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UNIT OPERATING AGREEMENT

FOR THE

EAST HOBBS (SAN ANDRES) UNIT

LEA COUNTY, NEW MEXICO

THIS AGREEMENT ("this agreement” or "this Operating Agreement"), entered into as of the
14th day of February 2003, by the parties who have signed the original of this instrument, a counterpart
thereof or other instrument agreeing to be bound by the provisions hereof,

WITNESSETH:

WHEREAS, the parties hereto as Working Interest Qwners have executed, 2s of the date hereof,
an agreement entitled, "Unit Agreement for the Development and Operation of the East Hobbs (San
Andres) Unit, Lea County, New Mexico” (the "Unit Agreement™), which among other things, provides
for a separate agreement to be entered into by Working Interest Owners to provide for the development
and operation of the Unit Area as therein defined,;

NOW, THEREFORE, in consideration of the mutual agreements herein set forth, it is agreed as
follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT AND DEFINITIONS

1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby confirmed and by
reference made a part of this agreement. If there is any conflict between the Unit Agreement and this
agreement, the Unit Agreement shall govern.

1.2 Definitions. The definitions contained in the Unit Agreement are adopted for all
purposes of this agreement. The words, terms and phrases used in this Agreement are written to convey
the most common industry meaning or understanding, but shall also be construed to mean the plural if
written in the singular and vice versa. In addition, the following tertns, when used herein, shall have the
following meanings:

121 Persen is defined &5 any individual, corpuraiion, parinership, common iaw or
statutory trust, association of any kind, the State of New Mexico or any subdivision or agency thereof
acting in a proprietary capacity, guardian, executor, administrator, fiduciary of any kind, or any entity
capable of holding an interest in the Unit Area.

1.2.2  Qil and Gas Rights are the rights to explore, develop and operate lands within the
Unit Area for the production of Unitized Substances, or to share in the production so obtained or the
proceeds thereof.

1.2.3  Unit Equipment is ali personal property, lease and well equipment, plants, and
other facilities and equipment taken over or otherwise acquired for the joint account for use in Unit
Operations.

1.2.4 LUinit Expense is all cost, expense, or indebtedness incurred by Working Interest
Owners or Unit Operator pursuant to this Agreement and the Unit Agreement for or on account of Unit
Operalions.

1.2.5 Unit Operations are all operations conducted pursuant to this Agreement and the
Unit Agreement.

1.2.6 Unit Operator is the party designated by Working Interest Owners under this
Agreement to conduct Unit Operations.

Mid: ASHERMANWI07544\0000021313242.1 1



ARTICLE 2
EXHIBITS

2.1 Exhibits. The following exhibits are incorporated herein by reference:
2.1.1 Exhibits "A", "B" and "C" of the Unit Agreement.

2.1.2  Exhibit D attached hereto is a schedule showing the percentage of total Unit
Participation attributable to each Working Interest Owner in each Tract. Exhibit "D", or revisions
thereof, shall not be conclusive as to the information therein, except it may be used as showing the Unit
Participation of the Working Interest Owners for purposes of this agreement until shown to be in error or
as revised as herein authorized.

2.1.3 Exhibit "E", attached hereto, is the Accounting Procedure applicable to Unit
Opetations. If there is any conflict between this agreement and Exhibit "E", this agreement shall govern.

2.1.4 Exhibit "F", attached hereto, contains insurance provisions applicable to Unit
Operations.

2.1.5 Exhibit "G", attached hereto, contains an inventory of wells, equipment and other
personal property to be utilized in Unit Operations and a pricing of such material.

2.2  Revision of Exhibits. Whenever Exhibits "A", “B" and “C" are revised, Exhibit “D" shall
be revised accordingly and be effective as of the same date. Unit Operator shall also revise the Exhibit
“D" from time to time, as required, to conform to changes in ownership of which Unit Operator has been
notified as provided in the Unit Agreement.

