of oil and gas extracted and produced from the Contract Area, and Non-Operator's share and
interest in the equipment used in the Contract Area, together with proceeds and products of all the foregoing. This
mortgage and security agreement shall secure payment of all indebtedness which may (or has) become due and owing to
the Operator pursuant to the terms and conditions of the Operating Agreement. Operator grants a similar mortgage and
security interest to each Non-Operator.

All prospective assignees, mortgages or other parties claiming some interest or acquiring some interest by,
through or under any of the above mentioned parties are put on notice of the priority of the terms and provisions of the
Operating Agreement and are further advised that operator may now or in the future claim a lien against one or more of the
non-Operators under the terms of the Operating Agreement.

The Operating Agreement contains other provisions which limit and restrict the rights of the parties in relation to
their specific interests in and to oil and gas rights. A true and correct copy of such Operating Agreement is available for
inspection during business hours at the offices of Operator. Further, information as to amount unpaid by individual Non-
Operators in relation to which Operator presently claims a lien and security interests, are available fer inspection to all

proper persons in the offices of Operator.

This Memorandum may be executed in any number of counterparts. Counterparts may be combined to form a
single instrument for recording purposes. All parties need not execute in order for the Memorandum to be effective.
Failure of a party to execute is not intended to in any way limit the notice given by the filing of this Memorandum.

DATED this day of _, 1999, but effective as of the effective date of the Operating
Agreement above mentioned.



DEVON ENERGY CORPORATION (NEVADA)

By:

R. D. Clark, Vice President

NEARBURG PRODUCING COMPANY

By:
STATE OF OKLAHOMA )
) ss:
COUNTY OF OKLAHOMA )
The foregoing instrument was acknowledged before me this day of , 1999, by
R. D. Clark, Vice President of Devon Energy Corporation (Nevada), a Nevada corporation, on behalf of the corporation.
My Commission Expires:
Notary Public
STATE OF TEXAS )
) ss:
COUNTY OF )
The foregoing instrument was acknowledged before me this day of , 1999, by
, of Nearburg Producing Company,
a corporation, on behalf of the corporation.
My Commission Expires:
Notary Public

woodc\nearburg -ex h



Telephone Log

Date: 1/06/00 Time:_9:10 a.m.
Call to/from: Carla Wood

Company: Devon

Subject: Logan Draw 30 #1 well

Call Info:

Left message with Carla’s answering machine that we were still waiting on
her comments to our JOA, and that we had reviewed their Gas Bal. Agmt.
and it was OK. I told her that Nearburg would go with the Emst & Young
rates of $4168 and $400. I also said that we were aware that they had
recently charged Mewbourne rates of $6000 and $600 for a similar well in
the area, so that we were bending over backwards to utilize the Emst &
Young rates. I asked Carla to call me back.



Telephone Log

Date: _12/17/99 Time: 1:59 p.m.
Call to: __ Carla Wood

Company:____Devon

Subject; _Logan Draw "30” #1 Well
call Info:

Carla said:

They were not going to send us their title opinion and survey unless
we agreed to reduce the monthly producing OH rate to $270/month.
They would agree to a $5,000 monthly drilling OH rate. She said they
would also agree to let us operate the well during the drilling phase,
but they would operate after the well was completed. She said that if
we would not agree to reduce the producing rate to $270/month,
they would fight us over operations with the OCD.

I said:

I would check on our response to cutting just the producing well rate
- -and-get back to her.

The call concluded at 2:02 9.m.

- »Mark-Wheeler
2:05 p.m. 12/17/99



Telephone Log
Date: _12/15/99 Time: 9:52 a.m.

Call to: Carla Wood
Company: Devon
Subject: _Logan Draw “30" #1 Well
Call Info:

I said:

I told Carla that Nearburg would be willing to go to $5,000 and $500
on the overhead rates, but that cutting the rates in half was not in
line with industry standards. I reminded her that their wells in the
area were much shallower than the proposed well and that was why
their OH rates were lower. I also told her that if she would fax us
their proposed gas balancing agreement, we would review it and let
them know if it was acceptable. I also reminded her that she was
going to try to overnight their title opinion and survey to us today.

She said:

She agreed that their wells were shallower. She said she would fax
us the GBA. She also said that she would overnight the title opinion
and survey today.

The call concluded at 9:54 a.m.

Mark Wheeler
10:00 a.m. 12/15/99



Telephone Log
Date: _12/14/99 Time:_2:35 p.m.
Call to/from:_Carla Wood (405-552-4615)
Company:__Devon
Subject: Logan Draw “30" #1 well
Call Info:

I told Carla:

1. We'd like to drill ASAP, we have a rig ready, but we prefer our
location and we want to operate.

2. We are still wanting to work out an arrangement with Devon,
but we are filing today for a pooling hearing on January 6.

3. We would like to have copies of their Title Opinion and survey
that they did, if they will share them with us.

She said:

That they had no problem with our location and that if we would cut
our overhead rates in half (as they would be willing to) and utilize
their gas balancing agmt. as we had recently on another well, that
she would recommend that they participate with us as operator and
at our location. She said she would try to overnight the info I wanted
tomorTow.

The call concluded at 2:40 p.m.

Mark Wheeler



T0: Bob Shelton

COMPANY: Nearbu loration
FACSIMILE #: 915-688-7806
OFFICE #:
FROM: Carla Wood {405-552-4615)
NUMBER OF PAGES FOLLOWING: 8 + cover
MESSAGE:;
- =z
O ,
N 24|77
1 1)

If you have any problems receiving this fax, please call Marsha Bartleft at (405) 552-4623 as soon as
possible,

Original is
X Being sent by United States Post Office
Being sent by Overnight Mail
Not being sent

Other:

|
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1. DEFINITIONS

The following definitions shall apply to this Agreement:

1.01 "Arm's Length Agreement” shall mean any gas sales agreement with an unaffillaced purchaser or any gus vales
agreement with an affiliated purchaser where the sales price und delivery conditions urder such agreement ate
represencacive of prices and delivery condicions exiscing under ocher similar agreements in the arex between
unaffiliated pacties gt the sume time for natural gas of compuruble quality und quantity.

1.02 ‘Buluncing Ares" shall mean (select one):

&) each welt subject to the Operaring Agreemenc that produces Gas or s allocated a share of Gas production. If a
single well is complered in rwo or more producing intervals. each producing interval from which the GCas
production is not commingled in the wellbore shall be considered a scpuzute well

0O a1 of the acreage and depthy subject to the Opersring Agreement.

1.03 “Full Shace of Cucrent Production” shall mean the Dercentage Interest of each Pucty in che (iay cerually produced
from the Balancing Area during each monch.

1.04 “Ges™ shall meun all hydrocurbons produced or producible from che Balancing Area, whether feom 3 well classified
as 20 qil well or gas well by che regulatory agency haviag jurisdiction ia such tnacters, which are ue may be made
available for sale or separace dispusicion by the Parrics, excluding oil, condensate and ocher liquids recovered by
field equipment operated for the joint account. "Gas™ does not include gas used in joint operations. such as for fuel,
recycling or reinjeccion, or which is vented ur lose prioe to its sule oc delivery from the Buluacing Aren.

1.03 "Makeup Gas” shall mean any Gas raken by an Underpruduced Party from che Balancing Area in excess of itx Full
Shure of Current Production, whether pursuant co Secrion 3.3 or Section 4.1 hereof,

1.06 “Mcf” shall mcan onc thousand cuhic feet. A cubie foot of Gus shull meun the volume of gas conezined in one cubic
foot of space at a stuadard pressure base and at a standacd rempersnure base.

1.07 “MMDNw" shall mean on¢ million British Theemal Units. A British Thermsl Unic shall mean the quuaticy of heat
required to raise one pound avoirdupols of pure wacer from 58.5 degrees Fahrenbeic to $9.5 degrees Fahrenheir ar g
conscant pressure of 14.73 pounds per squure inch ebsolute.

1.08 “Operatoc” shall mean the individual or encity designuted undec the terms of the Operucing Agreemeat o, in the
event this Agreement {s nor employed in coanccriun with an opersting agreement, ¢the individual or entity
designuted as the operator of the well(s) located ln the Bakocing Area.

1,09 “"Owerproduced Party” shall mesn any Party having taken a greacer quantity of Gas from the Balancing Area than
the Percencage Incerest of such Party in the cumnulacive quuatity of ull Gas produced from the Baluncing Ateu.

1.10 "Overproduction” shall menn the cumulative quancicy of Gas caken by n Party in excess of its Percenrage Incceest in
the cumulative quantity of all Gas produced from the Balunciag Area.

1.11 "Purty” shall mean rhose individuals or enticies subjecs to chis Agreemene, and their respecrive heirs, successors,
cransferces and sssigos.

1.12 'Percentage Inceresc” shall mean che percencage or decimal interest of cach Party in che Gus produced from the
Belancing Ares pursuuac tu che Operating Agreement covering the Balincing Area.

1.13 "Roysley” shall mean payments on production of Gas from the Baiaacing Area e all ownees of royalties, overciding
royslties, production paymencs of similas interescs,

.14 "Underproduced Parey” shull meun any Purty having caken a lesser quandity of Gas teem the Baluncing Avea thao
the Percencage Interesr of such Parry in the cumulutive quantiry of il Gus produced from the Baluncing Area

1.13 "Underproduction” shall mean the deficicncy berween the cumulative quantity«of Gas taken by 2 Parry and ity
Percentage Interese in che cumularive quantity of all Gas produced from the Balanciag Area. e

-

.16 0 (Optional) "Winter Period” shall mean the month(s) of e, i O0E
calendac year and the month(s) of in the succeeding calendir year
2, BALANCING AREA Vo

2.1 If chis Agreement covers morte chan onc DBalancing Arca, it shall be applied as if cach Balanciag Arca were covered
by sepucate but identical agreements. All balancing hereunder shall be on the busis of Gas taken ‘com the B.ll.mcmg Acea
meusured in (Alreraative 1) {3 Mefs or (Alternative 2) [J MMBrus. '

2.2 In the evene chae all or part of the Gas deliversble from a Balzncing Arca ix or becomes subject w cme "or more
maximum lawkul prices, sny Gas not subject o price conernls shall be considered as produced from a single Balahcing Ar::
and Gas subject 10 each maximum lawful price category shall be considered produced from » sepatate bnl.lncmg Aren
3. RIGHT OF PARTIES TO TAKE GAS

3.1 Each Pacty desiting ta rake Gas will notify che Opemoh or cwse th Ope;a:or o bc nctified, ]
nominated, the nume of the transporting pipeline und the plpehrc u‘mtr.u? B :rn(:k"'axx'}%%‘ g ‘m&?t?&?f}n/relarmg
o such deliveey, sufficiently in advance for the Onerator, acting with ceasonabie dilicence. 10 meet all ao.ninaton and other
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Parry.

3.5 Notwithsranding the provisions of Secrion 3.3 hereof, no Overproduced Party shail be entitled in any menth tw ke any
Gas in excess of chree ens {3009} of ics Percen Incezest of the Balarnging Arca's chea-current Maximun
Moanthly Availsbility! gﬂﬁn%:%dhﬂ fvee'!e.é{huothgylh%;agog% tﬁf&g t:é%f‘;‘r%?he exteqt diu it would peeclude productioa
that is required to mainrsia leases i effect, o protect the producing capucity of & well or reservoir, ro presceve cotrelacive
rights, or 10 maionin oil production. “Maximum Monthly Availability” shall mean the maximum average monchly rate of
production ar which Gas aan be delivered from che Balancing Area, as decesmined by the Operator, considesing th: muximum
efficlear well rate for each well within the Balincing Areu, the muximum ullowauble(s) see by the appropeiate regulatary agency,
mode of aperacion, production facility capabilities und pipeline pressuces.

36 In the event that u Party fuils to muke srrangemencs to ke ics Full Share of Current Production required co be
produged to maincain feases in effect, o protect che p chJ. agacgl &f: el) or teservoit, (0 presecve coreelative rights, or
to mainuin oil production. che Operator may selléﬁy pare of suci\ Pagty's l-iuﬂ Share of Current Production that such Pacty fails
to take for the nccount of such Parry and render o such Party, on a cuctent basis, the full proceeds of the sale, less any
reasonable murketing, compression, teeating, gathering or transpoctanon coses incurred ditectly in connection with che sale of
such Full Share of Currene Production. In making the sale conteropiaced herein, che Operator shall be obliguted only o obtain
such price and conditions for the sale as are reasonzble under the drcumstunces und shall nor be vhligsted o share soy of ity
mackers. Any such sale by Operaror under che corms heceof shall be only for such reasonable periods cf tine as are consisten:
with the minimum needs of che industey under the particular ciccumstances, bue in no event for a perind in excess of one
year. Norwichsaanding the provisions of Article 3.4 hereof, Gas sold by Operator for a Parcy undet che provisions heceof shall
be deemed 10 be Gos taken for the accouat of such Parey,

4. IN-KIND BALANCING reagonable notice

4.1 Effective the first duy of,any calender mouth_following/at least thirty (39 ) days prior
writtch notice to the Opmtm,/u& E&d&ﬁm%:m mwg?:?;aking, in addirion to irs Full Share of Curren:
Production and any Makeug Gas mken pursuant o Sccrion 3.3 of this Agreement, a share of currenc production determined
by multiplying ENEXLY=23ve oeccene (L35 %) of che Full Shares of Current Production of all Overproduced Purties by
a fraction, the numerstor of which is the Perceatuge Interest of suck Underproduced Parry and che denominator of which
is che coral of the Percenmage Incercses of all Underproduced Partics desiring ro take Makeup Gas. In o event will an
Overproduced Party be required (o provide more chan Thirty—-€ive o.rent (35 o) of ies Full Shure of Curcen:
Production for Makeup Gas. The Operator will promptly notify all Overproduced Partics of the clection of an Underproduced
Party 1o begin taking Makeup Gas, '

42 [ (Optional - Scasonal Limitation on Makeup - Option 1) Notwichstundiny the provisions of Section 4.1, the
average ronchly amount of Makeup Gas taken by an Underproduced Parry during the Winter Pesiod pursuaot to Section 4.1
shall not exceed the average monthly amount of Makeup Gas taken by such Underproduced Parey during the

{ ) months Immediacely preceding che Winter Period.
42 [J (Optional - Sessonal Limitation on Makeup - Option 2) Notwithstunding the provisions of Section 4.1, no
Overproduced Party will be required ro provide more than pereent ( %) of its Fuil Share

of Current Production for Makeup Gas during the Wincer Period,

43 & (Opdonal) Notwithstanding any other provision of this Ageeement, ar such time und foe so long as Operator, o
{insofar us concerns production by the Operutor) uny Underproduced Purry, determings in good faich that an Overproduced
Parcy has produced all of its shace of che ultimarely recoversble reserves in the Balancing Ares, such Overproduced Pasty may
be required o make availoble for Mskeup Gas, upon the demund of the Operator or ary Underproduged Party, up 6
one hundred pereent (. 100 %) of such Oveeproduced Party's Full Share of Current Production.

S. STATEMENT OF GAS BALANCES

5.1 The Operator wiil maintain sppropriste sccounting on a monthly and cumulative basis of the volumes ig{ Gas ¢ faCh
Parry is eatitled o receive and the volumes of Gas actually r2ken or sold for each Pacty's account. Within Mﬁg duys
afrer the mooth of production, the Opceator will furnish o statement for such month showing ¢1) ewch Purmry's Full Share of
Currene Production, (2) che toral volume of Cas uctuully tuken or sold for euch Parry's account, (3) the diffcrcncc"%tween
the volume tken by each Purey und that Party's Full Share of Currenr Production, (4) the Overprodu&'i'on ot
Underproduction of each Parry, and (3) other dare as recommended by the provisions of the Council of P@iuleum
Accountants Societies Bulletia No. 24, ss amended or supplemented hereufeer. Euch Pacry taking Gas will promprly pravice to
the Operator any data required by the Operutor for peeparatinn of che scatements required hereunder. o

5.2 If any Party fails w provide the data required herein for four (4} cwnsecutive production monchs. che Opefaror, or
where the Operazor has failed to peovide data, snother Party, may audit the production and Gas sales and crnnsy\qz"mtion
volumes of the non-reporting Party to provide the required dara. Such audic shall be cenducted only after reusonable otiée and
during noemal busineds hours in the office of the Party whose records are being audited. All costs ussociuted ‘with such “audit
will be charged to the acevunt of the Parcy failing to provide the required data. : j'-'_ LA
6. PAYMENTS ON PRODUCTION SR

6.1 Euch Pacty taking Gas shall pay or csusc to be paid all peoduction and severunce tuxes due on all volamesiok Gas
accually caken by such Pargy. U

6.2 [J (Alceraative 1 - Entitlements) Each Parcy shall pay or cause o be paid all Royalty duc with. respecr- 1o Ravales

e



66

cequired by auch governmental authority, and che mechod provided for hergin shall be thercby superseded,
7. CASH SETTLEMENTS

7.1 Upon the eatlier of the plugging and abandonment of the lest prodocing interval in che Balaocing Area, the wrmingrion
of the Operating Agreement or any pooling or unit agreement covering the Bulanting Area. ot at any time no Gas is token
from the Bulancing Areu foc a period of twelve (12) consecucive months, any Party may give wrinen notice calling for cash
sectlement of che Gas productinn imbalances among the Pardies. Such notice shall be given to all Pacties in rhe Baluncing Area.

7.2 Within sixcy (60) days after the notice calling for cash serelement under Sectiva 7.1, the Operator will diseeibute 1o each
Parcy & Final Gax Settlement Statemtenc dewiling che quaadity of Overproduction owed by each Overproduced Paccy o euch
Underproduced Party sod identifying the month to which such Overprodection s uttributed, pursuant the
methodulugy set out in Section 7.4.

7.3 0 (Altetnative | - Direcc Party-to-Parcy Setcloment) Within sixty (60) duys uftec receipt of the Final Gus Sertlemert
Statemen:, each Overproduced Party will pay to each Underproduced Party entitied to scredlement che approprisre cash
sectlemnens, sccompanied by sppropriste scvunting detail. At che time of payment, the Overproduced Pagty will nocify the
Operator of che Gas imbalance sceded by the Overproduced Party’s puymen:.

73 (Alternative 2 = Sectlement Through Operator) Within sixey (50) days afrer reccipe of the Final (ias Setrlement
Statement, each Overproduced Party will send its cash serclement, accompanied by appropriaste accounting detail, @ che
Operator. The Oncrator will distribure the monies so received, along with any sectlement owed hy the Opecaror as an
Qveeproduced Party. to esch Underproduced Parry 10 whom settlement is due within ainety (90) days afrer issuance of the
Finaf (jas Settlement Setutement. Jo the event that any Overproduced Party Fails to pay sny sertlement due hereunder, che
Operatot may turn over responsibility for the collecrion of such settlemenr 1o the Parey ro whom it is owed, and cthe Operaror
will huve no further responsibilicy wich regatd co such setlement.

7.3.1 ] (Optioasl - Por use oaly with Section 7.3, Alternative 2 ~ Sertlemens Through Oparator) Any Party shall have
the right at any time upon chirry (30) days’ prior written notice co all ocher Parties 1o demand thar any sectlements due such
Pacty for Overproduction be paid direccly to such Parry by the Overproduced Paccy, racher cthan being psid through the
Operscor. In the event thae an Overproduced Party pays the Opetatar any sums duc ro an Underproduced Parcy ac any time
ufter thirty (30) days following the receipt of the norce provided for herein, the Overproduced Parcy will concinue to be liable
to swch Underproduced Party fot any sums so paid, until payment is actually received by the Underproduced Party.