23 Reference to Exhibits. Whenever reference is made herein to an exhibit, it is to the
exhibit as originally attached, or if revised, to the last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

i1 Qverall Supervision. Working Interest Owners shall exercise overall supervision and
control of all matters pertaining to Unit Operations conducted pursuant to this agreement and the Unit
Agreement. In the exercise of such authority, each Working Interest Owner shall act solely in its own
behalf in the capacity of an individual owner and not on behalf of the owners as an entirety.

3.2 Specific Auihoriiies and Duiies. The mauers with respect to which the Working Interest
Owners shall decide and take action shall include, but not be limited to, the following:

3.2.1 Method of Operation, The method of operation, including any type of pressure
maintenance, enhanced recovery or other recovery program to be employed.

3.2.2 Dolling and Recompletion of Wells. The drilling, deepening or plugging back of
any well whether for production of Unitized Substances, for use as an injection well, or for other
purpoeses.

3.2.3 Well Recompletion and Change of Status. The recompletion, abandonment or
change of status of any well, or the use of any well for injection or other purposes.

3.2.4 Unit Operator's Tools and Equipment. The use by Unit Operator of its own tools
and equipment in the drilling of a well or in any other operation in which drilling equipment is required.

32,5 Expenditures. The making of any single expenditure in excess of Twenty- Five
Thousand Dollars ($25,000.00); provided that, approval by Working Interest Owners of the drilling,
rewarking, deepening or plugging back of any well shall include approval of all necessary expenditures
required therefore, and for completing, testing and equipping the same including necessary flow lines,
separators and lease tankage.
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3.2.6 Disposition of Unit Equipment. The selling or otherwise disposing of any major
item of surplus Unit Equipment, if the current list price of new equipment similar thereto is in excess of
Ten Thousand Dollars ($10,000.00).

3.2.7 Appearance Before a Court or Regulatory Agency. The designating of a
representative to appear before any court or regulatory agency in matters pertaining to Unit Operations;
and shall be made in accordance with Article 4, Paragraph 4.3.2; provided that, such designation shall
not prevent any Working Interest Owner from appearing in person or from designating another
representative in its own behalf, at its expense.

3.2.8 Audits. The auditing of the accounts of Unit Operator pertaining to Unit
Operations hereunder, provided that the audits shall:

(a) Not be conducted tmore than once each year, except upon the resignation
or removal of Unit Operator;

(b)  Be made upon the approval of sixty percent (60%) or more of the Unit
Participation interesis of the Working Interest Owners, after excluding the Unit
Participation interest of the Unit Operator, voting in the affirmative, at the expense of all
Working Interest Owners, other than the Working Interest Owner designated as Unit
Operator; and

(c) Be made upon not less than thirty (30) days written notice to Unit
Operator and in accordance with guidelines established by the Council of Petroleum
Accountants Societies.

329 Inventories. Taking of periodic inventories under the terms of Exhibit "E".

3.2.10 Technical Services. The authorizing of charges to the joint account for services
by consultants or Unit Operator’s technical personnei not covered by the charges provided by Exhibit
|lE|l.

3.2.11 Assignments to Committees. The appeintment of comrmittees to study any
problems in connection with Unit Operations.

3.2.12 Removal of Unit Operator. The removal of Unit Operator and the selection of a
successor as provided in the Unit Agreement.

3.2.13 Changes and Amendments. The changing of the Unit Area or the amending of
this agreement or the Unit Agreement as provided by the Unit Agreement

.........

3.2.14 Investment Adjustment. The adjustment and readjustment of investments.

3.2.15 Termination of Unit Agreement. The termination of the Unit Agreement as
provided therein.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

41  Designation of Representatives. Each Working Interest Owner shall in writing inform
Unit Operator of the names and addresses of the representative and alternate who are authorized to
represent and bind such Working Interest Owner with respect to Unit Operations. The representative or
alternate may be changed from time to time by written notice to Unit Operator.

42  Mestings. All meetings of Working Interest Owners shall be called by Unit Operator
upon its own motion or at the request of one (1) or more of the Working Interest Owners having a total
Unit Participation of not less than ten percent (10%). No meeting shall be called less than fourteen {14)
days advance written notice. The Owner requesting the meeting shall prepare an agenda outlining the
topics to be discussed at the proposed meeling and attach it to the notice requesting the meeting.
Working Interest Owners who attend the meeting shall not be prevented from adding to or amending
items on the agenda or from acting upon the amended items or other added items presented at the
meeting. The representative of the Unit Operzator shall be chairman of each meeting. The Unit Operator
will prepare and furnish minutes of all meetings to the Working Interest Gwners.
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43 Voting Procedure, Working Interest Owners shalil decide all matters coming before them
as follows:

4.3.1 Yoting Interest. Each Working Interest Owner shall have a voting interest equal
to its Unit Participation.

4.3.2 Vote Required - Generally. Unless otherwise provided herein or in the Unit
Agreement, all matiers shall be decided by an affirmative vote of two-thirds or more voting interest;
provided that, should any one Working Interest Owner have more than two-thirds of the voting interest,
its vote must be supported by the vote of one (1) or more Working Interest Owners; provided, further
however, that the negative vote of any one Working Interest Owner having more than one-third (1/3) but
less than one-half (1/2) of such voting interest shall not defeat a motion or measure, unless such awner is
joined by the negative vote of one or more other Working Interest Owners.

433 Vote at Meeting by Non-Attending Working Interest Owner. Any Working
Interest Owner who is not represented at a meeting may vote by letter, fax or telegram addressed to the

representative of the Unit Operator, if its vote is received prior to the vote on the item. Such vote will
not be counted with respect to any item on the agenda which is amended at the meeting.

434 Poll Votes. Working Interest Owners may vote by letter, fax or teiegram on any
matter submitted in writing to all Working Interest Owners. If a meeting is not requested, as provided in
Section 4.2, within fourteen (14) days after a written proposal is sent to Working Interest Owners, the
vote taken by letter or telegram shall control. Failure to vote within the time prescribed by the Unit
Operator, which shall be no less than fourteen (14) days afier receipt of such matter, shall be deemed to

be a positive vote with respect to the proposal. Unit Operator shall give prompt notice of the results of
such voting to each Working Interest Owner.

43.5 Binding Effect of Vote. Aill Working Interest Owners shall be bound for their
proportionate share of all costs and expenses of Unit Operations approved by the Working Interest
Owners by the vote required herein.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally reserve to themselves all their
rights, except as otherwise provided in this agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have, among others, the following
specific nghts:

5.2.1 Access to Unit Area, Access to the Unit Area at all reasonable times at Working
Interest Owner's sole risk and expense to inspect Unit Operations, alt wells, and the records and data
pertaining thereto.

5.2.2 Repons. The right to receive from Unit Operator, upon written request, copies of
all reports to any governmental agency, reports of crude oil runs and stocks, inventory reports and ail
other information pertaining to Unit Operations. The cost of gathering and furnishing information not
ordinarily furnished by Unit Operator to all Working Interest Owners shail be charged to the Working
Interest Owner who requests the information.

53  Taking Unitized Substances in Kind. The Unitized Substances allocated to each Tract
shall be taken in kind by the respective parties entitled thereto by virtue of the ownership of Qil and Gas
Rights therein or by purchase from such owners. Such parties shall have the right at their sole cost and
expernse, to construct, maintain and operate within the Unit Area all necessary facilities for that purpose,
provided that they are so constructed, maintained and operated as not to interfere with Unit Operaticns.
Any extra expenditures incurred by Unit Operator by reason of the delivery in kind of any portion of the
Unitized Substances shall be borne by the receiving party. If a Royalty Owner has the right to take in
kind a share of Unitized Substances and fails to do so, the Working Interest Owner whose werking
interest is subject to such Royalty Interest shall be entitled to take in kind such share of Unitized
Substances.
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5.4  Failure to Take in Kind. If any party fails to take in kind or separately dispose of such
party's share of Unitized Substances, Unit Operator shali have the right, but not the cbligation, for the
time being and subject to revocation at will by the party owning the share and giving Unit Operator
thirty (30) days written notice thereof, to purchase such share for its own account or to sell to others, at
the same market value realized by Unit Operator. However, should Unit Operator's purchaser of
Unitized Substances be an affiliate, such party's share of Unitized Substances shall be purchased by Unit
Operator or sold, unless otherwise agreed to in writing, at an equivalent price to the best price obtainable
in the area for such production from an independent purchaser. The intent of the parties is to keep the
production and the sale of Unitized Substances balanced at all times. Contracts of sale by Unit Operator
of any other party's share of Unitized Substances shall be enly for such reasonable periods of time as are
consistent with the minimum needs of the industry under the circumstances, but in no event shall any
such contract be for a period in excess of one (1) year. The proceeds of the Unitized Substances so
disposed of by Unit Operator shall be paid in accordance with the Unit Agreement and applicable laws
and regulations.