74 O (Alternstive 1 - Historical Sales Basis) The amcunc of the cash settlemenc will be based on the proceeds
received by che Overprnduced Purty under aa Arm's Lengcth Agreemeoc for the Gas taken from time to time by che
Ovesproduced Party In excess of the Overproduced Parry's Pull Share of Curzent Production. Any Makeup Gas taken by the
Underproduced Party prior to monetary sectlement hereunder will be applicd co offser Overproduction chronologically in the
order of accrual,

74 0 (Alterastive 2 - Most Receat Sales Basis) The amount of the cash sertlement will be based on the peoceeds
received by the Overproduced Party under an Arm's Length Agreement for the volume of Gas that consrituted Overproduction
by the Overproduced Parcy from the Balsncing Ares. For the purpose of implementing che cash setclemenc provision of the
Sccrion 7, un Overpeoduced Party will not be considered o have produced any of an Underproduced Party's share of Gas unul
the Overpraduced Pacty has produced cumulacively afl of its Percenmge Interes: share of che Gas ultimacely produced from rhe
Balancing Ares,

7.5 The values used for calculacing the cash sertlement under Sectivn 7.4 will include all proceeds received for the sale of the
Gss by the Overproduced Party cakulated ac che Balancing Arca, afrer deducting any praduction or scverance taxes paid and any
Royalty acmally paid by the Overproduced Purty to 20 Underproduced Parcy’s Royaky owner(s), to the extent said payments
amounted to ¢ discharge of seid Underproduced Party's Rayaley obligation, us well as any teasonable mackedng, cumpression,
trenting, guthering or cransporeation costs incurred direcely in conagction with the sale of the Oveeproduction

7.5.1 X] (Oprional - For Vulustion Under Percentage of Proceeds Coniracs) For Overpeoduction sold under u gas
purchase concract providing for paymenc based on 2 percentage of the proceeds obrained by che purchaser upon resele of
residuc gos and liquid hydsocusbons extracted ac a3 gas processing plant, the values used for calculating cash secclement will!
include proceeds received by the Overproduced Party for boch the liquid hydrocarbons und the residue gas ateriburabie o the
Overproduction. X

7.5.2 (O (Optional - Valustion for Processed Gas - Option 1) For Overproduction processed for tne account of the
OQvecprodaced Parcy at a gas processing plant for the extracrion of liquid hydcocarbons, the full quantity of the Ovecpraducrion
will be valued for purposes of cash serclement at che prices received by the Overproduced Parry for the sale of che residuc gas
attributable o the Overproduction without regatd o proceeds attribueable to liquid hydrocarbons which may lnve been
extracted trom the Overproduction

752 O (Optional - Valustion for Processed Gas - Optivn 25 For Overproduction processed foc the. aLwnm ‘ot the
Overproduced Parry ar a gas processing planr for the extracrion of liquid hydrocachans, the valuss used for caleulating cash
sectlement will include the proceeds received by the Overproduced Pacty for he sale of the liquid hydrocarbons extraciedt from
the Overproduction, lesy the sctual reasonable costs incucred by the Overproduced Purty to process the Ov rrptodncrlau und o
cransport, fractionare and handle the liquid Fydrocarbons exteucted therefrom prior w sale. st

76 To the extent the Oveeproduced Purty did aoe sell all Overproduction under an Arm's Length Agrecment the cush
cectlernene will be based on the weighted average price reccived by the Overproduced Party for any pas sold from the
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in-kind settlement offer under this Sccrion 7.8 will not delsy the accrual of interest oa che cash sertlement should thc Parcics
fail to reach ogreement on an in-kind sertlement.

798 (Oprionsl - For Balancing Arees Subject to Federal Price Regulstion) Thac porzion of any monses collected by un
Overproduced Party for Overproduction which is subjecr co refund by orders of che Pederal Energy Regularory Commission or
other 80"""“:!“‘1 guthon'ty mny be withheld bY the Overproduccd Purty until such prir:es_ aceé Fully appmved by such
governmental aurhority, unkss the Underproduced Party furnishes 3 curporate underraking, acceptable w the Overpeoduced
Party, agreeing co bold the Overproduced Party harmless from fipaocial loss due to refund orders by such goveramental
authoricy

7100 {Optiona! - Interim Cash Balancing) Ar any time during the term of chis Agreement, any Overpeaduced Parry
may, la its soe discrerion, make cash sectlement(s) with the Underpruduced Purries covering al) or part of its outstanding Gas
imbslance, provided. chac such setclements must be made with all Underprodiced Pacties proporcionatcly based an the relative
imbatances uf the Underproduced Pacties. and provided further that such settlements may not be made mere ofien than once
every rwenty-four (24) months. Such settlements will be calculated in the semc manner previded above for final cash
sculements. The Overpeoduced Party will provide Operator 4 detuiled accouncing of any such cash sceriement within ehiery (30
duys after the sectlement iy made.

8. TESTING

Notwithstaading uay provision of this Agreement to the conerary, any Parry shatl have the righe, from time to time, ©
produce and rake up to one hundred percent (100%) of & well's entice Gas scream: 0 meet the reasonable deliverability rest(s}
required by such Percy’s Gas pucchaser, and the right to take any Makeup Gus shall be subordinate to the righe of any Party o
conduct such teses; provided, however, that such tests shall be conducied in sccordunce with prudent operating pracices only
after thirty (wdl.) days’ prior written notice to the Operawor and shull last no longer than

seven (7 ) days i.nc{udxng prior shut-in time,
9. OPERATING COSTS

Nothiay in chis Agreemenc shall change or affect any Parry’s obligution to pay its proportionste shate of all costs ard
Jiabilicies incurred in operations on of In connection with the Balancing Arca, as its share thereof is ser foreh in the Operacing
Agreemeat, itrespective of whether 20y Party Is ac any time selling and using Gas or whether such sales or use ure in
proportion t its Peccentage Interest in the Balaacing Ares,

10. LIQUIDS

The Parties shall share proportivnstely in and owa all liquid hydrocurbons recoversd with Gas by ficld equipment operated
for the joinc account in uccordance with cheir Percentage Interests io the Balancing Aren.
11, AUDIT RIGHTS

Notwithscanding any provisioa in chis Agreement or any other agreement becween the Parties heceto, and further
potwithstanding any rerminstion or cancelladon of this Agreement, for a period of twe (2) years from the end of the calendar
yeat in which any information to be Furnished under Section 5 or 7 hereof is supplied, any Paccy shali hsve the righe to audit
the tecords of any other Parcy regarding quantity, including bur not limited to information regarding Bru-content
Any Underproduced Party shall have the tight for 2 period of two (2) years from cthe end of the calendar yeur in which any
cash serclemcnt is received pursuant o Section 7 t¢ audit the records of any Overproduced Parcy as o ali matters concerning
values, including but not limited to informarion regarding prices and disposition of Gas from the Balancing Area. Any such
andic shall be conducted at che cxpense of che Party or Partics desiring such audit, and shall be conducted, after rewsonable
notice, ducing normal business houts in the office of the Party whose records sce being udited. Each Parry heretc agrees o
maintgin records as to the volumes and prices of Gas sold euch month and the volumes of Gas used in ies own operations,
alung with the Royslry paid un any such Gas used by a Pacty in its own operacions. The sudit righes pruvided for in this
Section 11 shall be [n addition ro cthose pravided for in Section 3.2 of this Agreement,

12. MISCELLANEOUS

12.1 As beeween the Paccies, in the ovent of uny conflict berween che provisions of this Agreement ind the provisions of
any gus sales coatract, or in the evenc of sny conflict between the provisions of this Agreemenc and the pmvisions of the
Opcrating Agreement, the provisions of chis Agreement shall govern.

12.2 Bach Parry agrees to defend, indemnify xad hold harmiess all orher Pactics from und uguins: 20y and ali ha!\xhty tor
any cluims, which may be asserted by any third party which nuow or hereafter stands in a contracreal reladionship vmh such
indemnifying Party and which arise out of the operation of this Agreement or uny activities of such indemnifying Pmy vrder
the provisions of this Agreement, ond docs further agree to save che ochec Parties harmicss feom all judgments or dnmnge<
sustained a0d costs incurred in connection therewich.

12.3 Excepc as otherwise provided in this Agreement, Operator is authorized to sdminisces the prowstons of this
Agreement, but shall have no lisbility to the other Parties for losses sustained or liability incurced which atise out’ of or in
connection with the performance of Operator’s ducies hereunder. excepr such as may result from Opecatar's gross: neghgencc or
willful misconduct. Operaror shall not be lisble to any Uaderproduced Party for the failure of uny Ovcrpn)duu'd Parey (othel
thun Operstor) tn psy uny amounts owed pursuant to the terms hereof. e

124 This Agreement shall cemaia in Fall farce and effect for as [vag as che Operating Agteemene shall remuain in fosce urd

eftecy us (0 che Balancing Areu, und chereofter until the Gas accounts between the Purties are seecled in full,- ant?“ﬂraﬁ urc to -

the bencfit of and be binding upon ihe Purties hecets, and their cespective heirs, successors, legal - representstives
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12.7 1mis Agreement shall bind che Parties in accordance wirh the provisions hereof, and aoching herein shall be coascrued
or interpreted ay creuting any rights in uny person or entity not a signatory hereto, or as being a spulation in favor of uay
such person or cntity.

12.8 If contemporaneously wich this Agrecment becoming effective, or thereafrer, any Parzy requeses chae any other Parey
execute an sppropriate memorandum or notice of this Agreement in order to give chird parcies notice of record of same and
submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Purty to which such
request is made and delivered prompely thereafcer co the Parcy making the request. Upon receipe, the Parey making the request
shall cause the memorsndum or notice to be duly recorded in the appropriate real pcoperty or orher records affecting che
Balancing Area, See 14. 3

als us i such Pany weyre

Pamcs. ¢ach Parcy sgrees wo compute md report income o the Internal Revenue Servi

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject co the provisions of Scctions 13.2 (if elected) and 13.3 heveof, and notwichstanding anything in this Agreernenc
ot in the Operuting Agreemenc to the concracy, if any Party assigns (iocluding any sale, exchange or ather transfer) uny of ity
working intcrese in the Balancing Ares whea such Party is an Undesproduced or Overproduced Parcy, the assignment or other
act of transfer shall, Insofar as the Parties hereto are concerned, include all interest of the ussigning or transferring Party in the
Gas. all rights to reecive or obligucions to provide or take Makeup Gas and all rights to receive or cbligations to make any
monetary payment which may ulcimately be duc hereunder, ax upplicable. Operator and each of che other Parties hercto shall
thereafrer treut the assignment z2ocordingly. and the assigning or transferring Parry shall ook solely w its ussignee or ather
transferee for any inrerest in the Gus or monetacy payment that such Parcy may have or to which it may be entidled, acd shull
cause ics assignee ot other craniferee to assume its oblipations hereunder,

1320 {Optional - Cash Sertlement Upon Assigament) Nowwichstanding anything in chis Agrecmery (including but naur
limited to the provisions of Section (3,1 hereof) or in the Operating Agreemene to the contrury, and subject o the provisions
of Scction (3.3 hereof, in the event an Overproduced Parvy intends ro sell, assign, exchange oc otherwise transfer vay of ics
interest in 3 Balancing Arca, such Overproduced Patty shall nocify in writing che other working inccrese owners who ace

Parties hereto in such Balancing Area of such facr ar least { ) days prior to closing the
transaction.  Thereafter, sny Underproduced Party may demand from such Overproduced Party in writing, within
¢ ) days after receipr of the Overproduced Party's notice, a cash setdement of its

Underproduction from che Balancing Ares, The Operatoc shall be notified of any such demaod and of say cash sectlement
pursuant o chis Secrion 13, and the Overproduction and Underproduction of each Pacey shal) be adjusced sixordingly. Any cash
serdemear pursuant co chis Sectian 13 shall be paid by the Overproduced Party on or before che earlier 10 occur (1) of sixzy (60)
days ufeer receipt of the Underproduccd Parcy’s demand or (ii) at the closing of the transaction ia which the Overproduced
Party sclls, assigns, exchanges or otherwise tansfers ics interest in a Balancing Area on the same basis us otherwise set forch in
Sections 7.3 through 7.6 herenf, and shall bear incerest ac the rate sec forth in Section 7.7 hercof, beginning sixry (60} days
after the Ovecproduced Party's sake, assignment, exchange or trunsfer of its interese in the Balancing Area for any amcunis not
paid. Provided. however, if any Underproduced Party does noc so demand such cash settlemeat of its Undecproduction from che
Bslancing Areca, mxch Underproduced Party shall look exclusively o the assignee or ocher successor in interest of the
Overproduced Party giving notice hereunder for the sutisfaction of such Underproduced Party's Underproduction in accordarnie
with the provisions of Section 13.1 hereof,

13.3 The pruvisiuns of this Section 13 shall not be applicable in the event any Party mortgages ics intersse or disposes of its
interest by mecger, reorganization, consalidation or sale of substantiully all of its ussets to u subsidiacy oe parent compayy, ot 1o
any compuny in which any parent or subsidiaty of such Party owns a majoriry of the scock of such company.

14. OTHER PROVISIONS

¢

See attachment,
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Operator shall notify all other Parties. If Parties concur with the recoverable reserve
estimate, said Overproduced Party shall be prohibited from selling gas until the
Overproduced Party is back in balance. If the Parties cannot agree on the remaining
recoverable reserves, the Operator shall retain an independent reservoir engineer,
experienced and competent in the geographical areas of the well(s) in question, to
compute the reserves. Its decision shall be final. Costs incurred by the independent
engineer shall be borne by the Parties hereto.

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

(CGCRAN
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Counry of )

This instrument was acknowledged before me on

by
(Seal, if nng;)
Tizle (and Rank?
My commission expircs:
Acknowledgment in representative cupucity:
Stace of )
) S8
Councy of )
Thix inscrument was scknowledged before me on
by as

of

{Seal, if uny)

Title (and Rank)

My comumission expires:
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Exploration and Production
3300 North “A" Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

November 12, 1999
CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Ms. Carla Wood FAX (405) 552-8113
Devon Energy Corporation

20 North Broadway, Suite 1500

Oklahoma City, OK 73102-8260

RE: Logan Draw “30” Federal Com. #1 Well
1,650° FNL and 660’ FEL of Section 30,
T-17-S,R-27-E
Eddy County, New Mexico
Logan Draw Prospect

Dear Carla:

Enclosed herewith please find Nearburg Producing Company’s AFE for the drilling of the captioned well.
Nearburg Exploration Company, L.L.C. (NEC) hereby proposes a well at the captioned location to be drilled
to a depth of approximately 9,500’ sufficient to test the Morrow formation.

Devon Energy Corporation owns a working interest in the N/2 of the Section 30 proration unit established for
the well and we invite Devon to participate in the well with Nearburg Producing Company as the operator. If
you elect to participate, please execute and return one (1) copy of the enclosed AFE. We will be preparing
and forwarding for your approval and execution a Joint Operating Agreement covering the N/2 of said
Section 30. If you have any questions, please feel free to contact the undersigned. We appreciate your
cooperation in this regard. "

P 497 3L9 79L

Very truly yours, .
p e - US Pastal Sarvica
Bot- A 07 Aaca Daocd 30 L0
% SENDER: i i
. (] . . , ) | also wish to receive the
Bob Shelton | 2 :Wcmpm: Ao 3 raor 2 tor ackiional services. following services (for an
Land or I § -;ﬁrrét‘);ournameandaddressonttwreverseo(mis form so that we can retum this | exira fee):
Manag ‘@ -Ammbﬂnmmﬁmtdmmailpiece,oronmebad(ifspacedoesnot 1.1 Addressee’s Address
| g pome
| tite *Retum Receipt mailpiece - 2. ] Restricted Deli
BS/dw 1 8 :Thg?’!emerﬁlgaceipt ol sow 15 o the ol s Samversq St tho dose Consult postmast fe l\r'ery
encl. 'S " dolvered. nsult postmaster for fee.
] g 3. Article Addressed to: 4a, Apicle Number
|2\ Carta Wood Se‘/q77 369 29¢
= . . 4b. Service Type
| E Corporation ) .
'8 Devonningrﬁyadway Suite 1500 O Registered Certified
| - 20 No City OK’ 73102-8260 [J Express Mpil Insured
Oklahoma L1y, [ Retum Recept for Mgrchapdise (1 COD
\ 7. Date of Delivey / —_ / S
! 8. Addressee's Iddre;{s (Only if requested
" and fee is paid)
l's ™
| 2
i L leceipt

Nearburg Producing Company OQ \’LC) 7 7 4 ,1/\/

Thank you for using Return Receipt Service.
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Nearburg Producing Company

Page 10of2
Exploration snd Production
Dallss, Texas
AUTHORITY FOR EXPENDITURE
LEASE: Logan Draw 30 WELL NUMBER: 1 PBTD: 9,300
LOCATION: 1,6850' FNL & 860’ FEL, Section 30, T17S, R27E, Eddy County NM
FIELD: Logan Draw Morrow EXPLORATORY,DEVELOPMENT,WORKOVER: E
DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer. :
DATE PREPARED: 11/12/99 EST. START DATE: EST. COMPLETION DATE:
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:
OSTS: TO CSG PT TOTAL WELL
Drilling Footage 9,300 Ft @ 16.00 $/Ft 157,728 157,728
Drilling Daywork 2 2 5,400 $/day 11,448 22,896
Drilling Turnkey 0 0
Rig Mobilization and Demobilization 0 0
Road & Location Expense 16,695 18,816
Damages 2,600 2,500
Directional Drilling - Tools and Service 0 0
Drilling Fluids 26,600 | 26,500 |
Fuel, Power, and Water 10,600 10,600
Supplies - Bits 0 795
Supplies - Casing Equipment 1,007 4,717
Supplies - Liner Equipment 0 0
Supplies - Miscellaneous 0 0
Cement and Cmt. Services - Surface Csg 10,600 10,600
Cement and Cmt. Services - Int. Csg ol 0
Cement and Cmt. Services - Prod. Csg 0 21,200
Cement and Cmt. Services - Other 0 0
Rental - Drilling Tools and Equipment 0 0
Rental - Misc. 8,660 11,740
Testing - Drill Stem / Production 4,770 7,420
Open Hole Logging 31,800 31,800
Mudlogging Services 9,640 9,640
Special Services 0 0
Plug and Abandon 12,000 0
Pulling and/or Swabbing Unit 0 15,264
Reverse Equipment 0 5,300
Wireline Services 0 19,080
Stimulation 0 12,720
Pump / Vacuum Truck Services 0 6,076 |.
Transportation 0 2,650
Tubular Goods - Inspection & Testing 1,961 | 7,261
Unclassified 530 530
Telephone and Radio Expense 796 1,113
Engineer / Geologist / Landman 22,500 | 26,600
Company Labor - Field Supervision 13,250 19,750
Contract Labor / Roustabout 1,690 11,130
Legal and Professional Service 5,000 5,000
Insurance 4,998 4,998
Overhead s : 7,000 ;i H 10,600
SUBTOTAL 361,371 122,350 483,721
Contingencies (10%) 36,137 12,236 48,872
ESTIMATED TOTAL INTANGIBLES 897,608 184,685 532,098




Page 2 of 2
fon and Production
Datre.. Texas
AUTHORITY FOR EXPENDITURE '
LEASE: Logan Draw 30 WELL NUMBER: 1 PBTD: 9,300
LOCATION: 1,650' FNL & 660" FEL, Section 30, T17S, R27E, Eddy County NM
FIELD: Logan Draw Morrow EXPLORATORY,DEVELOPMENT, WORKOVER: E
DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer.
0
DATE PREPARED: 11/12/99 EST. START DATE: EST. COMPLETION DATE:
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

GIB, 3 TO CSG PT COMPLETION; TOTAL WELL
Conductor Casing OFt@ 0.00 $/Ft 0 0 0
Surface Cag - 1,600 Ft@ 12.00 $/Ft 18,000 0 18,000
Intermediate Csg OFt@ 0.00 $/Ft 0 0 0
Protection Csg O0Ft@e 0.00 $/Ft 0] 0 0
Production Csg 9,300 Ft@ 8.00 $/Ft 0 74,400 74,400
Protection Liner 0 Ft@ 0.00 $/Ft 0 0 0
Production Liner 0 Ft@ 0.00 §/Ft 0 0 0
Tubing 9,100 Ft@ 3.25 $/Ft 0 29,676 29,676
Rods 0 Ft@ 0.00 $/Ft 0 0 0
Artificial Lift Equipment 0 0 0
Tank Battery 0 10,600 10,600
Separators/Heater Treater/Gas Unita/FWKO 0 12,720 12,720
* Well Head Equipment & Christmas Tree 2,000 | 11,500 18,600
Subsurface Well Equipment 0 6,148 6,148
Flow Lines 0 13,250 13,260
Saltwater Disposal Pump 0 0 0
Gas Meter 0 1,484 1,484
Lact Unit 0 0 0
'Vapor Recovery Unit 0 0 0
Other Well Equipment 0 0 0
ROW and Damages 0 0 01.
Surface Equipment Installation Costs 0 9,640 9,640
Elect. Installation 0 0 0
ESTIMATED TOTAL TANGIBLES 20,000 169,217 189,217
ESTIMATED TOTAL WELL COSTS 417,608 308,802 721,310

THIS AFE 1S ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

NPCAPPROVAL:
PREPARED BY: BMW__ "3\~ 11/12/99
REVIEWED BY: TRM
APPROVED BY:
APPROVED BY:
WI APPROVAL: COMPANY Devon Energy Corpozation
BY
TITLE

DATE




Nearburg Praduc?hg Company
Exploration and Production

facsimile transmittal

t: Colos (Doocl A
From: Mm\/&«) Date: ”“ D"??