5.5  No Sharing of Market. Nothing herein shall be construed to provide directly or indirectly
for any cooperative refining, joining sale or marketing of Unit Production,

ARTICLE 6
UNIT OPERATOR

6.1 Initial Unit Operator. EnerQuest Resources, LLC is hereby designated Unit Operator.

ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1  Exclusive Right to Operate Unit. Subject to the provisions of this agreement and to
instructions from Working Interest Owners, Unit Operator shall have the exclusive right and be
obligated to conduct Unit Operations. Notwithstanding anything contained herein or in the Unit
Agreement to the contrary, Unit Operator shall not be deemed to be a fiduciary on behalf of Working
Interest Owners or have the duties and responsibilities associated with a fiduciary or agency
relationship. In its performance of services hereunder for Working Interest Owners, the Unit Operator
shall act in a good and workmanlike manner as would a prudent operator under the same or similar
circumstances. The conduct of Unit Operator shall comply with Article 7.2 below but as noted above
shall not give rise to any fiduciary relationship or duties.

7.2  Workmanlike Conduct. Unit Operator shall conduct Unit Operations in a good and
workmantike manner as would a prudent operator under the same or similar circumstances. Unit
Operator shall freely consult with Working Interest Owners and keep them informed of all matters
which Unii Operaior, in the exercise of its best judgment, considers important. Unit Operator shail not
be liable to Working Interest Owners for damages caused by its operations unless such damages result
from its gross negligence or willful misconduct. EXCEPT FOR UNIT OPERATOR'S INTEREST -
IN THE UNIT AREA (IF ANY), WORKING INTEREST OWNERS SHALL INDEMNIFY UNIT
OPERATOR FOR, FROM, AND AGAINST ANY AND ALL CLAIMS, DAMAGES AND
LIABILITY OF EVERY KIND AND CHARACTER (INCLUDING ALL COSTS AND
EXPENSES, INCLUDING BUT NOT LIMITED TO ATTORNEYS FEES), RESULTING
FROM, ARISING OUT OF, OR INCIDENTAL TO UNIT OQPERATOR'S PERFORMANCE OF
DUTIES ON THE UNIT AREA EVEN IF SUCH LIABILITIES ARISE FROM OR ARE
ATTRIBUTABLE TO UNIT OPERATOR'S NEGLIGENCE. THE ONLY LIABILITIES TO
WHICH THIS INDEMNITY OBLIGATION DOES NOT APPLY ARE THOSE RESULTING
FROM UNIT OPERATOR'S GROSS NEGLIGENCE OR INTENTIONAL TORTS FOR
WHICH UNIT OPERATOR SHALL BE SOLELY RESPONSIBLE.

7.3  Liens and Encumbrances. Unit Operator shall keep the lands and leases in the Unit Area
free from all liens and encumbrances occasioned by Unit Operations except the lien of Unit Operator
granted hereunder.

7.4  Employees. The number of employees used by Unit Operator in conducting Unit
Operations, their selection, hours of labor and compensation shall be determined in a reasonable manner
by Unit Operator. Such employees shall be the employees of Unit Operator,
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7.5  Records. Unit Operator shall keep correct books, accounts and records of Unit
Operation. ‘

7.6  Reports to Working Interest Qwners. Unit Operator shall furnish to Working Interest
Owners periodic reports on Unit Qperation.

7.7 Repons to Govemnmental Authorities. Unit Operator shall make all reports to
governmental authorities that it has the duty to make as Unit Qperator.