L'L (including cover)

Re: ' Pages:

O Urgent O For Review [1 Please Comment [ Please Reply

Confidentiality Note: The information contained In this facsimile message is legally privileged and confidential information
intended for the use of the individual or entity named above. If the reader of this message is not the intended recipient, you
are hereby notified that any dissemination, distribution or copy of this transmittal is strictly prohibited. If you have received
this telecopy in error, please notify us by telephone immediately. THANK YOU(

G4004000000066040600000000000400000040090¢
3300 N. “A” Street, Bldg. 2, Ste., 120; Midland, TX, 79705, USA
Tol (017) 916 686 8235 Fax (017) 9165 686 7806
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Exploration and Production
Dallas, Texas

AUTHORITY FOR EXPENDITURE
LEASE: Logan Draw 30 WELL NUMBER: 1 PBTD: 9,300
LOCATION: 1,660' FNL & 660' FEL, Section 30, T17S, R27E, Eddy County NM
FIELD: Logen Draw Morrow EXPLORATORY,DEVELOPMENT,WORKOVER: E
DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer.
DATE PREPARED: 11/12/99 EST. START DATE: EST. COMPLETION DATE:
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:
INTANGIBLE COSTS: TO CSG PT TOTAL WELL
Drilling Footage 9,300 Ft @ 16.00 $/Ft 167,728 157,728
Drilling Daywork 2 2 5,400 $/day 11,448 22,896
Drilling Turnkey 0 0
Rig Mobilization and Demobilization 0 0
Road & Location Expense 16,695 18,815
Damages 2,600 2,600
Directional Drilling - Tools and Service 0 0
Drilling Fluids 26,600 | 26,600
Fuel, Power, and Water 10,600 10,600
Supplies - Bits 0 796
Supplies - Casing Equipment 1,007 4,717
Supplies - Liner Equipment 0 0
Supplies - Miscellaneous 0 0
Cement and Cmt. Services - Surface Csg 10,600 10,600
Cement and Cmt. Services - Int. Csg o} 0
Cement and Cmt. Services - Prod. Csg 0 21,200
Cement and Cmt. Services - Other » 0 0
Rental - Drilling Tools and Equipment 0 0
Rental - Misc. 8,660 11,740
Testing - Drill Stem / Production 4,770 7,420
Open Hole Logging 31,800 81,800
Mudlogging Services 9,540 9,540
Special Services 0 0
Plug and Abandon 12,000 0
Pulling and/or Swabbing Unit 0 15,264
Reverse Equipment 0 5,300
Wireline Services 0 19,080
Stimulation 0 12,720
Pump / Vacuum Truck Services 0 8,076
Transportation 0 2,650
Tubular Goods - Inspection & Testing 1,961 7,261
Unclassified 530 | 530
Telephone and Radio Expense 796 1,118
Engineer / Geologist / Landman 22,600 26,600
Company Labor - Field Supervision 13,250 19,760
Contract Labor / Roustabout 1,690 11,130
Legal and Professional Service 5,000 5,000
Insurance 4,998 4,998
Overhead 7,000 10,600
SUBTOTAL 361,371 483,721
Contingencies (10%) 86,137 48,372
ESTIMATED TOTAL INTANGIBLES 397,608 184,685 532,098




Nearburg Producing Company

Exploration snd Production
Dallas, Texas

LEASE: Logan Draw 30

LOCATION: 1,650' FNL & 660’ FEL, Section 30, T17S, R27E, Eddy County NM

FIELD: Logan Draw Morrow

DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer.

0
DATE PREPARED: 11/12/99

ACCOUNTING WELL NUMBER:

COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE COSTS:
Conductor Casing OFt@
Surface Csg - 1,600 Ft@
Intermediate Csg OFt@
Protection Csg OFt@
Production Csg 9,300 Ft@
Protection Liner 0 Ft@
Production Liner 0 Ft@
Tubing 9,100 Ft@
Rods 0 Ft@
Artificial Lift Equipment
Tank Battery

Subsurface Well Equipment
Flow Lines

Saltwater Disposal Pump
Gas Meter

Lact Unit

Vapor Recovery Unit

Other Well Equipment
ROW and Damages

Elect. Installation

0.00 $/Ft
12.00 $/Ft
0.00 $/Ft
0.00 $/Ft
8.00 $/Ft
0.00 $/Ft
0.00 $/Ft
3.25 $/Ft
0.00 $/Ft

Separators/Heater Treater/Gas Unita/FWKO
* Well Head Equipment & Christmas Tree

Surface Equipment Installation Costs

ESTIMATED TOTAL TANGIBLES

Page 20f2
AUTHORITY FOR EXPENDITURE
WELL NUMBER: 1 PBTD: 9,300
EXPLORATORY,DEVELOPMENT  WORKOVER: E
EST. START DATE: EST. COMPLETION DATE:
TO CSGPT TOTAL WELL
0 0
18,000 18,000
0 0
0] 0
0 74,400
0 0
0] 0
0 29,676
0 0
0 0
0 10,800
0 12,720
2,000 | 18,500
0 6,148
0 13,250
0] 0
0 1,484
0 0
| o] 0
0 0
0 0
0 9,640
0 0
20,000 169,217 189,217
417,608 303,802 721,810

ESTIMATED TOTAL WELL COSTS

THIS AFE IS ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

NPCADPROV

PREPARED BY BMW RN

REVIEWED BY: TRM

APPROVED BY:

APPROVED BY:

WI APPROVAL: COMPANY
BY
TITLE

DATE
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[Transmit]
Mo. Location Mode Start Time Page Result Note
003 6836348 _ NORMAL 11711 10:23 0’35" 1 %0k
004 NEARBURG DALLAS NORMAL 11711 12:20 1'20" 3 % 0K
005 NEARBURG DALLAS NORMAL 1111 14:20 0'33" 1 * 0K
006 6831166 NORMAL 1111 16:10 1°'08" 3 * 0K
007 NEARBURG DALLAS NORMAL 1111 16:52 2'04" 4 * 0K
001 NERRBURG, MARK NORMAL 11712 9:40 2’S?" 6 % 0K
002 NEARBURG DALLAS NORMAL 11712 11:40 1'05" 1 * 0K
003 NEARBURG DALLAS NORMAL 11712 12:18 0'30" 1 *x 0K
004 14055528113 NORMAL 11,12 16:23 2’10 4 * QK
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No. Location Mode Start Time Page Result Note
002 EnhancedFax NORMAL 1111 10:S5 0'47" 1 * 0K
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A" Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

November 15, 1999

Ms. Carla D. Wood

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102

RE: Section 30: N/2, T-17-S, R-27-E
1,650’ FNL and 660° FEL
Eddy County, New Mexico
Logan Draw Prospect

Dear Ms. Wood:

[P _;,_-»..t/ ———

oe 4o Ko

Enclosed please find a revised Page 4 and revised Exhibit “A” to the Joint Operating Agreement dated April
15, 1999. .Please return the executed and notarized pages on behalf of Devon Energy Corporation to the

attention of the undersigned at your earliest convenience.

The Authority for Expenditure was sent to you regarding this revised location on November 12, 1999,

’

Should you have any questions, please do not hesitate to contact Bob Shelton or Chip Barker at the letterhead

phone number.

Very truly yours,

DeeDee Walton
Land Secretary

DW/
encl.
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3300 Noﬂh ‘A St eef

Btlli/ding.?, Suite 12p
Midjang, Texas 79705
915/6‘86-8235

Fax 915/686. 7806

November 18, 199¢

é)evon Energy Corporation
0 North Broadway, Suite 1500

ahoma City, oK 73102-8260

T-l 7-S’ R_27 E o Secﬁon 30
County, New M
-[‘)E;all I:QVV I)r‘,sxaex:tCDKIC()
Dear Caria
Pursuant 1o
; my letter of N,
ggf his oy Sreement m;vnegmtg:r 2. 1999, enclosed hereriy please f;
alone - 2BTECment includes whay Wsep::m§ Hnit for the Logan Dray, «3 0 nd Nearburg Producing ¢, ,
8 with Nearburg Expjorg: lieve to be ¢q = Federal Com #1 well mpany’s
Section 30, *ploration Company, 1.1 e oIPAION percentages of Negpne. | (G35 Rote
’ % the owner of the Ieasehol: in:mﬂmrg 2nd Devon,
If Devon 4 crest of the N/2 of
BTees to partici , : 0
the AFE enclosed wigh c.rorc 10 the well ,
osed . as pro
Exhibit o With said letter along y; thpthg;zza l:llul;ly November 12% jyse, please o
PAEES 10 the angingpg P 25 SXeCute and return
N”rb"fg has severz] 1 ‘

s being urif '
e oZber 31, 1999 if e cop g o0 2 He Present time ang e o P 497 3,9 794

‘;ll(zsti()lls, IJICHIS!E i%x:] 1i1:c¢t() !;f:t an )

i _ .
contact the undem_gn;;electmn for partic :
Very truly yours, L 3raint far et o xa e

i . Ra
(ogsr Draw 30" f=d. dopn %/
SENDE Reiniumstun . wish to receive the

0

ton
I-‘!ll(! 1\1}]1];]2;(:r
BS/dw
encl

is @m completed on the reverse side?

n Complete tems 1 and/or 2 for additional services.
u Complete items 3, 4a, and 4b.

w Print your name and address on the reverse of this form so that we can retumn this
cardtom. . E!‘
= Attach form 1o the tront of the mailpiecs, or on the back i spa« 38s not

= Write “Retum Receipt Requested” on the maiipiece below the articie number.
= The Retum Receipt will show to whom the article was delivered'and the date
delivered.

following services (for an
extra fee):

1.0 Addressee's Address
2.[] Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:

l'llIIIl"llll""llIllll"ll'lll'l'l"ll"ll
Ms. Carla Wood

Devon Energy Corporation

20 North Broadway, Suite 1500
Oklahoma City, OK 73102-8260

4a. Adticie Number

 PY97302794

4b. Service Type .
[ Registered )Z‘fertiﬁed
£ tnsured

S}xpress Mail
Retum Receipt for Merchandise [ COD

7. Date ofyi? 7 2’/
-—

5. Received By: (Print Name)

N

8. Addresee’ Address (Only if requested
and fee is paid)

Agent) A

AL

7 Sigriature: (Addressee

Thank you for using Return Receipt Service.

PS Fofm 3811, December 1994

125959880220  Domestic Return Receipt
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OPERATING AGREEMENT

DATED

November 12 ) 99

y 19 .,

NEARBURG PRODUCING COMPANY
OPERATOR P

1 _17~ —27~
CONTRACT AREA N/2 Section 30, T-17-S, R-27-~E
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LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Nearburg Producing Company

hercinafter designated and
referred to as **Operator”’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as ‘‘Non-Operator®’, and collectively ss *‘Non-Operators’’,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases andlor oil and gas interests in the land identified in
Exhibit **A"’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of ofl and gas to the extent and as hereinalter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

As used in this sgreement, the following words and terms shall have the meanings here ascribed to l.bem.

A. The term *’oil and gas** shall mean oil, gu.aslnghudgu.gumndenste.undaﬂothsﬂqnldorpmhydmwbou
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated,

B. The terms “‘oil and .gas lease’, *‘lease” and *‘leasehold’’ shall mean the oll and gas leases covering tracts of hnd
lying within the Contract Area which are owned by the parties to this sgreement.

C. The term “‘oil and gss interests® shall mean unleased fee and mineral interests in tracts of land lylng within the
Contract Ares which are owned by partles to this agreement.

D. The term “‘Contract Area”’ shall mean all of the lands, oil andguluseholdinmmmdoﬂmdpshumhmdedwbe
developed and operated for ol and gas purposes under this sgreement, Such lands, oil and gas leasehold interests sad oll and gas Interésts
are described in Exhibit A",

E. The term ‘‘drilling unit’* shall mean the ares fixed for the drilling of coe well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or arder, a drilling unit shall be the drilling unit as establish-
ed by the pattem of drilling in the Contract Area or as fixed by express agreement of the Drilling Partles.

F. The term “drilisite’ shall mesn the ofl and gas lease or interest on which a proposed well is to be located,

G. The terms **Drilling Party"* and **Consenting Party”" shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H, The terms “‘Non-Drilling Party"* and ‘‘Non-Consenting Party'® shall mesn a party who elects not to participate

in a proposed operation,

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 11,
EBXHIBITS

The lollowing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereok;

A. Exhibit “A*, shall include the following information:

(1) Identification of lands subject to this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

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

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

(5) Addresses of parties for notice purposes.
@ B. Exhibit **B*", Form of Lease.
B C. Exhibit **C", Accounting Procedure.
{8 D. Bxhibit “D"’, Insurance. ¢
@ B. Bxhibit “B", Gas Balancing Agreement. /Notice of Joint Operating Agreement Lien, Security

B3 F. Exhibit ““F"', Non-Diseriminstion-snd Cestifieation-of-MNon-Segrepated -Facilities. Interests and Financial Stat:ement

B~-6:-Bxhibit-4*G*“Fax-Partnership- There is no Exhibit "“G" to this agreement.
If any provision of any exhibit, except Exhibits “‘E" and “G'', is inconsistent with any provision contained in i body
of this sgreement, the provisions in the body of this agreement shall prevail. 4 ’
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ARTICLE III,
INTERESTS OF PARTIES

A. OIl and Gas Interests:

Ifmyfmtyownsmoilmdxas intesest in the Contract Area, that interest shall be treated for all purposes of this agreement - ‘
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B'*, snd the owner theseof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee themmdu‘ )

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and Liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit ‘A", In the same manner, the parties shall also own all production of oil and gas from the Coatract Area subject to the
payment of royaltiessorthesextenteok_due_on each party's share of _which shall be bome us herelnafier set focth.

production

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, o
cause to be psid or delivered, to the extent of its interest in such production, the soyslty amount stipulated hereinsbove and shall hold the
other parties free from any liability therefor, No party shall ever be responsible, however, on & price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other pasty’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price.

Nothing contained in this Article 111B, shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, -
overriding royaity, production psyment or other burden on production in excess of the amount stipulated in Article ILB., such party so
burdened shall assume and slone bear all such excess obligations and shall indemnify and hold the other partles heseto harmless from any
and all claims and demands for payment ssserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
sttributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A"’, oc
was not disclosed in writing to all other parties prior to the execution of this agreement by all partles, or is not 8 jointly acknowledged and -
sccepted obligation of all parties (any such interest being hercinafter referred 10 as *‘subsequently created Interest™ irrespective of the
timing of its crestion and the party out of whose working interest the subsequently created interest is derived being l‘mdna{ter referred
to as ‘‘burdened party”"), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest andfor the production attributable thereto, sald other party, or parties, shall receive ssid assignment andfor
production free and clear of said subsequently created interest and the burdened party shall indemnify and save sald other pasty,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Asticle VILB, shall be
enforceable against the subsequently created interest in the same manner as they are enforceable sgainst the working Interest of

the burdened party.
ARTICLE IV. ‘
TITLES
A. Title Examination:
Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling op - ,} or, if

the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, o plinaed to lndud-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, ro'nlty
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases as (r Bl and
ges interests to the drillsite, or to be included in such drilling unit, shall furnish to Opentornlllbmmandudin‘leduﬂ “*” status
reports), title opinions, title pspers and curative material in its possession [ree of charge. All such informatloa not in the pe nofor -
made available to Operator by the parties, but necessary for the examination of the tilé, shall be obtained by Operatos..Opd "ﬁ shall
cause title to be examined by attorneys on its staff or by outside attorneys. Coples of all title opinicas shall be furpihed W Y party
hereto. The cost incurred by Operator In this title program shall be borne as follows: 3 jp
art-obthe-sdministrative-oueshesdas peax L’rui“ym
acapt whon aribicisad o wtiog b' )

Aparst an Aesiutat of Peadoase Londnan |
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ARTICLE IV
continued

B Option No. 2: Costs incurred by Operator In procuring abstracts and fees pald ocutside attorneys for title exsmlinatlon
(including preliminary, supplemental, shut-in gas royalty opinions and divislon order title oplnlons) shall be bocne by the Drilling Pastles
in the proportion that the interest of each Drilling Party bears to the total Interest of all Drilling Parties as such interests sppear in Ex-
hibit **A**, Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spscing or pooling ocders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been sccepted by all of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in &
reduction of interest from that shown on Exhibit **A", the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which scquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(2) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretolore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by resson of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basls, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Coatract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of sny interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the pasty o pasties
who bore the costs which are 30 refunded;

(¢) Any liability to sccount to & third party for prior production of ol and gas which arises by reason of title failure shall be
borne by the party or parties whose title fsiled in the same proportions in which they shared in such prlor production; and,

(0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
chimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in

connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shutdn well
payment, minimum royalty or royalty psyment, is not paid or is erroneously paid, and a3 a result a lesse or interest thereln terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which scquisition will not be subject to Article VIILB,, the interests of the parties shall be revised on an screage basls, effective as of the -
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on sn acreage basis, for the development and operating costs theretofoce pald on account of such interest, &t
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

() Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, oo an acreage basls,
up to the amount of unrecovered costs; '

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acresge basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells therealter drilled) which, in the sbience of such lease
terminstion, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, )

{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who s, oc becomes, theowwof b
lost, for the privilege of pacticipating in the Contract Area or becoming a party to this agreement. . i

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1, and IV.B.2, sbove, shall be jo
and shall be borne by by all parties in proportion to their interests, There shall be no readjustment of interests in the remalining i

the Contract Ares. ,
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and shall thereafter continue the drilling of the well with due diligence to
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ARTICLE V.
OPERATOR

A, Designation and Responsibilities of Operator:

Nearburg Producing Company shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Ares as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such ss may result from gross
negligence or willful misconduct. .