7.8  Engineering and Geological Information. Unit Operator shall furnish to 2 Working
Interest Owner, upon written request, a copy of all logs and other engineering and geological data
pertaining to wells drilled for Unit Operations.

7.9  Expenditures. Unit Operator is authorized to make single expenditures not in excess of
Twenty-Five Thousand Dollars ($25,000.00) without prior approval of Working Interest Owners. If an
emergency occurs, Unit Operator may immediately make or incur such expenditures as in its reasonable
opinion are required to deal with the emergency. Unit Operator shail report to Working Interest Owners,
as promptly as possible, the nature of the emergency and the action taken. Upon request, Unit Operator
shall furnish Working Interest Gwners, for information purposes, copies of its Authorities for
Expenditures for any single project costing in excess of Twenty-Five Thousand Dollars ($25,000.00),
and for lesser amounts when prepared for Unit Operator's own use.

7.10  Wells Drilled by Unit Operator. All wells drilled by Unit Operator shall be at the usual
rates prevailing in the area. Unit Operator may employ its own tools and equipment, but the charge
therefore shall not exceed the prevailing rate in the area, and the work shall be performed by Unit
Operator under the same terms and conditions as are usual in the area in contracts of independent
contractors doing work of a similar nature.

ARTICLE B8
TAXES

8.1 Severance, Gross Products and Ad Valorem Taxes. Beginning with the first catendar
year after the effective date hereof, Unit Operator shall render and pay on behalf of the Working Interest
Owners severance and gross products taxes assessed on oil and gas produced and ad valorem tax on all
property subject to this agreement, before they become delinquent. Prior to the rendition date, each
Working Interest Owner shall furnish the Unit Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) and taxable and non-taxable interests
on leases and oil and gas interests contributed by such Working Interest Owner. If the assessed tax of
any leasehold estate or produced Substances is reduced by reason of its being subject to outstanding
excess royalties, overriding royalties, reimhursements, or nrodustion payments, the reduction in taxes
shall inure to the benefit of the owner or owners of such leasehold or Unitized Substances, and Unit
Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduction.
Unit Operator shall charge the Working Interest Owners for their proportionate share of severance and
gross products tax at the date the tax is assessed based on the value each Working Interest Owner
recetves for their sales of the unitized substances. Unit Operator shall charge the Working Interest
Owners for their proportionate share of all other tax payments in the manner provided in Exhibit "E" and
other parties for their share in the manner provided in the Unit Agreement.

If Unit Operator considers any tax assessment improper, Unit Qperator may, after notice to
Working Interest Owners, protest within the time and manner prescribed by law, and prosecute the
protest to a final determination, unless all parties agree to abandon the protest prior to final
determination. All direct expenses incurred by Unit Operator in protesting an assessment will constitute
a direct charge to the joint account. During the pendency of administrative or judicial proceedings, Unit
Operator may elect to pay, under protest, all such taxes and any interest and penalty. When any such
protested assessment shall have been finally determined, Unit Operator shali pay the tax for the joint
account and other parties, together with any interest and penalty accrued, and the total cost shatl then be
assessed against the parties, and be paid by them as provided in Exhibit "E" and the Unit Agreement,
respectively.

8.2 Notices. Each Working Interest Owner shall promptly furnish the Unit Operator with
copies of notices, assessments, levies or tax statemnents received by it pertaining to the taxes to be paid
by the Unit Operator. Each month, the Working Interest Owners shall furnish the Unit Operator with
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the gross value of any production taken in kind or other information necessary in order for the Unit
Operator to compute the severance and gross products tax on the unitized substances.

8.3  Other Taxes, Each Working Interest Owner shall pay or cause to be paid all gathering or
other taxes or excises due the State of New Mexico, the Federal Government, or otherwise, together

with all licenses and excises, which are now imposed or may be imposed upon or with respect to the
production or handling of its share of unitized substances.

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator, with respect to Unit Operations, shall do the following:
9.1.1 Comply with the Workmen's Compensation Law of the State of New Mexico.