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

1, Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
1f Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit ‘‘A’* remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an eaclier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operaror shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the afficmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Bxhibit *'A’’; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning & majority interest based
on ownership as shown on Bxhibit ‘*A’* remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

- D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall nct exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations ace commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initial Well:
May A be authorized to

IXXXX :
On or before the. lst day of . 300X, Operator shnll/commence the drilling of a well for
oil and gas at the following locstion:

1,650" FNL and 660' FEL of Section 30 ‘
T-17-S, R-27-E, Eddy County, New Mexico

a depth of 9,300' or sufficient in Operator's
opinion to test the Morrow formation,

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impracks
countered at & lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. -
&

Operator shall make reasonable tests of all formations encountered during drilling which give indication é &

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fs» ] At

event Operator shall be required to test only the formation or formations to which this agreement may apply. _.E;' mat i
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ARTICLE VI
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and sbandon the
well as a dry hole, the provisions of Article VI1,E.1. shall thereafter apply.

B. Subsequent Operatioas:

1. Proposed Operations: Should sny party hereto desire to drill any well on the Contract Ares other than the well provided
for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the jolnt expense of all parties or s well jointly owned by all
the parties and not then producing in paying quantitles, the party desiring to drill, rework, deepen or plug back such & well shall give the
other parties written notlce of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion snd the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the propossd operation, If a drill-
ing rig is on location, notice of 2 propossl to rework, plug back or drill deeper may be given by telephone snd the response period shall be .
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legsl holidays. Failure of a party recelving such notice to reply within
the period sbove fixed shall constitute an election by that party not to participate in the cost of the propased operation. Any notice o
response given by telephone shall be promptly confirmed In writing,

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days alter expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig Is on loca
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of al par-
ties hereto; provided, however, sald commencement date may be extended upon written notice of same by Operator to the other pastles,
for a period of up to thirty (30) sdditiona! days if, in the sole opinion of Operator, such additionsl time Is reasonsbly necessary to cbtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title spproval or scceptance, Notwithstanding the force majeure provisions of Article XI, if the
actusl operstion has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made, .

2, Operations by Less than All Parties: If any party receiving such notice as provided in Article VILB.1, or VILD.1. (Option’
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party oc pasties -
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days sfier the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the focty-eight (48) hour period when a dellling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
s Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opers-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with all terms and con-

ditions of this agreement,

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the spplicsble
notice period, shall advise the Consenting Parties of the total interest of the parties spproving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within focty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit ‘A" or (b) carry its proportionate part of Non-Consenting Parties® interests, and
failure to advise the proposing party shall be deemed an election under (z). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The: proposing party,
8t its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such dacision,

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to besr ssme under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Coa f‘f Partles.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatick?
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at thelr sole co

.s-
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ARTICLEVI
continued

snd the 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 of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Pactles
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Partles,:
and the Consenting Parties shall own and be entitled to receive, in proportion to thelr respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of mcfe e ﬁ ydgaxshense, cskulated st the well, oc
market value thereof if such share is not sold, (after deducting production taxes, Axcise errlding royslty and other in-
terests not excepted by Article IILD, 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: '

2002
(a) 300% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the welthead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until esch such Noa-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Noa-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargesble to such Noa-Consenting

Party had it participated in the well from the beginning of the operations; and

®) —200_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C., and _500_% of that portion of the cost of newly acquired equip-
ment in the well (to and includmg the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An election not to participate in the drilling or the deepening of & well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereol, to which the initis! Noa-Consent election spplied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account, Any such
reworking or plugging back operstion conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein, If
such & reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB, shall besp-
plicable ss between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's ?n'e o‘i
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, sev SEY ﬁm‘
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consentmg Party’s share of production not excepted by Ar-

ticle ITL.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; snd upon
sbandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip- -
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations foe the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and coanected to the well, snd an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the wen for production; oc, at its

option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of moathly bill- .

ings. Esch month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs snd lisbilitles in-
curred in the operstion of the well, together with a statement of the quantity of oil and gas produced from it and the amount afhroceed

realized from the sale of the well’s working interest production during the preceding month, In determining the quantity.of _' :
produced during sny month, Consenting Parties shall use industry accepted methods such as, but not Jimited to, metering ¢gip
well tests, Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such
which would have been owned by 2 Non-Consentmg Party had it participated therein shall be credited against the total uace L

sbove provided; and if there is a credit balance, it shall be paid to such NonConseming Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for Mg
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Noa-
Consenting Party'shall own the same interest in such well, the material and equipment in or pertalning thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, rewocking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its propoctionate part of the fusther costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed In or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Asticle VLA,
except (2) 23 to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole o, if initlslly completed for pro-
duction, ceases to produce in paying quantities,

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thercof furnished to the partles, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such s well shall be charged and boene as part of the drilling or deepen-
ing operation just completed, Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement s to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal Is subsequently
withdrawn because of insufficlent pacticipation, such stand-by costs shall be allocated between the Consenting Pacties in the proportion
esch Consenting Party’s interest as shown on Exhibit A"’ bears to the total interest as shown on Exhibit **A"* of all Consenting Par~

ties.

4. Sidetracking: Bxcept as hereinafter provided, those provisions of this agreement applicable to & “‘deepening* operation shall
also be applicable to any proposs! to directionally contro! and intentionally deviate a well from vertical 50 as to change the bottom hole
location (herein called “‘sidetracking’’), unless done to straighten the hole or to drill around junk In the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operatioa that does not owa an interest in the
sffected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operstion) of the value of that portion of the existing well boce to be utilized us follows: .

{a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the sctual costs incurred In
the initial drilling of the well down to the depth at which the sidetracking operation is initisted.

(b) If the proposal is for sidetracking s well which has previously produced, reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation Is initiated, determined in accordance with the
provisions of Bxhibit **C*’, less the estimated cost of salvaging and the estimated cost of plugging and abandoaing.

In the event that notice for s sidetracking operation is given while the drilling rig to be utilized Is oa location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, However, any pasty may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basls in the proportion each glecting '
ty"s interest as shown on Exhibit **A"* bears to the total interest as shown on Exhibit *“A"* of all the electing pmis. In glf-other in-
stances the response period to & proposal for sidetracking shall be limited to thirty (30) days. iy

C. TAKING PRODUCTION IN KIND: )
have the right to
Bach party shall/uke in kind or separately dispose of its proportionate share of all oil and gas produced
exclusive of production which may be used in development and producing operations and in preparing and
marketing purposes and production unavoidably lost. Any extra expenditure incurred In the taking in kind or sep
party of its proportionate share of the production shall be borne by such party. Any party taking its share of prod:
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ARTICLE VI
continued

required to pay for only its proportionate share of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contructs as may be nccessury for the ssle of its Intesust In production from
the Contract Area, and, except as provided in Article VILB., shall be entitled to recelve payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate shase of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owalng it, but ot
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party st the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, o separately dispose of, its share of all oll not previously
delivered to a purchaser, Any purchase o sale by Operator of any other party’s share of oil shall be caly for such reasoaable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but In no event for a period in excess
of one (1) year,

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines andfor
deliveries which on » day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be sllocated to it, the balancing or sccounting between the respective accounts of the parties shall be In accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit **E", oc is a separate agreement,

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operatioas,
and shall have sccess at reasonable times to Information pertaining to the development or operation thereof, including Operator's books
and records relating thereto, Operator, upon request, shall furnish each of the other parties with coples of all forms or reports filed with
governmental sgencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock ca hand at the fisst of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the information, '

B. Abandonment of Wells:

1. Absndonment of Dry Holes: Except for any well drilled or deepened pursuant to Asticle VI.B.2,, sny well which bas been
drilled or deepened under the terms of this sgreement and is proposed to be completed as a dry hole shall not be plugged and sbandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should ary party fall to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after réceipt of notice of the propasal 1o plug and absndon
such well, such party shall be deemed to have consented to the proposed sbendonment. All such wells shall be plugged and sbandoned in -
accordance with spplicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well, Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of ofl and/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has beea conducted
hereunder for which the Consenting Parties have not been fully reimbursed as hereln provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in sccordance with applicable regulations and at the cost, risk and expense of all the partics hereto, If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the sbandonment of such well,
those wishing to continue its operation from the Interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit *‘C*’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each sbandoning party shall assign -
the non-sbandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness foc use of the equipment and
material, all of its Interest in the well and related equipment, together with its interest in the leasehold estate as to, but only s to, the in-
terval or Intervals of the formation or formations then open to production. If the interest of the sbandoning party Is or includes an oll and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval oc in+
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to-be‘on the form attached as Exhibit
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ARTICLE V1 -
continued

*‘B"", The assignments or leases so limited shall encompass the *“drilling unit"* upon which the well is located, The payments by, and the
sssignments or lesses to, the assignees shall be in ‘s ratio based upon the relationship of thelr respective perceatage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area, '

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or Intervals then open other than the royalties retained in any lease made under the terms of this Article, Upoa ce-
quest, Operator shall continue to operate the assigned well for the account of the non-sbandoning partles at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed sbandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the optioa to
repurchase its prior interest in the well (using the same valuation formuls) and participate in fusther operations therein subject to the pro-
visions hereol, '

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1, or VLE.2, above shall be spplicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed sbandonment and afforded the opportunity to elect to tuke over the well in sccordance with the peovisions of this Article

VLE. :

ARTICLE VII,
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Partless

The lisbility of the parties shall be seversl, not joint or collective. Each party shall be responsible caly for its obligations, and
shall be lisble only for its proportionate share of the costs of developing and operating the Coatract Ares. Accoedingly, the liens granted
smong the parties in Article VILB. are given to secure only the debts of each severally. [t is not the inteation of the parties to create, noe
shall this sgreement be construed as creating, 2 mining or other partnership or association, or to render the pastles lisble as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator & lien upon its oil and gas rights in the Contract Ares, and a security interest in its shace
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit **C'", To the extent that Operator has a security interest under the Uniform Cocamercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code, The beinging of 2 sult and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Noa-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchasar the proceeds from
the sale of such Non'Operator’s share of cil and/or gas until the amount owed by such Non-Operator, plus Interest, has been paid. Esch
purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any defsult. Operator grants a like liea
and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense.

I any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefac by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpald amount ln the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying Its share of the unpaid amount shall, to cbtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except 23 herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit '‘C*’, Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operstor, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, togethes
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Fach party shall pay to Operator its proportionate share of such estimje within
fifteen (15) days after such estimate and invoice is received, If any party fails to pay its share of said estimate within said time, tji§
due shall bear interest as provided in Exhibit **C** until paid. Proper adjustment shall be made monthly between advances and i
pense to the end that each party shall bear and pay its proportionate share of actusl expenses incurred, 2nd no moce.

D. Limitation of Expenditures:
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ARTICLE VII
continued

O Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including A
necessary tankage and/or surface facilities.

(574 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in- -
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase *‘reworking, deepening or plugging
back®’ as contained in Article VI.B.2. shall be deemed to include *‘completing’*) shall apply to the operations theresfter conducted by less

than all parties,

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked oc
plugged back pursusnt to the provisions of Article V1.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage .
andjor surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undemke any single project xuscmbly estimated
to require an expenditure in excess o = nd Dollars ($.22.5.
except in connection with & well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same-or different nature, Operator may take such steps and incur such expenses ss in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Noa-Operator so requesting
an information copy thereof for any single project costing in excess of_Fifteen Thousand
Dollars (315,000 ) but less than the amount first set forth above in this paragraph,

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments foc and ca
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments, In the event of
failure to make proper psyment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2,

Operator shall notify Non-Operator of the anticipated completion of a- shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxution all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon befoce they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information s to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator, If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production psyments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefi: of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners 5o as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s wocking interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in sccordance with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in’
the manner provided in Exhibit *‘C"’.

mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such tax: -~.:: nd
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thisioth
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by :

provided in Exhibit **C".

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upg
the production or handling of such party's share of oil and/or gas produced under the terms of this agreement.
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ARTICLE VII
continued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be & self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *°C"’, Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit *“D"", attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the warkmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

. In the event sutomobile public liability insurance is specified in said Exhibit *‘D"’, or subsequently receives th: approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s sutomotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender ‘of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto,

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not

- agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of titls, all of its interest in

such lease, or portion thereof, and any well, material and equipment which may be located thereon snd wny rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for & term of one (1) year and 5o long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit *‘B"’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article, The party assignee o lassee shall pay to the
party assignor or lessor the reasonsble salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C"’, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest -
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessar’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Ares; and the acreage
assigned, leased or ‘surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this

agreement.

shall h:ve the nght for ] penod of thxrty (30) dsys followmg receipt of such notice in whxch to elect to pmu:pcte in the o

renewal lease, insofsr as such lease affects lands within the Contract Area, by paying to the party who soquired it thei ‘
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall ba-if proportion to the
interests held at that time by the parties in the Contract Area,

If some, but less than all, of the parties elect to participate in the purchase of a renew it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective per€entage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all partiesParticipating in the purchase of such renewal lease,
Any renewal lease in which less than all parties elect to participate shall subject to this agreement.

Each party who participates in the purchase of a renew; shall be given an assignment of jts proportionate interest therein
by the acquiring party.

The provisions of this Article shall applf to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or terest therein. Any renewal lease taken before the expiration of its predecesscr lesse, or taken or
contracted for within six (6) after the expiration of the existing lease shall be subject to this provision; but any lesse tak i)
tracted for more than six{5) months after the expiration of an extstmg lease shall not be deemed a renewal lease and shall not be§ &

N

e provisions in this Article shall also be applicable to extensions of oil and gas leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of A5¥ i other.
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other ) Apd
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the p
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partl

Mﬂum“huib." e
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A1



—
ISRV RN VI

~N O [ O &N SMUGA A
°°$*3u$w-swm~33$$$28%&ﬁ&at&ass%&za&x&szgawsauzawu355:33za::

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

ARTICLE VI
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acresge or cash contributions

it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Ares.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such

consideration shall not be deemed a contribution as contemplated in this Article VILC. This paragraph shall not be
licable to the contribution of acreaﬁe by the Contributing Parties toward the
ngMiml Sub&t&t e, ox thion Test Wel _
niorm Interes

tenance

For the purpose of maintaining uniformity of ownership in the oil and gas leaszhold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either: )

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment end production in the Contract Ares,

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to sppoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and spprove and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Ares and they shall have the right to receive, separately, payment of the sale proceeds thereof,

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Ares waives any and all rights it may have to partition and have set aside to it in severalty its undivided

interest therein,

P—Preferemint-Right-to-Brrehaser

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, 2 relationship of partnership or an associstion
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter ‘‘K'’, Chapter 1, Subtitle ‘*A*’, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder, Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data requu'ed by Federal Regulations 1.761, Should there be any requxrement that each pu'ty hereby affected 31ve further

Area is located or any future income tax laws of the United States contain provisions similar to those in Subchspter **K"*, '; ‘,‘.
Subtitle **A"*, of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the C#f e i per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the fo: f

on, each such party states that the income derived by such party from operations hereunder can be adequately determined withs

computation of partnership taxable income.

«12-



O GO~ O D W N

P * . n"'m\

Js

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

ARTICLE X.
CLAIMS AND LAWSUITS

Opmmrmaysetﬂemymgleumnsureddmdpartydamagedmmorsmtnmngfromopermhemnduiftbeexpendam :
does not exceed_Fifteen Thousand Dollars
(s_13.000 ______ )andif the payment is in complete settlement of such claim or suit. If the amount required for settlement ex- -
ceeds the sbove amount, the parties hereto shall assume and take over the further handling of the ¢laim or suit, unless such authocity is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises, If & claim is made against sny party or if any partyis
sued on account of any matter srising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify sll other parties, and the claim or suit shall be trested as-any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, 5o far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure, The affected party shall use all reasonsble
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term *‘force majeure”, as here employed, shall mean an act of God, strike, lockout, or other industrisl disturbance, act of.
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explasion, governmental action, governimental delay, restraint
or inaction, unavailsbility of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise.
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecoier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit *‘A”’. The originating notice given under say provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in -
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or- telacopier. Bach party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE X1,
" TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement,

& Option No. 2: In the event the well described in Article VLA., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capsble of production, and for an additional period of 80 days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera- *
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the gvent the
well described in Article VIA., of any subsequent well drilled hereunder, résults in & dry hole, and no other well is producing, ; pab
of producing oil and/or gas from the Contract Ares, this agreement shall terminate unless drilling, deepening.plugginghack ;','
ing operations sre commenced within 120 days from the date of abandonment of said wen. b

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any lLisbility ’1" h
accrued or attached prior to the date of such termination. 4




0 OB W N -

S G W Wt W W W W WM R RN NN
RSl A i R R R R L Rl vl i

AAPL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A Laws, Regulations and Orders:

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

/

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, -
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states, the law of the state of shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated under
such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, or tracts offsetting or
adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules, rulings,
regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretatica or application was
made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-Operator's share of
production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or application, together with
interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

ARTICLE XV.
OTHER PROVISIONS

Notwithstanding any provisions herein to the contrary, the parties hereto agree as follows:

A.  Notwithstanding any other provisions herein, if during the term of this agreement, a well is required to be drilled, deepened, reworked,
plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a leass or leases in force and
effect, or (2) maintain a unitized arca or any portion thereof in and to any oil and/or gas and other interest which may be owned by a third
perty or which, failing in such operation, may revert to a third party, or (3) comply with an order issued by a regulatory body having
jurisdiction in the premises, failing in which certain rights would terminate, the following shall apply. The party desiring to drill, doopen.
rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursuant to this paragraph A, shall give the
other parties written notice of the proposed operation specifying the work to be performed, the location, proposed depth, objective formation,
and the estimated cost of the operation, The parties receiving such notice shall have fifteen (15) days after receipt of the notice within which
to notify the party wishing to do the work whether they elect to participate in the proposed operation, and any party electing to participate
must pay its share of the cost within the fifteen (15) day period after receipt of the notice, failing in which the parties interest who elected to
participate but did not timely pay will be subject to the reassignment provision as set forth below. If a drilling rig is on location, notice of a
proposal to rework, drill, deepen, plug back, sidetrack, recomplete, or any other operation pursuant to this paragraph A may be given by
telephone and the response period shall be limited to forty-eight (48) hours inclusive of Saturdays, Sundays, and legal holidays., Failure of a
party receiving such notice to reply or pay its share of the cost within the period above fixed shall make such partics interest subject to the
reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed in writing.

Promptly following the conclusion of such operation, each non-participating party agrees to execute and deliver an appropriate assignment or
lease to the participating parties of the total interest of each non-participating party in and to tho lease, leases, agreement, or rights which
would have terminated and which otherwise may have been preserved by virtue of such operation and in all the Oil and Gas Leases subject
to this agreement excepting, however, any wellbore insofar and only insofar as seid wellbore includes the then producing formation in such
wellbore theretofore completed and capable of producing in paying quantities. Any such assignment or lease shall be uneacumbered as to
any burdens not currently effecting said leases or burden provided for in this agreement.

B. Operator shall comply where applicable with the following clauses contained in 41 CFR:

60-1.4(a) (Equal Employment Opportunity);

1-12.803-10 (Certification of Non-Segregated Facilities;

60-250 (Employment Opportunity for Veterans);

60-741 (Employment Opportunity for Handicapped Individuals);

1-1.710 (Subcontracting With Small Business Concerns); (
1-1.805 (Subcontracting With Labor Surplus Area Concerns);

1.1.1310 (Subcontracting With Minority Business Enterprises);

1.1.2302-2 (Environmental Protection).

These clauses are incorporated herein by reference if and to the extent applicable to this contract by law, executive order, or regulation.
Operetor represents that he is in compliance with the reporting requirements of 41 CFR 60-1.7 and the Affirmativs Action Program
requirements of 41 CFR 60-1.40 and 60-2.

C. Non-Operators authorize Operator to receive, and direct all product purchasers to pay Operator, all production from. or attributable to
the Contract Area. As evidence of this authority all products purchasers may rely solely on a copy of this provision, authenticated by
Operator, in lieu of the need for any additional consents or transfer orders from the Non-Operators. While Operator is receiving all proceeds
or production, Operator obligates itself to make payments of all Working and Royalty Interests Revenues attributable to the Interests covered

hereby.
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D. Any party creating the necessity for sepamte measurement facilities shall alone bear all costs of such facilities. Any party using
scparate production measurement facilities shall koep accurate records of such production in accordance with applicable state and federal
regulations, and upon Operator’s request, under the terms of this agreement or any agreement exocuted in conjunction with this agreement,
true and complets copies of said records shall be fumished to Operator, Said production records supplied to the Operator shall be treated as
confidential information and shall be used by Operator only to the extent necessary to fulfill its duties as Operator.

E. All costs and expenses incurred by Operator in securing attorneys, geologists, engineers, exhibits and related documentation, for the
preparation and filing of material relative to the sale of oil and/or gas shall be bome by all parties in accordance with their respective interest
as set forth on Exhibit “A™ attached hereto and made a part hereof,

F.  All costs and expenses including fees and expenses of attomeys and consultants incurred by Operator which may arise due to other
operators in the arce applying for non-standard Jocations and/or other regulatory hearings shall be borne by all partics in accordance with
their respective interests as set forth in Exhibit “A” attached hereto and made a part hereof.

G. The partics hereto agree to exccute a Notice of Joint Operating Agreement Lien in the form of Exhibit “F™ to this agreement in order to
permit perfection of the hereinabove described security interests by placing said NOTICE of record in the county in which the Contract Area
is located and in accordance with the Uniform Commercial Code of the State in which the Contract Area is located.

H. Ifa party to this agreement elects not to participate in a proposed operation or, if a consenting party fails to timely pay its share of the
costs involved in such operation, and is determined to be a non-participating party, such party shall not have access to or be entitled to
receive well information with regard to operations conducted on the Contract Area.

I Nearburg Producing Company is the operating company for Nearburg Exploration Company, LL.C. Nearburg Producing Company

shall serve as Operator under this Agreement so long as Nearburg Exploration Company, L.L.C. maintains & working interest hereunder,
unless Operator resigns or is removed under Article V.B.1.
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A.APL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

This sgreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, legal
representatives, successors and assigns.

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

IN WITNESS WHEREOQF, this agreement shall be effective as of the 12th day of November, 1999.

OPERATOR
ATTEST OR WITNESS NEARBURG PRODUCING COMPANY

By:

Bob Shelton
Type or Print Name

Title Land Manager

Date

Tax ID or SS No. 74-1666262

NON-OPERATORS

ATTEST OR WITNESS NEARBURG EXPLORATION COMPANY, L.L.C.

By:

Robert G. Shelton
Type or Print Name

Title Attorney-in-Fact

Date

Tax ID or SS No. 75-2626152

ATTEST OR WITNESS DEVON ENERGY CORPORATION

By:

Type or Print Name

Title

Date

Tax ID or SS No.

ACKNOWLEDGMENTS
STATE OF TEXAS §
COUNTY OF MIDLAND g
The foregoing instrument was acknowledged before me on this _;_"_ day 6f

, 1999, by Bob Shelton, as Land Mandger of Nearburg
Producing Company, a Texas corporation, on behalf of said corporation.

Notary Public, State of Texas
My Commission Expires:




STATE OF TEXAS

QO WD

COUNTY OF MIDLAND

The foregoing instrument was acknowledged before me on this day of
, 1999, by Robert G. Shelton, as Attorney-in-Fact of

Nearburg Exploration Company, L. L. C., a Texas limited liability company, on
behalf of said company.

Notary Public, State of Texas
My Commission Expires:

STATE OF OKLAHOMA §
§
COUNTY OF s
The foregoing instrument was acknowledged before me on this ___ day of
, 1899, by , as
of Devon Energy Corporation, a corporation, on behalf of said

corporation.

Notary Public, State of Oklahoma
My Commission Expires:

~-15A~-



EXHIBIT "A"
ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 12TH DAY OF NOVEMBER, 1999, BETWEEN

NEARBURG PRODUCING COMPANY, AS OPERATOR, AND NEARBURG
EXPLORATION COMPANY, LL.C., ET AL, AS NON-OPERATORS

L. Identification of Lands Subject to this Agreement;

N/2 of Section 30, T-17-S, R-27-E, Eddy County, New Mexico,
containing 319.57 acres, more or less.

11. Restrictions as to Depths or Formations:

This Operating Agreement is limited to the interval between the surface of the earth
to 100’ below the base of the Morrow formation.

I1, Percentages of Parties to this Agreement:

Nearburg Exploration Company, L.L.C. 49.9327221%

Devon Energy Corporation 50.0672779%
' 100.000000%

IV. Qil and Gas Leases Subject to this Agreement:
See Exhibit "A-1" attached hereto.

V. Addresses of Parties to this Agreement;

Nearburg Producing Company
Nearburg Exploration Company, L.L.C.
3300 N. “A” Street, Bldg. 2, Suite 120
Midland, Texas 79705

Devon Energy Corporation
20 North Broadway, Suite 1500
Oklahoma City, Oklahoma 73102



INSOFAR AND ONLY INSOFAR AS SAID LEASES

- COVER N/2 SECTION 30-17S-27E, EDDY COUNTY, NEW MEXICO

SYSTEM LEABE &
REFERENCE NO.

2595
443301

2822
443302

2778
452201

2779
452202

2780
452203

EXHIRIT "a—-1"

ATTACHED TO ANDY MADE A FART OF THAT CERTAIN OFERATING AGREEMENT DATED THE 15TH

uaAYy OF APRIL, 1999. BETWEEN NEARRURG FRODUCING COMPANY, AS OFERATOR,

NEARBURG EXFLORATION COMFANY, L.L.C., ET AL, AS NON-OFERATORS

LESSOR NAME SRIGINAL LESSEE NAME LEASE DATE EOOK

Sr20/98
MICHAEL C. CURRIER AND FRANCES NEARBURG EXFLORATION CO.L.L..C.
Cs CURRIER, TRUTEES, CHARLES E )
AND FRANCES C, DURKRIER TRUST
LEGAL DESCRIFTION

TL78 - R27E
SECTION 305 FAIRCHILID FARM TRACT 6435 (Sk/74 NW/4 NW/4)

P/2X/99
oAy & ELIZARBETH FAIREY TRUST NEARBURG EXFLORATION CO,L..L..C.
LEGAL DESCRIPTION

TL78 - R27E
SECTION 30% FAIRCHILD FARM TRACT 645 OUT OF L.OT L (SW/4 NW/4 NW/4)

2/13/74
MARY MARGARET COLLINS AMOCO PRODUCTION COMPANY
LEGAL DESCRIPTION
T178 ~ R27E
SECTION 30! NE/4 NW/4
LIMITED TO ALL NOM-PRODUCING DEFTHS AND INTERVALS NOT CONVEYER UNDER
FRIOR RECORDED CONTRACTUAL AGREEMENT

2/19/74
LAVERNE E. CONKLING ET AL AMOCO FRODUCTION COMEANY
LEGAL DESCRIPTION
T1768 - R27E
SECTION  30% NE/4 NW/4 _ :
LCIMITED 70 oLl NON-FRODUCING DEFTHS AND INTERVALS NOT CONVEYED UNDER
FRIOR RECORDED CONTRACTUAL AGREEMENT

2/13/74
ALICE KATHERYN FOSTER AMOCO FRODUCTION COMPANY
LEGAL DESCRIPTION

T1i78 —~ R2A7E

321

114

114

114

FAGE Cour

ENTRY NO

5954 EDIN
Si4 Enny
821 EDnyY
889 EDDY
887 Enny



SYSTEM LEASE

&

REFERENCE NO. .

2781
452204

LESSOR NAME ORIGINAL LESSEE NAME LEASE DATE ROOK

SECTION 30! NEZ4 NW/4
LIMITED 10 ALL MON-FRODUCING DEPTHS AND INTERVALS NOT CONVEYED UNDER
FRIOR RECORDED CONTRACTUAL AGREEMENT

o _ 2/13/74 114
FATRICIA ANN LERLANC AMOCO FRODUCTION COMPANY
LEGAL DESCRIFTION
T175 ~ R27E
SECTION 30! NE/4 NW/4

LIMITED TO ALL NON-FRODUCING DEFTHS AND INTERVUALS NOT CONVEYEDS UNDER
FRIOR RECORDED CONTRACTUAL AGREEMENT

PAGE
ENTRY N

8685
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EXHIBIT “c¢ "

Attached to and made a part of that certain Operating Agreement by and between Nearburg
Producing Company, as Operator, and Nearburg Exploration Company, L.L.C., et al, as
Non-Operators, dated November 12, 1999, ‘

ACCOUNTING PROCEDURE .
JOINT OPERATIONS

I. GENERAL PROVISIONS

1.  Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. .
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property. :

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators. , : '
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions 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 property, 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 Council of Petroleum Accountants Societies.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-

count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,

lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except

(tihat iltems of Controllable Material and unusual charges and credits shall be separately identified and fully described in
etail,

3. Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If p%vamint igf not e :
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Bank of America |
of Dallas, Texas _ __  on the first day of the month in which delinquency occurs plua3%-or the maximum 2%
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

¢

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable

Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor'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 year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reascnable effort to conduct a
joint audit in a manner which will result in 2 minimum of inconvenience to the Operator. Operator shall bear no-por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions
in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archasological
nature and pollution control procedures as required by applicable laws and regulations.

2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

3. Labor

A. (1) (S)alari? and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
perations.

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

(38) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates. A

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
i{: %}f 'ﬂ)gnéion %fatfg gogxg Pargier‘% ife sucg j:gzha.rgefs are exclgiled fro]r_n the overhead ri:m,ghé:hhﬂghﬂffy‘l
rofessio e 8880 E t e sale
B, OpelhoR oo AR R RS AT T bt ah SRk oEa B dosiated it the oal
whose salaries and wages are chargeable to the Joint Account under Paragraph SA of this Section II. Such costs under:
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable 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
to Operator’s costs chargeable to the Joint Account under Paragraphs 8A and 8B of this Section II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I, ,

4. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chsrgeable to the Joint
Acrcount under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies. .ot

5. Material .
Material purchased or furnished by Operator for use on the Joint Property as provided undér Section IV. Only such Material

shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical -
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

6. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. :

2
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B. If lus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
cm:g:pfor a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties.- No charge shzll be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the

Parties.
C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available

when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies. o

=

7. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant sarvices and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

8. Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, cther operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed ————

*see below _mervemismmmmmntly per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi- .
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

9. Damages and Losses to Joint Property

Al costs or expenses-necessary for the repair or replacement of Joint Property made necessary because of damages or losses.
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator. : '

10. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
Riit-Ro-eharpe-for-senpisas-of-Operatani alaiatiorfeerorexrenseofoutsideattor

or recover the Joint Property, exeept-t ey
reve-shall-be~made-unless-nreviously-aeread-te-bithe-Re pras—dirH-ot] poal-enmense-is -..n......
-8 : ‘
11. Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, -
or the production therefrom, and which taxes have been paid by the Operator for the benetit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwi

anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

12. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation and/
or Employers Liability under the respective state’s laws, Operator may, at-its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

13. Abandonment and Reclamation

Cos}tle. incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority. . :

14. Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as-provided in Paragraph 8 of this Section II.

15. Other Expenditures '
Any other expenditure not covered or dealt with in the foregoing provisions-of this Section II, or in Section III and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations. S . ’

*prime rate of interest in effect &t NationsBank of Dallas, Texas on the first day of
the month in which usage occurs plus two percent (2%).
4]




LIPRS
III. OVERHEAD |

1.  Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on either: . : A :

( x) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of 3]l offices and salaries

or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph -
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traftic,

accounting 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 III unless such cost and expense are agreed to by the

Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services ‘
and contract services of technical personnel directly employed on 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 Technical Employees and/or costs of professional consultant services
and contract services of technical personne! either temporarily or permanently assigned to and directly employed in

the operation of the Joint Pro ; including the costs and enses of £ 1 1
assopgiated with and etg;li%’yed for the sale of gas and ogscgsgnggggdegﬁog:omeggyog:ﬁs

( ) shall be covered by the overhead rates, or located the Co .

( x) shall not be covered by the overhead rates. cated on the Contract Area
A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § _3640
(Prorated for less than a full month)

Producing Well Rate $ 540 ___
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate _ .
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate cn the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except

that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered 2s a one-
well charge for the entire month.

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well charge providing each completion is considered a separats well by the govern-
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production ghall
be considered as a one-well charge providing the gas well is directly connected to a permanent sales
outlet. _ _

(4) A one-well charge shall be made for the month in which plugging and abandonment ¢ tions are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when

drilling well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead chaxjge. '

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed. by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Cruds l?etroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published-by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian’'index as published by Statistics
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-

justment.
B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

4-
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(a) Dévelopment

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(b) Operating

Percent ( -%) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation. of fixed assets, the
expansion of fixed assets and any other project cledrly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project inexcessof $ — ¢

A 1.3 _ %of first $100,000 or total cost if less, plus
B. 3.0 __ % of costs in excess of $100,000 but less than $1,000,000, plus
C. 2.5 _ % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single’
pro{e(éte;hall not be treated separately and the cost of drilling and workover wells and artificial lif; equipment shall be
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are n .
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
:}tlml} tle]ithgr negot:::te a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on

e following rates:

A. 7.3 % of total costs through $100,000; plus
B.__5:0 % of total costs in excess of $100,000 but less than $1,000,000; plus
C. 225 __%of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section III shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement between -
the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division.in.kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or. B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed $o the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

-5-



A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the £0,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist, If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,

Ohio.

{b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to

the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o..b.
the supplier plus transportation costs, using the QOil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (éxcept size 24 inch OD and larger with walls 3 inch and over) 80,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 80,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch Ol? and over and ¥ inch wall and larger shall be priced f.o.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint

Property.

@) Lipe pipe, including fabricated l.ine pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties. :

(3) Other Material shall_be priced at the current new price, in effect at date of movement, as listed by & reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

4) Ur}uset_'l new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property

At %M%&g‘g} gf current new price, as determined by Paragraph A.

{2) Material used on and moved from the Joint Property

(a) At M%? current new price, as determined by Paragraph A, if Material was oﬁzinalb

charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material. : . -

{3) Material not used on and moved from the Joint Property

At Wﬁ?&(&g&&f current new price as determined by Paragraph A:

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning

does not exceed Condition B value.
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators. :

() Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices. .

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis. '

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agireed to by the Parties.
" Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph 1.A(8). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material,

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by 80 electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

4. Warranty of Material Furnished By Operator.

Operator does 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 manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controliable Material,

1. Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Materfal. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator. '

2. Reconciliation and Adjustment of Inventories

*
Adjustments to the Joint Account resulting from the reconciliation of 2 physical inventory shall be made/within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasomable.dﬂizenee.

3. Special Inventories

* . )
Special inventories may be taken/whenever there is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventcries, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

*at the expense of the party(s) causing such inventory to occur
-




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 12th DAY OF NOVEMBER, 1999, BETWEEN
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, LL.C, ET AL, AS
NON-OPERATORS

INSURANCE

Operator shall carry insurance for the benefit of the joint account covering Operator’s operations upon the Unit
Area subject to the Operating Agreement to which this Exhibit "D" is attached as follows:

(a) Workmen's compensation insurance in accordance with the requirements of the laws of the State or States
where work is conducted and employers liability insurance of Five Hundred Thousand Dollars ($500,000.00)
bodily injury by accident and Five Hundred Thousand Dollars ($500,000.00) bodily injury by disease per employee,
with a policy limit of Five Hundred Thousand Dollars ($500,000.00) for bodily injury by disease.

(b) Public liability insurance with limits of One Million Dollars ($1,000,000) as to any one person, and One
Million Dollars ($1,000,000) as to any one occurrence.

(c) Automobile public liability insurance with a combined single limit of up to One Million Dollars ($1,000,000)
per accident.

(d) Umbrella catastrophe liability of Ten Million Dollars ($10,000,000) each occurrence and Ten Million Dollars
($10,000,000) aggregate.

Each policy of insurance issued pursuant to the provisions of (a), (b), (¢) or (d) of this section shall provide by
endorsement or otherwise that the provisions of the policy are extended to cover the interest of the Non-Operator
for whom the assured is acting as Operator, agent, or contractor under contract, but only with respect to operations
conducted by named assured, and shall charge the premiums for all such insurance to the joint account.

Operator carries Control of Well Insurance covering his proportionate share of expenses involved in controlling a
blowout, the expense of redrilling and certain other related costs. Coverage under this insurance is available to
non-operating working interest owners. Such insurance is optional, however, and if not rejected by the
non-operating working interest owners prior to spud date, they will be billed accordingly. Any working interest
owner rejecting above coverage shall be responsible for his proportionate share of such loss, anything in this
agreement to the contrary notwithstanding.

Operator shall furnish, upon request, to Non-Operators a certificate covering each policy of insurance issued
pursuant to this section.



EXHIBIT "E"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 12th DAY OF NOVEMBER, 1999, BETWEEN
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND NEARBURG
EXPLORATION COMPANY, L.L.C., ET AL, AS NON-OPERATORS

GAS BALANCING AGREEMENT

During the period or periods when any party hereto has no market for, or such party's purchaser is unable to take,
or if any party fails to take its share of gas, the other parties shall be entitled to produce, take and deliver each
month one hundred percent of the allowable gas production assigned to the unit area by the appropriate
governmental entity having jurisdiction, and each of such parties shall be entitled to take its pro-rata share of such
production. All parties hereto shall share in and own the condensate recovered at the surface in accordance with
their respective interests, but each party taking such gas shall own all of the gas delivered to its purchaser.

Each party unable to market its full share of the gas produced shall be credited with underproduction equal to its
share of the gas produced, less its share of gas taken or sold, used in lease operations, vented or lost. Operator shall
maintain a current account of the gas balance between the parties and shall furnish all parties hereto annual
statements showing the total quantity of gas produced, taken or sold, used in lease operations, vented or lost, and
the total quantity of condensate recovered. After seventy two (72) hours prior notice to Operator, any party may
begin taking or delivering its share of the gas produced.

In addition to its share, each underproduced party, until it has recovered its underproduction and balanced its gas
account, shall be entitled to take or deliver a volume of gas equal to twenty-five percent (25%) of each
overproduced party's share of gas produced. If more than one party is entitled to take additional gas, they shall
divide such additional gas in proportion to their unit participation.

It is recognized that the purpose of this Provision is to permit any party not marketing or taking its share of current
gas production to defer its production from the reservoir and permit the other party or parties to-pass clear title to
all gas which is marketed or taken on a current basis. Therefore, in the event production of gas permanently ceases
prior to the time that the accounts of the parties have been balanced, the complete balancing shall be made based
upon the price actually received by each overproduced party for gas produced and sold in excess of its share, such
gas being the last volumes produced from such well or wells.