9.1.2 Carry Employer’s Liability and other insurance as required by the laws of the
State of New Mexico.

9.1.3 Carry other insurance as set forth in Exhibit "F".

ARTICLE 10
ADJUSTMENT OF INVESTMENTS

] 10.1  Persunal Property Taken Over. Upon the Effective Date hereof, Working Interest
Owners shall deliver to Unit Operator the following:

10.1.1 Wells. All wells completed or to be completed in the Unitized Formation, as
shown in the initial Plan of Operation and Development and all service wells to be utilized for Unit

Operations, including water supply and dispoesal wells, completed within or outside the Unitized
Formation.

10.1.2 Well and Lease Equipment. The casing and tubing in each such well, the
welihead connection thereon and all other lease and operating equipment that is used in the operation of
such wells, which the Working Interest Owners determine is necessary or desirable for conducting the
Unit Operations.

10.1.3 Records. A complete copy of all production and well records that pertain to such
welis. In the event a Working Interest Owner fails to provide Unit Operator with said records within
sixty (60} days of the Effective Date, then the Unit Operator is hereby authorized to suspend in-kind
delivery or payment of proceeds of production to said Working Interest Qwner, of its share of Unit
Production, until said records are provided to the Unit Operator.

10.2 Inventory and Evaluation of Personal Property, The Working Interest Owners shall at
Unit Expense inventory and evaluate, as determined by Working Interest owners, the personal property
taken over. Such inventory shall include and be limited to those items of equipment considered
controllable under Exhibit "G" except, upon determination of Working Interest Owners, items
considered non-controllable may be included in the inventory but shall be excluded from evaluation and
investment adjustment. Casing shall be included in the inventory for record purposes, but shall be
excluded from pricing and investment adjustment.

103 Investment Adjustment. Upon approval by Working Interest Owners of the inventory
and evaluation, each Working Interest Owner shall be credited with the value of its interest in all
personal property taken over under Section 10.1.2 and evaluated under Section 10.2, and shall be
charged with an amount equal to that obtained by multiplying the total value of all personal property
taken over under Section 10.1.2 and evaluated under Section 10.2 by the Working Interest Owner's Unit
Participation. If the charge against any Working Interest Owner is greater than the amount ¢redited to
such Working Interest Owner, the resulting net charge shall be an item of Unit Expense chargeable
against such Working Interest Owner. If the credit to any Working [nterest Owner is greater than the
amount charged against such Working Interest Owner, the resulting net credit shall be paid to such
Working Interest Owner by Unit Operator out of funds received by it in settlement of the net charges
described above.
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10.4  General Facilities. The acquisition of warehouses, warehouse stocks, lease houses,
camps, facility systems and office buildings necessary for Unit Operations shall be by negotiation by the
owners thereof and Unit Operator, subject to the approval of Working Interest Owners,

10.5 Qwnership of Personal Property and Facilities. Each Working Interest Qwner,
individually, shall by virtue hereof own an undivided interest equal to its Unit Participation, in all
personal property and facilities taken over or otherwise acquired by Unit Operator pursuant to this
agreement.

10.6 Adjustment for Non-Usable Wells. All wells delivered to the Unit Operator shall be (a)
in usable physical condition, (b) completed in some portion of the Unitized Formation, and {c)
physically separated from formations not a part of the Unitized Formation as of the Effective Date. If
within three (3} months from the date of takeover, Unit Operator reports to Working Interest Owners,
the wells that were not in suitable condition to serve Unit Operator on the date of takeover and the
Working Interest Owners approve, Unit Operator shall properly place such well in suitable condition to
serve Unit Operator, or drill a substitute well if such well cannot be placed in suitable condition to serve
Unit Operator, at the sole cost of the Working Interest Owner who delivered such well and casing to
Unit Operator. It is the intent of this Section 10.6 that the cost of normal conversion of wells and casing
therein from operating practices utilized immediately prior to the date of takeover to operating practices
contemplated hereunder shall be a Unit Expense.

10.7 Surface Leases. Upon the effective date hereof Working Interest Owners shall deliver to
Unit Operator assignment(s) of all surface lease agreements pertaining to the Unit Area, but only to the
limnited extent they relate to production from the Unitized Formation or Unit Operations. Unit Operator
shall become responsible for all future rentals on behalf of Working Interest Owners. All said surface
unit rental costs shall be apportioned to each Working Interest as set forth in Exhibit "D".