Each party producing and taking gas shall pay any and all production taxes due on such gas. At all times while
gas is produced from the contract area, each party hereto, while producing, taking or delivering any gas to a
purchaser, shall pay or cause to be paid, all royalties due on the gas produced, taken or delivered to a purchaser.
Such royalty payments shall be paid to all royalty owners in the well spaced unit of the well being produced and
shall be for each royalty owner's proportionate share of the royalty due on the production.

If, after one (1) year from the date of first sales and on a quarterly basis thereafter, an out-of-balance condition
exists because of any party’s inability or failure to take or deliver its share of production, then at the election of
either the over-balanced party or the under-balanced party, either may require a cash balancing. The price basis
for a cash-balancing pursuant to terms of this paragraph shall be the lower of either the over-balanced party's or
parties' average price received during the period for which the cash balancing covers or the under-balanced party's
or parties' average gas purchase contract price for such period. In the event an under-balanced party does not have
a gas purchase contract, the price basis shall be the average price received by the over-balanced party or parties.
This option may be exercised quarterly by either party during the thirty day period immediately following the
quarterly anniversary of the date of first sales of gas by the first party selling any gas from the well.



EXHIBIT "F“

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 12th DAY OF NOVEMBER, 1999, BETWEEN
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND NEARBURG
EXPLORATION COMPANY, L.L.C., ET AL, AS NON-OPERATORS

NOTICE OF JOINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

STATE OF NEW MEXICO §

W0 »

COUNTY OF EDDY

WHEREAS, A Joint Operating Agreement dated November 12, 1999, has been
entered into between Nearburg Producing Company, as Operator, and the
undersigned parties, as Non-Operators, with respect to the exploration,
development and operation of their Working Interest and Mineral Interest,
insofar as said interests pertain to the following described land (hereinafter
called "Contract Area") in Eddy County, New Mexico, to wit:

The North Half (N/2)of Section 30, Township 17 South, Range 27 East,
Eddy County, New Mexico.

AND, WHEREAS the said Operating Agreement provides in part that the
parties hereto have granted certain liens and security interests in
the above referenced property, fixtures and production located
thereon or produced therefrom, to wit:

"Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its o0il and gas
rights in the Contract Area, and a security interest in its share
of o0il and/or gas when extracted and its interest in all
equipment, to secure payment of its share of expense, together
with interest thereon at a rate provided in Exhibit "C" tc the
above referenced Operating Agreement. To the extent that Operator
has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and
remedies of a secured party under the Code. The bringing cf a
suit and the obtaining of judgment by Operator for the secured
indebtedness shall not be deemed as election of remedies or
otherwise affect the lien rights or security interest as security
for the payment thereof. In addition, upon default by any
Non-Operator in the payment of its share of expense, Operator
shall have the right, without prejudice to other rights or
remedies, to collect from the purchaser the proceeds from the sale
of such Non-Operator's share of oil and/or gas until the amount
owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator's written
statement concerning the amount of any default. Operator grants a
like lien and security interest to the Non-Operators to secure
payment of Operator's proportionate share of expense."

WHEREAS, it is the intent of the parties to give third parties notice of
this instrument by filing same in the records of Eddy County, New Mexico.

NOW, THEREFORE, the undersigned parties do hereby grant to each other
those rights described in said Agreement regarding liens priority and security
interests upon the property described above insofar as said parties' property
is covered by the terms of the Joint Operating Agreement outlined herein.

Operator and Non-Operator agree that a carbon, photograph or other
reproduction of this Notice shall be sufficient as a financing statement.

For the purpose of filing this Notice of Joint Operating Agreement Lien,
Security Interests and Financing Statement as a financing statement, the
mailing address of secured parties and debtor are set forth on the signature
page attached hereto.

ATI'ENTION OF RECORDING O CE' This lnslrument jves nouoe of and llens and secu
Ders O . 3Q 8 : B

indeved accordinalv



EXHIBIT "F"

NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
PAGE -~2-

The original of the Operating Agreement herein referenced, or a copy
thereof, is maintained at Operator's office at P. O Box 823085, Dallas, Texas
75382-3085.

This instrument may be executed in multi-counterparts, no one of which
need be executed by all parties hereto and the same shall be binding upon
those parties, as well as their successors and assigns, who execute same,
whether or not all named parties join in execution hereof. Counterparts thus
executed shall together constitute but one and the same instrument. In the
interest of facilitating, filing or recording this instrument thus executed in
multi-counterparts, each executing party hereby authorizes removal of
signature and acknowledgment pages and reassembly of the same into a single
document composed of one copy of the substantive portions of this instrument
attached to multiple, separately executed signature and acknowledgment pages.

This Agreement shall be effective the 12th day of November, 1999.
OPERATOR
NEARBURG PRODUCING COMPANY

P. O. Box 823085 By:
Dallas, Texas 75382

Bob Shelton
Type or Print Name

Title: Land Manager

Date:

Tax ID or SS No. 74-1666262

NON-OPERATORS
NEARBURG EXPLORATION COMPANY, L.L.C.

P. O. Box 823085 By:
Dallas, Texas 75382

Robert G. Shelton
Type or Print Name

Title: Attorney-in-Fact

Date:

Tax ID or SS No. 75-2626152

DEVON ENERGY CORPORATION

20 North Broadway, Suite 1500
Oklahoma City, Oklahoma 73102 By:

Type or Print Name

Title

Date

Tax ID or SS No.




Telephone Log
Date: _ 12/14/99 Time:_2:35 p.m.
Call to/from:_Carla Wood (405-552-4615)
Company:__Devon

Subject: Logan Draw “30" #1 well
Call Info:

I told Carla:

1. We'd like to drill ASAP, we have a rig ready, but we prefer our
location and we want to operate.

2. We are still wanting to work out an arrangement with Devon,
but we are filing today for a pooling hearing on January 6%,

3. We would like to have copies of their Title Opinion and survey
that they did, if they will share them with us.

She said:

That they had no problem with our location and that if we would cut
our overhead rates in half (as they would be willing to) and utilize
their gas balancing agmt. as we had recently on another well, that
she would recommend that they participate with us as operator and
at our location. She said she would try to overnight the info I wanted
tomorrow.

The call concluded at 2:40 p.m.

Mark Wheeler



Telephone Log

Date:_ 12/15/99 Time: 9:52 a.m.
Call to: Carla Wood

Company: Devon

Subject: __Logan Draw "30” #1 Well
Call Info:
I said:

I told Carla that Nearburg would be willing to go to $5,000 and $500
on the overhead rates, but that cutting the rates in half was not in
line with industry standards. I reminded her that their wells in the
area were much shallower than the proposed well and that was why
their OH rates were lower. I also told her that if she would fax us
their proposed gas balancing agreement, we would review it and let
them know if it was acceptable. I also reminded her that she was
going to try to overnight their title opinion and survey to us today.

She said:

She agreed that their wells were shallower. She said she would fax
us the GBA. She also said that she would overnight the title opinion
and survey today.

The call concluded at 9:54 a.m.

Mark Wheeler
10:00 a.m. 12/15/99



Telephone Log

Date: _12/17/99 Time: 1:59 p.m.

Call to: Carla Wood

Company: Devon

Subject: __Logan Draw "30” #1 Well
Call Info:

Carla said:

They were not going to send us their title opinion and survey unless
we agreed to reduce the monthly producing OH rate to $270/month.
They would agree to a $5,000 monthly drilling OH rate. She said they
would also agree to let us operate the well during the drilling phase,
but they would operate after the well was completed. She said that if
we would not agree to reduce the producing rate to $270/month,
they would fight us over operations with the OCD.

I said:

I would check on our response to cutting just the producing well rate
- -and-get back to her.

The call concluded at 2:02 9.m.

- —MarkAWheeler
2:05 p.m. 12/17/99



aevon _ 20 NORTH BROADWAY, SUITE 1500  Phone: 405/235-3611
OKLAHOMA CITY, OK 73102-8260
ENERGY CORPORATION

E=ETTEsssEssSNCsSsSSSSSsmsmsssszssssssozassssoooERssssooms===s=os
FACSIMILE TRANSMISSION
(405) 552-8113
DATE: December 30,1999
TO: Bob Shelton
COMPANY: Nearburg Exploration

FACSIMILE #: 915-686-7806

OFFICE #:
FROM: Carla Wood {405-552-4615)
NUMBER OF PAGES FOLLOWING: 8 + cover
MESSAGE:
ot R
57

Nk

If you have any problems receiving this fax, please call Marsha Bartiett at (405) 552-4623 as soon as
possible,

Original is
X Being sent by United States Post Office
Being sent by Overnight Mail
Not being sent

Other;
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Agreement MUST he reviewed before finalizing this

document,
EXHIBIT "E”
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED

BY AND BETWEEN . ,
AND "OPERATING AGREEMENT"
RELATING TO THE AREA,

COUNTY/PARISH, STATE OF

1. DEFINITIONS

The following definizions shall apply to this Agreement:

1.01 "Arm's Length Agreement” shall mean any gas sales zpeeemenc wich an unaffiliaced purchaser or uny gas sules
agreemeat wich an affiliated purchaser where the sales price snd delivery conditiuns urder sugh sgreement are
representative of prices and delivery condicions exiscing under ocher similar agreements in the aren between
unaffiliated parties ar the sume time for natural gas of compurable quality und quantizy.

1.02 ‘Baluncing Ares" shall mean (select one):

&l each well stbject co the Operaring Agseemenc char produces Gas or s allocated a share of Gas production. TF a
single wcll is complered in 'wo or more producing incecrvals. each producing inrerval from which the Gas
production is aot commingled in the wellbore shall be considered u separate well.

(3 a1 of the acreage and depths subjece to the Opersrting Agreement

=]

1.03 “Full Share of Cucrent Production” shall mean the Peccentage interest of eoch Pacty in the Gas corually produced
from che Balancing Area during each meonch.

1.04 “Ges™ shall meun ull hydrocerbons produced or producible from the Balancing Atea, whether from a well classified
as 20 oil well or gag well by the regulatory agency huving jurisdiction in such enucters, which are or may be made
available for sale or sepirate disposition by the Parrigs, excluding oil, condensate and ocher liquids recavered by
field equipmeat cpetuted fur the joint zccount. "Cas™ does not lnclude gas used in joinc operations. such as for fuel.
recycling or reinjeccion, or which is vented or lost prioe &6 its sale or deli':ety trom the Bulaacing Aren

1.05 "Makeup Gas” shall mean any Gas caken by an Underpruduced Parey from che Baiancing Arca in excess uf ity Full
Share of Current Production, whether pursuant to Section 3.3 ot Section 4.1 hereof.

1.06 "Mcf" shall mcan onc thousand cubic feet. A cubic foot of Gus shall mean the volume of gas contsined in one cubic
foor of space st stundard pressure base and ac a standacd remperature base.

1.07 "MMBaw" shall mean one million Bricish Theemal Units. A British Thermsl Uaic shall mean the quantity of heat
required to raise one pound avoirdupois of pure water from 38.5 degrees Fahrenheic ro $9.5 degrees Fahrenheir ar a
conssanc pressure of (4.73 pounds per square inch absolute.

1.08 “Operatoc” shall mean the individual oe entity designated undec the terms of the Operating Agreemeat o, in the
event this Agreement is nor employed in connectiyn with an operating agreement, the individual or enuty
designated s the operatar of the well(s) located In the Bakecing Area.

1,00 "Ovcrproduced Party” shall mean uny Purty having taken n greater quantiey of Gas from the Balancing Area than
the Percentage Interess of such Parry in che qumularive quuatity of ull Gus produced from the Baluncing Ateu.

1.10 "Overproduction” shall mean the cumulative quancicy of Gas caken by a Party in excess of its Percencage Incerest in
the cumulative quancity of all (as produced from the Baluuciog Area,

1.11 “Party” shall mean chose individuals or entities subject to rthis Agreemene, and their respecrive heirs, successors,
cransferces and assigns.

1.12 "Percentage lateresc” shall mean che percencage or decimal inrerest of ¢ach Party in the Ges produced from the
Balancing Area pursuant tu the Operating Agreement covering the Balincing Aren.

1.13 "Roysley” shall mean peyments on production of Gas from the Baiancing Ares ¢ all owners of rayalries, overeiding
soyalties, production puymears ot similar inrerescs.

[.14 "Underproduced Purty” shall meun any Purty having raken o lesser quanuty of Gas teom the Balancing Avea thao
the Perzencage [nterest of such Parry in the cumulutive quantiry of el Gus produced from the Bulcocing Acea

1.13 "Underproduction™ shall mean the deficicncy berween the cumnulative quancity of Gas maken by & Parey and it
Percentsge Interese in the cumularive quantity of all Gas produced from the Baluecing Area

.

116 d (Oprional) "Winter Period” shall mean the manth(s) of bin, 1) OO
t«alendac year and che month(s) of in the succeeding :a‘-cnd";y vear
2, BALANCING AREA -

2.1 1f this Agresment covers mote than onc Balancing Ares, it shall be applicd s if cach Balancing, Area were coveree
by sepucate but identical agreements. All balancing hereunder shall be on the busis of Gas taken ‘vom the Balasking Area
meusured in (Aleernative 1) (J Mefs or (Alternasive 2) [ MMBius. -( )

22 In the gvent char all or pact of the Gas delivecable from a Balancing Arca is or becomes sub:ect 0 one Gr more
maximum lawful prices, any Gas not subject to price cantrois shall be considered as produced from a single Baishcing Are:
and Gas subjecr to each maximum lowful price category shall be considered produced from a separate Balancing Arga.

3. RIGHT OF PARTIES TO TAKE GAS . e

3.1 Each Party desiring to rake Gas will notify the Operatos, or cause the Opegator, te be nouflgg,,oj_,ggfyéhmm
numinated, the nume of the transporting pipeline und the pipelir?:rmﬂr‘mhc?rnuﬁ\%?:’\t«f"eg!ﬂ&vﬁ') %ﬁ?%ﬁ?ggﬁﬁﬂn/relaring
10 such delivery, sufficicarly in advance fur the Operacor, accing with ceasoaable diligence, w0 meec all aw.ninacion and other
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in accordance with each Parties’ interest in the well
r«;uiremgnts. ‘Ope'ratcfr is authorizcd_:o deliver the volnjnmes 50 nomimigerdé vnl.i d;‘é;afjrr?]cg Jé_r‘vcgg."im}:agsn ﬁeﬁuimd) to_the
transporcing pipcline in accord 5 {mrh the zermﬁgf this Agreemeq

3.2 Each Party shall make nereas‘o’r?ﬁi'e?gmﬁ Giel! %%’
extenr that such production is required to maineain leases in effect, © procect the producing capacity of & weil or reservuir,
preserve correlative rights, or to maincain oil production.

3.3 When a Party fails for any reuson t cake its Full Share of Current Production (as such Share may be reduced by che
tight of the other Parties 1o make up for Underproduction as provided herein), the other Parties shall be entitled o take any
Gos which such Parey falls o tuke. To the extenr practicuble, such Gas shall be made available inicially to cach Underproduced
Pucty in the proportion thac its Pereencage Inwrese in the Buluncing Area bewrs o the rora) Percentage Intecesss of alf
Underproduced Parties desicing to take such Gus. ) all such Gas is nor raken by the Underproduced Parrics, che portion not
raken sball then be made available to the other Parties in the proportion thut their respective Percenrage Interests in the
Balancing Area beur to the toral Percentage Intereses of such Parties.

34 All Gas raken by 3 Parry in accordance with the provisions of this Agreement, regacdiess of whether such Paccy s
underproduced or overproduced. shall be regarded as Gas taken for its owa uccoune with ricle therero being io such tahing
Parey.

3.5 Notwithsranding the provisions of Section 3.3 hereof, no Overproduced Party shail be entitled in any menth o ake any
Gas in excess of chree hpadred ent (30096} of irg Percen Incerest of the Balancing Arca's thea-current Maximun
Monthly Availubiliq{ B?ovﬁf’d? hogﬁviﬁdfhgi":h@'l;rﬁiagoﬁ At :}égﬁergcthe extent tlsmr ic would preclude pruduction
that s required to mainraia leases in effec, to protect the producing capacity of u well or ceservoir, to presceve correlarive
rights, or 10 maincain oil production. “Muximurm Monthly Availability” shall mean the maximum average monthly rate of
production ar which Gas eaan be delivered from che Balancing Area, as decermined by the Operator, considesing the muximum
efficieac well race for each well within che Balincing Area. the maximum allowuble(s) set by the appropeiare regulatary agency,
mode of operacion, production fucility capabilities und pipeline pressuces.

36 In the event thut a Party hils to muke arrangemencs to ke its Full Share of Currear Production required to be
preduced o maintain leases in cffect, o protcer the p uci'n cagacirx_ of ¢ weil or reservoit, to preserve correfative rights, or
to maintain oil production. the Operator may sellééy part of sucﬁ': P:.enyescl'uﬂ Share of Current Production that such Pacty fails
to take for the accovnc of such Party and render  such Party, on o cucrene basis, the full proceeds of the sale. less any
reasonable marketing, compression, treating, gatheting or wanspoctanon ¢oses incurred directly in connection with the sale of
such Tull Share of Currenr Production. In making the sale conteroplaced herein, che Operator shall be obliguted only to obrain
such price and conditions for the sale as are reasonzble under the circumstunces and shall not be obligsted to sharc zny of its
macksts. Any such sale by Opcracor under che corms beceof shall be only for such reasonable periods of time as ace consiseen:
with the minimum oeeds of the industey under the particular citcumstances, but in no event fur a perind in excess of one
year. Notwithscanding cthe provisions of Acticle 3.4 hereof, Gas sokd by Operator far 4 Parcy undert che provisions heceof shall
be deemed 10 be Gas raken foc the accouat of such Parcy.

4. IN.KIND BALANCING reasonable notice

4.1 Effective the first duy of any culender mouth_following/ac least thixty (39 ) days' prior
written  notice t the Opcumr,/any Eﬁd&ﬁ%&?&%ﬁ-‘{ mﬁg?x?gsking, in addirion two irs Full Share of Curren:
Produccion and any, Makeug Gas taken pursuant to Section 3.3 of this Agreement, a share of current production determined
by multiplying thirty-Tive peccenr (_32. %) of che Full Shares of Curcent Production of all Overproduced Parties by
a fraction, the numerator of which is the Peccentuge Interest of suck Underproduced Party and the denominator of which
is the o} of the Percentage Interests of all Underproduced Partics desiring to :ake Makevp Gas. In ao event will an
Overproduced Party be requited o provide more than thirty-five percent ( 35 %) of its Full Share of Curren
Production for Makcup Gas. The Operator will promptly notify all Overpenduced Partics of the clection of an Underproduced
Party to begin taking Makeup Gas. '

a2 0 (Optional - Seasonal Limitation on Makeup - Option 1) Notwichstunding the provisions of Seccion 4.1, the
average monchly amount of Makeup Gas raken by an Underproduced Parry during the Winter Period pursuant to Section 4.0
shall oot exceed the average monthly amount of Makeup Gas twken by such Underproduced Parey dusing the

{ ) moachs immediacely preceding che Winter Period.
42 [J (Opticnsl - Sessonal Limitation on Makeup - Option 2) Notwithstanding the provisions of Sectioa 4.1, no
Ovcrproduced Parcy will be required o provide more than pereenr { 95} of its Fuil Share

ol Current Production for Makeup Gas during the Winter Period,

4.3 [ (Optional) Nowwithstanding any other provision of this Agreement, at such time and foc so lung us Operator, o
(insofar us cancerns production by the Operutor) uny Underproduced Purry, determines in good faich char an Overproduced
Parcy has produced all of its share of the ukimarely recoverable reserves in the Balancing Arez, such Overproduced Pasty mav
be required to make available for Makeup Ges, upon the demand of the Operator ar any Underproduced Party, op o
one hundred percent (ﬁg %) of such Overproduced Party's Full Share of Current Production.

S. STATEMENT OF GAS BALANCES

5.1 The Operator will miintain uppropriste accounting on 8 monthly and cumulative basis of the volumes of Gas t{ 6fach
Parry is enditled to receive and the volumes of Gas acrually waken or sold for each Pacty’s account. Within M uys
after the moath of production, the Operator will furnish a statement for such month sl\owi‘ng 71} gech Purty's Full Share of
Cutrent Production, (2) che total volume of Gas uctually tuken or sold for each Parry's accouns, (3) the difference "ﬁ_f:ween
the volume tken by exch Purey und thet Party's Full Share of Currene Producrion. (4 rhe Overpmgiuéablx ot
Underproduction of cach Parry, and () other dara as recommended by che provisions of the Council of P#toleum
Accountants Socicvies Bulletin No. 24, as amended or supplemenced hereufter. Euch Parry taking Gas will promprly pﬁ&i}j_éc to
the Operatur any data cequired by the Operntor for peeparation of che scatemencs required heceunder.

5.2 Jf any Parry fails o provide the daws required herein for four (4} consecutive producrion monchs. the Opetator, or
where the Opcraor has failed © provide data, another Pacty, may audit the prodaction and Gas sales 3ad uanspyrmation
volumes of the non-ceporring Party to provide the requiced daca. Such audic shall be conducted only afier :exsona'_b—lf-:r;fb}iéc and
duting normal business hours in the office of the Party whosc records are being sudited. All costs wssociated ‘wich, such “audit
will be charged to the aceount of the Parry failing o provide che required data. o ‘ ’ .:l:“ '

6. PAYMENTS ON PRODUCTION R

6.1 Euch Party traking Gas shall pay or ¢ausc co be paid all production and séverunce ruxes due on alj vm*:‘p(\(;as
accually taken by such Party. L . ‘

6.2 [J (Alceraative 1 - Entitlements) Esch Parry shall pay or cuse 10 be paid ull Royalty duc with. rcs;pckg;_xg Rg\y_;i,:y

“2.

v
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1 owners to whom it is accovneable as if such Parry were eakiag its Full Shure of Currgar Produczion, and only its Full Stuce of
2 Current Production
3 621 0 {Optional - For use only with Section 6.2 - Alternative | - Entitlement) Upon wricten request of a Pary
4 taking less chan its Full Shace of Curcent Pruduction in o given monrh (“Cucrenr Underproducer’), sey Pasty waking more than
3 s Full Shace of Cucrent Production in such monsh ("Currenr Overproducer) will pav 1o such Current Underpruducer an
6 amounrt each montn equall to the Royalty percencage of che proceeds received by the Current Overprouucer for thae portion af
7 the Current Underproducer's Full Share of Cutrent Production taken by the Currenr Overprocucer; providad, bowever, that
8  such paymcoc will not exceed che Royalty pereeneage thar iy comman to ull Royalty buedens in the Balanciag Acew Puymeers
9 made pursuant co this Section 6.2.1 will be deemed payments ra the Underproduced Parcy's Ruyalty owners for putposes of
10 Section 7.5.
i 6.2 O (Alcernacive 2 - Sales) Each Pacty shall pay or cause to be paid Royalty due with respece to Ruoyalty owners
12 whom it is accountable based an the volume of Gas actually caken for its account.
13 6.3 In the evenr chac any governmenel authority requires that Royalty payalents be made on agy other busis than that
14 pro~ided for in chis Section 6, each Parry agrees 10 make such Royalty puymeats sccurdingly, tommencing on the cffegrive date
15 cequired by such goveramental wuthority, and the method provided for herzin shall be thereby superseded,
16 7. CASH SETTILEMENTS
17 7.1 Upon the earlier of the plugging and abandonment of che last producing witesval in the Balaacing Area, the wrmingrion
18  of the Operating Agreement or any poaling or unit agreement covering the Bulanting Ares. ac at any time no Gas is raken
19 fwin the Balancing Areu for 2 peciod of cwelve (12) consecucive monchs, any Party may give wrinen nacice calling foc cash
20 seulement of che Gas production imbalances amung the Pardies. Such notice shall be given to all Purties in the Balancing Arca.
21 7.2 Within sixty (60) days after the notice calling for cash scrrlement under Sectioa 7.1, the Operator will discribuce o each
22 Parry & Final Gas Sectlement Statement detailing che quaatity of Overproduction owed by each Overproduced Party 1o euch
23 Underproduced Party and identifying thc month to which such Overprodection is  actributed, pucsuant o che
24 methodology set our in Section 7.4.
25 7.3 U (Alternative | - Direcc Party-to-Party Sertlement) Within sixty (60) duys uftec receipr of the Fina! Cus Sectlemernt
26 Statemem, euch Overproduced Parey will pay ro each Underproduced Party emtitled to screlerncn: che appropriste cash
27 sertlemen:, accompinied by sppropriate accwunting detail. At the time of payment, the Overproduced Pacty will nctify the
28 Operator of the Gas imbalance sertled hy the Overproduced Party's puymeat.
29 73 (Aiternative 2 = Sectlement Through Operator) Wichin sixcy (50) days afrer receipe of the Final Gas Setclement
50  Suatement, rach Overproduced Party will sead its cash serclement, accompanied by appropriate accounting detail, o the
31  Operator. The Operawre will diswribute the monies so ceceived, along with any secrlement owed by the Operarar as an
12 Overproduced Party. o each Underproduced Parcy 10 whom settlement is due within ninety (90) Jays alter issudnce of the
13 Final Gax Settlement Swueement. In the evene that any Overproduced Parry fails o pay any sertlement due heteuader, the
34  Operaror may turn over responsibilicy for the collecticn of such sertlemenr o the Party o whom (¢ 's owed, and che Operaror
35 will have no further responsibilicy wich regacd o such sctlement.
36 73.1 (X (Oprional - For use cnly with Section 7.3, Alternative 2 - Sectiernent Through Operator) Any Party shall have
27 the right at any time upon thirty (30) days™ prior wricten nctice o all ocher Parties o demand thar any serclements due such
38  Parry for Oveeproduction be paid directly to such Party by the Overproduced Party, rather than being paid through the
39 Operator. In the event thar an Overproduced Pacty pays the Operator any sums duc o an Underproduced Parey ar any rime

40 ufter thicty (30) days following the ceceipt of the norice provided for herein, the Overproduced Party will continue 1o be linble
41 1w such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Pasty.

42 74 O (Alternstive 1 - Historical Sales Basis) The amounr of the cash settlemenc will be based on the proceeds
43 received by che Ovcrproduced Purty under an Arm’s Length Agreement for the Gas taken from time o rime by rhe
44 Overproduced Party In excess of the Overproduced Paery's Full Share of Current Production. Aay Makeup Gas taken by the
45 Underproduced Party prior to monetary setziement hereunder will be epplicd ro offser Overproduction chronologically in the
46  otder of accrual.

47 74 [J (Aleernative 2 - Mosc Recent Sales Basis) The amount of the cash sertlement will be based on che proceeds
48 received by the Overproduced Party under un Army's Length Agreement for the volume of Gas that consritured Overprodaction
49 by the Overproduced Parcy from the Balancing Arew. For the purpose of implementing the cash settlemenc provision of the
S0 Section 7, <0 Overproduced Party will not be considered 0 have produced any of un Underproduced Parry's share of Gas unul
51  the Qverpraduced Party has produced cumulacively all of its Pezcenage Interest share of che Gas ultimarely produced from che
52 Balancing Ares

s3 7.5 The values used for calcularing the cash serclement under Sectivn 7.4 will 1aclude all proceeds received for the sule of the
$S4  Gas by the Overproduced Party calculated ac che Balancing Arca, afrer deducting any praduction or severance taxes paid and any
¢S Royelty ncrually peid by the Overproduced Paety to an Underproduced Party's Royalty ownee(s), to the extenr said paymentcs
<6 amounted (o o discharge of said Underpeaduced Parry's Royalry obligation, us well as any teasonuble mackedng, cumpression,
S7  texring, guthering or transporcation coats incurred directly in connecrion with the sale of the Oveeproduction

58 7.5.1 Xl (Optional - For Vulustion Under Percentage of Proceeds Contracs) For Overproduction sold undec a gas
59 purdmse concract providing for payment based on a pereeatage of the proceeds obrained b) the purchascr upon reszic of
G0 residuc gas and liquid hydrocusbons excracied ac 3 gas processing plant, the values used for caleglating cash sectlement will
61 include proceeds received by the Overproduced Party for boch the liquid hyvdrocarbons und the residue gas |trr|butab'y.~ to the
62 Overproduction.

63 752 0 {Optional - Valuatipn for Processed Gas - Option 1) For Overproduction processed for tne accoumt of the
64  Overproduced Parcy at a gas processing plant for the extraction of liquid hyd:ocarbons, the full quanury of the Ovecproduction
68 will be vulued for purposes of cash serclemenc ar che prices received by the Overpreduced Parry for the salc of che residuc gas
46 uttributable to the Overproduction without regard to proceeds auribuvrable two liquid hydrocarbons which may bue been
67  extracted from the Overproduction. -

68 7.5.2 i (Optional - Valustion for Prucessed Gus - Option 23 For Overproduction processed tuc the gecondt of the
(9  Overproduced Party ar a gas processing plane for the exeraction of liquid hydracarhons, the valugs vsed for cslcu_l_aurs; cash
70 seeclement will include the proceeds received by the Overproduced Party for “he sale of the liquid hydrocarbons'extncred from
71 the Overproduction, less the actual reasonable coses incurred by che Overproduced Pusty to process the O\r‘prududtou und o

7 transpore, fractionatc and handle the liquid kFydrocarhuns extructed checefrom prior w sale. -
72 7.6 To the exteat the Ovecproduced Purty did not sell all Overpeoduction uader an Arm's Leagth Abxeemem the cash
74 serlemene wili be based on the weighted average price received by the Overproduced Party fur any gas sold from the

W
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Balancing Ares undec Arm’s Lengch Agrecments during the monchs o which such Overproduction is acteibuted. In the event
that no sales under Arm's Length Agreements were made during any such manch, the cash serclement for such monch will be
based on the spot sales prices published for the applicable geographic area ducing such month in a muiually sccepeable peicing
bulletin. ‘

7.7 Interest compounded ar che rate of percent ¢ ) per anoum or the maximum lasvful
rate of interast applicable wo the Balancing Area, whichever is loss, will acerue foc al! amounts due under Section 7.1, beginning
the first day following the date paymenr is due pursuant m Section 7.3, Such interesc shall be borne by che Operator or any

Overproduced Party in the proportion dwl exh% é?mlzc gﬁ&flbﬂi rl'ﬁ edemg ings fefq O"l:(cmp%.v“% M qu,_ dfest

coneributed to the sccrunl of the interest. 5 € it has received payment ‘rom any Cverproduced Party

7.8 In licu of the cash sertlement required by Section 7.3, an Overproduced Party may deliver to the Underproduced Purty
an offer 1o settle its Overproduction in-kind and ac such rates, quanticies. times and sources as may be apreed upon by the
Underproduced Party. If the Parties are unablc w agree upon the manner la which such in<kind settlement gas will be
furnished within sixty (60) days after che Overproduced Party's offer to settle in kind, which period may be extended by
agreemnent of said Parties, the Overproduced Parey shall make a cash serrlemenr as provided in Section 7.3. The muking of an
in-kind sertdement offer under this Scction 7.8 will not defay the accrual of interest on the cash setdement should the Partics
fail to reach sgreement on an in-kind sectlement.

719 K] (Oprionsl - For Balancing Areis Subject to Federal Price Regulation) Thar portion of any monues collected by un
Overproduced Pacty for Overproduction which is subjcer to refund by orders of chie Federal Energy Regulacory Commission or
other govetnmenml authority may be withheld by the Overproduced Party until such peices are fully approved by such
goveramental authority, unkss the Underpraduced Party furnishes s corporace underraking, acceptable o the Overproduced
Pucty, ageeeing o hold the Overproduced Parry harmless from financial loss cue o tefund orders by such goveramental
authority

7100 (Optionul - Interim Cash Balancing) At any time during the term of chis Agreement, any Overpreduced Parcy
may, ia its sole discrerion, make cash sectlement(s) with the Underproduced Parnies covering all oc part of its eutstanding Gas
imbslance, provided that such setclements must be made with ull Underproduced Pacties proportionatcly hasied on che relative
imbalances of rhe Underproduced Parties. and provided further that such serdemencs may not be made mere ofico than nnce
evety twenty-four (24) months. Such sertlements will be calculated in the samc maunner previded above for final cash
sculements. The Overproduced Party will provide Operator a detuiled accouncing of any such cash scericment within thieey (30
days after che setticment is made.

8. TESTING

Notwithstanding uny provision of this Agreement to the contrary. any Party shall have the right, from time to dmie, ©
produce and take up w one hundred percenc (100%) of s well's entire Gas strearm (0 meec the reasonable deliverubility rest(s!
sequired by such Parcy’s Gas purchaser, and the righe to take any Makeup Gus shull be subordinate to the righe of any Party w
conduct such tests; provided, however, that such tests shall be conducted in accordunce with pruden: operacing practices only

after thirty {_m_) days’ prior writteq notice o (ha Operator and shall last a0 loniger than
seven 7 _y days mclud:.ng prior shut-in time,

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Parry’s obligation to puy its proportionste share of all costs and
liabilicies incurred in Operations on or io connection with the Balancing Arca, as ics share thereof is set forch in the Operating
Agreement, itrespective of whethee any Party is at any rime selling and using Gas or whether such sales or use are in
propoction w ity Percentage Interest in the Balaacing Area.

10. LIQUIDS

The Parties shall share proportionstely in and own all liquid hydrocurbons recovered with Gas by ficld equipment operated
for the join¢ account in uccordance with their Percentage Interests io the Balancing Areu.
11. AUDIT RIGHTS

Notwithscanding any provision in this Agreement or sny other agreement becween the Parties hereto, and further
porwithstanding any termination oc cuncelladon of this Agreement, for a period of twe (2) years from cthe end of the culerdar
yeac in which any information to bc furaished undet Sectioo $ or 7 hereof is supplied, any Paccy shali have the righe o audit
the records of any other Parcy regarding quantity, including bur nor limited to information regarding Bru-conren:
Any Underproduced Party shall have the right for a period of two (2) years from the end of the wlendsr yewr in which any
cash setclement is received pursuant co Section 7 to audit che records of any Overproduced Parcy as to wli matters concerning
values, including but nor limited to information regacding prices and disposition of Gas from che Balancing Area. Any such
andic shall be conducted at the cxpense of the Party or Partics desiting such audit, and shall be conducied, atter ressonable
notice, during normal business hours in the affice of the Parcy whose records are being wudited. Esch Pacry herecc agrees o
maintain records as to the volumes and prices of Gas sold euch month and the volumes of Gas used in its own operations,
along with che Royslty paid on any such Gas vsed by a Party in its own operations. The sudic righes provided for in this
Section 11 shall be in addition ra chose provided for in Section 5.2 of this Agraement,

12. MISCELLANEOUS

12.1 As berween the Paccies, in the event of uny conflict becween the provisions of this Agreement and the provisions of
any gas sales concract, or in the event of any conflict between the provisicns of this Agreement and the pro\-;sions of the
Opcrarting Agreement, che provisions of this Agreemeat shall govern.

12.2 Bach Party agrees to defend, indemnify and hold haemless sll orher Pacties from and agains: 20y and alf !nbxilty tes
any cluims, which may be asserted by any thitd party which now or hereafter stands in & concracreal relationship Mth such
Indemnifying Party and which arise out of the opetation of this Agreement or uny activities of such indemanifying P‘uy under
the provisions of this Agreement, and docs further agree to save the ocher Parries harmless feom all judgments or damagec
sustained and costs incurred in conneccion therewich. e

12.3 Excepr as otherwise provided in this Agreement, Operator is authorized to admuniscec the pmwsnons of this
Agresment, but shall have ao liability to the other Parties for losses sustained or liability incurced which ause ouc of or in
connection with the performance of Operator's ducies hereunder, excepr such as may result from Operitar’s gross: negl:,gencc or
willful misconduct. Operator shsil not be lisble to any Underproduced Parry for the failure of any chrprodut.ed Party (other
than Operator) m pay sy amounts owed pursuant to the rerms hereof. A

12.4 This Agceement shall remaio in Full force and effect for us ivag as the Operating Agreement shall remain in'f ce urd
effect us 1o the Balancing Areq, and theresfrer until the Gas accounts berween the Purties ate seecled in full,” mﬂ%ﬁ Gte "to
the bencfit of and be binding upon the Purties herero, and their respective heirs, successors, legal - representutives
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and assigos, if uny. The Purties hereto ugree o give notice of the cxistence of this Agreement to aay successor in interest of
any such Party and ro provide rhat sny such successor shall be bound by this Agreemear, and shali further emake any rransfer of
any incerest subject to the Operating Agreement, or any part chereof, alsa subject ro the terms of this Agreement.

12.5 Unless the cuntexe cleacly indicates otherwise, words vsed in che singulac include the plural tite plural includes the
singular, snd rhe neuzer gender includes the masculine and the feminine.

12.6 o the evear that ey “Oprional” provision of this Agreemenc is nor adopted by the Parvies to this Agreement by a
typed, printed or haadwritesn indication, such provision shall not form a part of dhis Agreement, und 10 inference shall be
made concerning che intent of the Pacties in such event. In the eveac thac any “Alrernative” provision of this Agreement is not
s0 sdopred by the Parties, Alternative | in each such instunce shall be deemed o have been sdopted by the Purties as a resuit
of any such omission, In chosc cases where ir is indicared thac an Optivaul provision may be used only if a specific Alrernarive
is selected: (i) an election o Include said Optional provision shall not be cffecrive unless the Alternacive in question is selected;
aud (i) the eleceion to include said Optionul pruvision rust be expressly indicated hereon, it being understood that the
sclection of an Alwgrnacive either expressly or by defaule as provided herein shall not, in und of iwell. constitue an election o
include an associated Oprional provision.

12.7 This Agreement shall bind cthe Parties in accordance wirh the provisions hereof, and norhiag herein shall be coascrved
or interpreted as ¢reuting any rights in any person ar entity not a signatory herero, or as being a scpulation in favor of any
such pcrson or entity.

12.8 If concemporaneously wich this Agrecment becoming effective, or thereafier, any Parcy requeses char any other Parey
execute an uppropriste memorandum or notice of this Agreement in order to give chird parties aotice of recoud of same and
submits same for execution in recorcable furm, such memorandum or notice shall be duly executed by the Purty to which such
request is made and delivered promptly thereafcer to the Parcy making the request. Upon receipr, the Parry making the request
shall cause the memorundum or notice to be duly recorded in the appropeiate real peoperty or other records affecting the
Balancing Acea, See 14. 3

Partics, cach Parey sgrees o compute and report income 1o the Laternal Revenue Servicg (salecee a5 T such Party wese
taking its Full Sharc of Current Production during each cplesant-te 160 1 accordance with such regulations, insofac 25 same
relate to enticlement_method 0 ations; or LJ bascd on the quantity of Gus taken for ies acvount in zccurdance with

e v

13, ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sections 13.2 (if elected) and 133 heveol, and aotwithstanding aayhing in this Agreement
or in the Operuting Agreement to the contraty, if any Party assigns (including a0y sale, exchange or usher transfer) uny of its
working intcrese in the Balancing Area when such Party is an Undecproduced or Overproduced Parcy, the sssignment or other
act of transfer shall, insofar as che Parties heteto are concerned, include all interest of the assigaing or teynsferring Parcty ia the
Gas. all rights to reegive or obligutions to provide or take Makeup Gas and all rights to recewe or cbligations to make any
wonetaty payment which may ultimately he duc hereunder, ax applicable. Gperutor and each of the other Parties herewo shall
thereafrer treat the assignment 2ccordicgly. and the assigning or transferring Parry shall look solely w its ussignee or other
transferee for any interest in the Gus or monetary paymeat that such Parcy may have or ro which it may be entidded, aed shull
cause irs assignee or Other transferee to assume its obllgacions herevnder.

1320 {Optignal - Cash Sertlement Upon Assigament) Nowwichstanding anything in this Agrecmene (inclading buc not
limited to the provisions of Section [3.1 hereof) or in rhe Operating Agreement to the contrury, and subject (o the provisions
of Section (3.3 bereof, in the event an Overproduced Pasty intends ro scll, assign, exchange or otherwise transfee nay of its
interest in 3 Balancing Arca, such Overproduced Parcy shall aotify in wrising che other working incerese owners who are

Putties hereto in such Balancing Arcs of such ficr ar least { ) days prioe w0 closing the
transacrion. Thereafter, sny Underproduced Parcy may demand from such Overproduced Party in writing, within
{ y days after receipe of the Overproduced Party's notice, a wsh setdement of its

Underproduction from the Balancing Area. The Operacor shall be notified of any such demand und of any cash secclement
pursuane o chis Section 13, and the Overproduction and Underproduction of cach Pacey shall be adjusied accordingly. Any cash
secdemnenr pursuant co chis Sectian 13 shall be paid by the Overproduced Party on or before che earlier 0 occur (1) of sixsy (60)
days ulfeer receipt of the Underproduccd Parcy’s demand or (i) ur the closing of the transacrion in which che Overpreduced
Party sclls, assigns, exchanges or otherwise transfers is incerest in a Balancing Arca on che same busis s otherwise set forch in
Sections 7.3 through 7.6 hereof, and shall beur interest ac che race sec forth in Section 7.7 hercof, beginning sixry (60) days
aftee the Overproduced Parey's salc. assignment, exchange or transfer of its interest in the Balancing Area for any amcunts not
paid. Provided. however, if any Underproduced Party does not so demand such cash settlemeat of its Underpredection from che
Rslancing Area, such Underproduced Party shall look exclusively o the assignee or acher successor in interest of che
Overproduced Party giving notice hereunder for the satisfuction of such Underprodaced Party's Underproduction in acordance
with the provisions of Section 13.1 hereof.

13.3 The pruvisions of this Section 13 shall not be applicable in the event any Partv mortgages its interest or disposes of it
interest by mesger, rcorganization, eonsolidation or sale of substanciuily all of its assets to o subsidiacy or pareat vompay, or to
any compuay in which any parent or subsidiary of such Party owns a majoriry of the scock of such company.

14, OTHER PROVISIONS

See attachment.
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OTHER PROVISIONS

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

In the event any Party feels a Party has produced more than its share of recoverable
reserves and wants to prohibit sald 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 until the
Overproduced Party is back in balance, If the Parties cannot agree on the remaining
recoverable reserves, the Operator shall retain an independent reservoir engineer,
experienced and competent in the geographical areas of the well(s) in question, to
compute the reserves. Its decision shall be final. Costs incurred by the independent
engineer shall be borne by the Parties hereto.

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

W UV
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153. COUNTERPARTS
This Apreement may he exceared in counterpares, each of which whea uken wich all other counterparey shall censtiruce
a binding agreement between the Parties herero; provided. however, rhac if a Parcy nir Pacries owning a Percenraye [Rweresr in

the Baluncing Area equal to or grescer chan & percenr (7} therein Ffaiiis; to exccuee this
Agreement on or befoce . this Agreemenc shell rot be binding uport aay Putcey and shall be of
no furcher force and effece.
IN WITNESS WHERTEOQF, this Agreement shall be effective as of the duy of
9 .
ATTEST OR WITNESS- OPERATOR
BY:

Type or princ name

Title

Dae

Tax 1D or 8.5, No.

NON-OPERATORS

BY:

Type ot priat nume

Ticke

Date

Tax ID or 8.8, No.

BY: s

Type or print name

Tirie

Dace -

Tax 1D or 8.8, No.
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1

ACKNOWLEDGMENTS
Note: The following forms of acknowledgment are che shore foems approved by the Uniform Luw on Noturial Acts, The

validity und eftece of chese forms in any srate will depend upon the srazures of char state,

ndividual acknowledgment:

Scace of )
) ss.
County of )

This instrument was acknowledged before me on

by

(Seal, if any)

Ti:le {and Rank’

My commiszion expires:

Acknowledgment in representative cupucity:

Stace of )
] ss.
Councy of )

This instrument was scknowledged before me on

by as

of

{Seal, if uny)

Title (aad Rank)

My commission expires:




Telephone Log

Date: 1/06/00 Time:_ 9:10 a.m.
Call to/from: Carla Wood

Company: ___Devon
Subject: Logan Draw 30 #1 well
Call Info:

Left message with Carla’s answering machine that we were still waiting on
her comments to our JOA, and that we had reviewed their Gas Bal. Agmt.
and it was OK. I told her that Nearburg would go with the Ernst & Young
rates of $4168 and $400. I also said that we were aware that they had
recently charged Mewbourne rates of $6000 and $600 for a similar well in
the area, so that we were bending over backwards to utilize the Ernst &
Young rates. I asked Carla to call me back.



Telephone Log
Date: 1/14/00 Time:_ 9:00am

Call from:___Carla Wood

Company: Devon

Subject: Logan Draw "“30" Fed Com #1 Well

Call Info:

Carla said that they were not willing for us to use the Ernst & Young OH
rates and that they could operate the well for $3000 per month drilling
rates. I said I would speak with Bob about this and get back to her, but
that we would only agree with the Emst & Young prescribed rates.



Telephone Log
Date: 1/14/00 Time: 10:30am

Call to:_Carla Wood

Company:_____ Devon

Subject: Logan Draw "“30” Fed Com #1 Well
Call Info:

I got Carla’s cell phone answering machine and told her that we would only
agree with the Ernst & Young prescribed rates and that we would prepare
to be at the hearing on 1/20/00. I asked her to call me before we left
Midland on 1/18/00 if they were willing to sign the AFE and send us a
conditional letter of acceptance on our JOA with the Ernst & Young rates.



Telephone Log
Date: 1/14/00 Time:__ 2:45pm

Call to:____Carla Wood

Company: Devon
Subject:_Logan Draw "30” Fed Com #1 well
Call Info:

I got both Carla’s cell and office answering machines and told her that we
could not understand Devon'’s questioning of our OH rates, since they had
proposed $6000 and $600 rates in their November JOA and since they were
charging other companies the $6000 and $600 rates on another well.

I asked Carla to sign a conditional letter of acceptance agreeing to our
proposed Emnst & Young OH rates ($4168 & $421) and get it to us by
Tuesday or we would proceed with the hearing.



Telephone Log
Date:__1/17/00 Time: 8:25 a.m.

Call from: Carla Wood

Company: Devon

Subject: Logan Draw "30” Fed Com #1 well
Call Info:

Caria called and stated that she had run into a “brick wall” about the OH
rates due to the long history on this well. She said that they would operate
for $3000 and $300 and that we should be willing to operate for those
rates. I said that their November 1999 JOA had rates of $6000 and $600,
and that they had charged those rates in the area for a similar well, and
that we were bending over backwards to reduce to the Emst & Young
rates. We concluded by discussing whether or not they would be present
at the hearing to protest, and Carla said at this point, she did not know.
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aevon 20 NORTH BROADWAY, SUITE 1560 Phone: 465/235-3611
OKLAHOMA CITY, OK 73102-8260

ENERGY CORPORATION

FACSIMILE TRANSMISSION
(405) §62-8113 FAXED
DATE: 1/24/00
TO: Bob Shelton ’

COMPANY: Nearburg Exploration

FACSIMILE #: 915-656-7806 -
OFFICE #:

FROM: Carla Wood (405-552-4615)

NUMBER OF PAGES FOLLOWING: 3 + cover

MESSAGE:

i you hsve any problams recelving this fax, please call Marshe Battlatt at (405) 552.4623 as soon as

Original is
X Being sent by United States Post Office
Baing sent by Overnight Mail
Not being sent
Other:
PAUL OWEN,

We recv'd this from Devon on 1/24/00 per Bob Shelton.



acvon 20 North Broadway. Suite 1500 Telephons: 405/332-46135
FAX 405/552-8113

ENERGY CORPORATION Oklahomu City, Oklahema 73102-8260

January 24, 2000 CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Nearburg Exploration Company, L.L.C.
3300 North “A” Street

Building 2, Suite 120

Midland, Texas79705

Attention: Bob Shelton, Land Manager

Re: Logan Draw 30 G Federal Com. #1
N/2 Section 30-T17S-R27E
Eddy County, New Mexico

Genllemen.

Enclosed please find revised pages to that certain Joint Operating Agreement dated November
11, 1999, by and between Devon Energy Corporation (Nevada), as Operator and Nearburg
Exploration Company, L.L.C., as Non-Operator, covering the captioned well. Plcase incorporate
these pages into your Joint Opcrating Agreement and return an cxecuted original to the

undersigned.

Should you have any questions, please feel free to call me at (405) 552-4615.

Sincerely,

DEVON ENERGY (CORP ; TION (NEVADA)

0@( (¢ (}jU(ZFC S/
Carla D. Wood
Landman

cdw mikb\ncarburg. 1

cne.
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A.PL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1932

ARTICLE V.
OPERATOR
A.  Designatien and Responsibilities of Opcrator:
DPEVON ENERGY CORPORATION (NEVADA) shuil be (ng

Uperator o the Conmact Area, ana shall conduct and direct and have 1uil costroi ui ali Operations on the Conirag! Arca as permitted and
required by, and within the Mt O this SRPCEMENT. [T ShSH conQUCt alt such opersiions in 3 good and workmanh:ke munner, dut 1t shal.
have ro lubsiity us Uperdtor to the OthCr parties or 10SSCS sustained or (1ab:litics incumed, €XIEPL suck o5 ey (eSUll oM gross
negligence or willful misconduct.

8. Hesignation or Removat of Operator and Stlection of Successor:

I, Ressgnahon or Kemoval ot Qperatar:  Operatur rmay rCSIAN 3T aay TIme by Riving writien nance iherect’ to Non-Uperalors.
11’ Upenator {ermunates ity legal exisience, no longer owns an inierest hergunder 1n the C'oniedct Area, of 15 NO ‘onger capable ol serving as
Uperutor, Uperalor shali be deemed 0 have “esigned without any action by Non-Uperators, extept trhe selection ot 9 syceessor. Unerstor
may pe removed 1l 1l lails or reluses lo carry Out its cubies hereunder, or becomes insolvent, banirupt or 1S pliced (n recgiversiup, by the
sttirmative vote of two (Z) or more Non-Upenstors owmng a8 majonty interest based on ownerstup & vhown on Lambit “A” reenmning
atter oxeluding the vohng interest ol Operator. Suoh resignanon ar removal shal! not become eliestive untit 7:0U o'clock A.M. onl the
hrst qay ot the eslandar month rollowing the expiratuon oF ninety (YU) gays alter the giving or nohce o resymaton ty Uderdioe or achion
by the Non-Uperators (0 remove Uperator, uiticss A successor Uperator has been selecicd aad assumes e qupics ot Uperator ot un carler
dale. Operator, atter etleciive date or resignalion or removal, shali be bourd by the (2rms hereol as a Non-Cperdter. A casnge of <t cor-
porule nume vr slructure of Uperalor or leunsler ol Operator's interest to any single subswdiary, parent Or successor ¢orporanon shali not
be the basis Jor removal of Operator,

2. Nelection o1 Successor Upcrator:  Lpon thc rCSIZNAON OF renwval o! Uperator, 8 guceessar Upcraies sha!l de seiecied by
(g partics. 'ThC SUCCESEOr UPCrator 5ial! be §el¢eted oM the parics vWLRg an intersst 1 the (antract Area at the iime sucCh Suctesyor
Uperator is selccied,  IMe successor Upcrator shall be selectod by Te ArlirMmative voig o WO (3 OF Imore parics owning 1 muonly nterest
based on ownerstap as shown on Lixkebil “A™, provided, however, 1t un Uperulor which has been removed 1als 10 voRr of volgs onty 1o
succeed 13ctl, the successor Uperatnr shall be scleered ay the attimuabtive vore of nun () Or MOre parties CWnIng & Ma;0nty INTYEST Odsed
on ownership s shown on Exhibit “A" remuaininy afler excluding the voling mieresi of the Operaloe that was removed.

C. Employees:

ine number or employees uscd by Uperiior in conduci:ng operalions hercunder, lherr Selecuon, andg the houls 0i laber aag the
campenstlion for services pertormed shall be determined by Operator, and all suct: employees shall be the employees of Operatoz,

D.  Drilling Contracts:

All wells dniled on the Contract Area shull be dnlicd on a compehuve contract basis at che usual «ates prevasiing i M@ arce. 11 4 56
caaires, Uperdior may employ (15 Owi tools and equipinent in the dritling 01 weils, but 1ts crarges theretor shall net exceed the prévaluy
ratcs in the grez and the rale o such charpes shall be agreed upon by Lhe parties 10 wnunp beiore Gntthag Operlions ale COMMENCesd, and
such work shiatl be pertormed by Upgrator undeér the saoe (erms and CONGILONS 43 41T cusiomery and usual in the area 1a contracts or
denencent contraciars who are doing work of u similar natre.

ARTICLE VL
DRILLING AND DEVELOPMENT

A.  bnitiz]l Well:

Un nr betare the lﬁ day ol Mav 000 , Uperutor shuls corminence the driiling ot a well ror
i} and gus at the llowing location: A legal location in the NE/4 of Scction 30, T-175, R-27E, Eddy County, New Mexice

1
and shall taerealter continue the drilling of the well with due diligence 10 a depth of 9,400 or sufficient In Operatnr's opinlon to test the

Morrow {srmation

unleds granite Or other practically impenetrable subshincs or condition A the hoiz, Whicht fehders iurthey ardung npracheal, 15 en-
countered at & lesser depth, or unless all parties agree to complete or abandon the well et a jesser depth

Upcrator shail make reasonshic tesw of all rormanong encountered durng anthag which give indicanon ol conmining oii and

£38 1N quanuhes suttictent to test, unless thir sgreemert ahall be NNIEd In 11s APPhcaban 10 2 specitic forrmaton or lormahons, M which
event Operator shall be required to westonly the formation or farmatians to which his agreemeni may apply.

Revised 1~-24-00 4.
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13, Abaadvnament and Reclumation

authority.

14 Coemmunications
Cost of sequiring, leasing, installing, operating, repuiring und maintaining  commuricabion systems. inchuling  radic  and
microwave facilities directly scrving the Joint Propenty. {n che cvent communication facilitics/svsrems  serving  the  Jeinl
Pruperty are Opernior owned, charges 1o the Jaint Account shali be made as proviced in Paragraph 8 of inis Saction 1.

18, Other Expenditurcs
Any other expenditure not cuvered ur deslt with in e faregoing provizians of this Section H, or in Section 11l and which
is of direct benefit o the Joint Property ancd is incurred by the Operator in the necessary and proper conduct of the Jeimt
Operations,

Ul OVERHEAD
1. Overhead - Drilllag and Prodaclug Operations

=

Net premiums  paid for insurance required 0 be curmied for the Juinl Operalions  for the  crotection of the Pamties. [ the
cvent  joint  QOperations  are conducted in a sme in  which Operawr may  ace 3 scil-insuter  (or Waocke?s Compecsation
anddor  Employers Liubility under the respective swre's laws, Operatss may, 3t f1s eiection, inslude the sk under v self-
insurance program und in 1kt event, Operator shall incluile 3 charge at Operator's cost Aot 10 exceed munusi rateg

Costs incurred for abandonment of the Joint Property, including costs required by wovemmenial or  olher reguiatory

i, As compensation for ddmimistrative,  supervision, offiez  scrviccs and  warcnousing  cosis,  Operator  shall  charge
drilling and producing apsrations on either:

{ X ) Fixcd Rate Basis, Paragraph (A. or
( ) Percentage Dasis, Paragraph 1B

Unless otherwise apreed o by the Pamies. such charge shall be in lieu of costs and expenses of sl offices and
salaries or  wepes plus  applicible  burdens and  expenses of all  personnel, except those  directly  chargeable  under
Puragruph  3A. Secuon 1. The cost snd cxpense of services (rom outside sources in  connection with marers of
taxalion, traffic, accounting or eauers before or involving govermmenceal agencics shall be considered a5 included in
the overhead nacs provided for in the above selested Paragruph of this Section [ unless such cost and cxpense are
agreed 10 by the Pasties as a direct charge 1o the Joint Account.

ii. The salaries, wuges wnd Pesonal  Expenses  of Technical Employces andfer ¢the cost of professional  consultant

services and contract services of lechnico} persoanei directly emplayed on the Jnint Projerry:

( ) shall be ¢cevered by the overhead rates, or
( X ) shall not be cavered by the vverhend rules,

ifi. The salarics, wages and Persons! Expenses of Technical Employees andor cosis  of professionsl  consultant  serviees
and contract  wervices of (echnios! persannei cither ctemporarily or permancnily sssigned o and  directly cmployed in

the operation of the Joint Property:

{ X ) shall be ecverwnd by the overhead rates, or
{  )shall nut be covered by the overhead cates.

A Overhead - Fixed Rate Basis
(1)  Operator shall eharge the Joint Accoun: ax ihe following rates per well per month;

Dritling Well Rate §, 6,000.00
(Procated for less than a fuli month)

Producing Well Rate § 300.00

(2) Applicatior of Overhzad - Fixed Ratc Basis shall be as toliows:
(s) Driling Well Rate

(1) Charges for drlling wells shull begin on the tate the well is spudded wnd weminae un the date
the drilling rig. complction rig, sr othes unmits used i completian of ‘he weli s relcased,  whichever

Revised 1-24-00 -4




Telephone Log

Date: 1/31/00 Time:_ 8:35 a.m.
Call to: Carla Wood

Company: Devon

Subject; _Logan Draw “30” Fed Com #1 well
Call Info:

I told Carla that we wanted to work with them on settling this matter and
were prepared to compromise on the monthly producing OH rates
somewhere between the Emst & Young rates and the $300 per month they
had just proposed that we use.

Carla said:

They wanted us to reduce our N/C percentage to 100%-300%, which I
said OK to; that they wanted to see our FMI data from the Murchison well;
and that she would get with her team to see if they could compromise on
the producing OH rate.



Telephone Log

Date: 1/31/00 Time:_10:00 a.m.
Call from: Carla Wood

Company: __Devon
Subject: _Logan Draw "30” Fed Com #1 well
Call Info:

Carla said:

They would not compromise on the producing OH rate of $300 that they
had requested and that without the FMI data, they preferred their location
and that they would go ahead with the hearing.

I said:

We would prepare for the hearing.

Mark Wheeler 1/31/00



Telephone Log

Date: 1/31/00 Time:_4:45 p.m.
Call from:___Carla Wood

Company:__Devon

Subject:_Logan Draw “30” Fed. Com #1 well
Call Info:

Carla said that Jim Bruce had informed her of our offer to reduce
our O/H rates to $6000 and $300, as they had last said they would
do. Carla said that after running that by her team, they had decided
to proceed with the OCD hearing, because they wanted to operate
the well.

The call concluded at 4:46 p.m.

Mark Wheeler 1/31/00