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charges to Working Interest Owners. Unit Operator initially shall pay and
discharge all Unit Expense. Each Working Interest Owner shall reimburse Unit Operator for its share of
Unit Expense. Each Working Interest Owner's share of Unit Expense shall be the same as its Unit
Participation.

11.2  Advance Billing. Unit Operator shall have the right to require Working Interest Owners
to advance their respective shares of estimated Unit Expense by submitting to Working Interest Owners,
on or before the 15th day of any month, an itemized estimate thereof for the succeeding month, with a
request for payment in advance. Within thirty (30) days thereafter, each Working Interest Owner shall
pay to Unit Operator its share of such estimate. Adjustments beiween esitmated and actuai Unit
Expense shall be made by Unit Operator at the close of each calendar month and the accounts of
Working Interest Owners shall be adjusted accordingly.

11.3  Commingling of Funds. No funds received by Unit Operator under this agreement need
be segregated or maintained by it as a separate fund but may be commingled with its own funds.

11.4 Lien and Security Interests. Each Working Interest Owner grants to the other Working
Interest Owners and to Unit Operator 2 lien upon any interest it now owns or hereafter acquires in Oil
and Gas Rights and Working Interests in the Unit Area, and a security interest and/or purchase money
security interest in all of its interest in all personal property and equipment used or obtained for use in
connection therewith, all fixtures now or hereafter located thereon, all Unitized Substances extracted
therefrom and all accounts arising from the sale at the wellhead of Unitized Substances produced
therefrom, to secure performance of all its obligations under this Agreement including but not limited to
payment of Unit Expense, interest, attomey fees, court costs, cost of collection, the proper disbursement
of all monies paid hereunder, the assignment or relinquishment of interest in Oil and Gas Rights as
required hereunder, and the proper performance of operations hereunder. Such lien and security interest
granted by each Working Interest Owner hereto shall cover and include alt of such Working Interest
Owner's leasehold interest, Working Interests, operating rights, and Royalty Interests and overriding
royalty interests in the Unit Area now owned or hereafter acquired and in lands pooled or unitized
therewith or otherwise becoming subject to this Agreement, the Unitized Substances when extracted
therefrom and fixtures and equipment now or hereafter situated thereon or used or obtained for use in
cornection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts
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(including, without limitation, accounts arising from gas imbalances or from the sale of Unitized
Substances at the wellhead), contract rights, inventory and general intangibles relating thereto or arising
therefrom, and all proceeds and products of the foregoing.

Each Working Interest Owner hereby grants, sells, assigns, sets over and mortgages into Unit
Operator and the other Working Interest Owners during the term of this Agreement, all of such Working
Interest Owner's rights and interests pursuant to the provisions of Sections 48-9-1, et seq., NM.S.A.
1978 Comp. (the "New Mexico Act”), hereby vesting in Unit Operator and the other Working Interest
Owners all of such Working [nterest Owner's rights as an interest owner to the continuing security
interest in and lien upon the production of the Unitized Substances. Any other Working Interest Owner
or Unit Operator may, at its option, file the verified notice of lien in order to perfect such lien, but shatl
not be obligated to make such filing and shall not be held lizble to such Working Interest Owner for any
act or omission pursuant to the New Mexico Act,

To perfect the lien and security agreement provided herein, each Party hereto shall execute and
acknowledge this Agreement, and this Agreement is to be filed for record in the real property records.
Unit Operator is authorized to file this Agreement as a lien or mortgage in the applicable records and as
a financing statement with the proper officer under the Uniform Commercial Code or other applicable
laws in the state in which the Unit Area is situated and such other states as Unit Operator shall deem
appropriate to perfect the security interest granted hereunder. Any Working Interest Owner may file this
Agreement or such other documents as it deems necessary as a lien or mortgage in the applicable
records and/or a financing statement with the proper officer under the Uniform Commercial Code.

Al Working Interest Qwners acquiring an interest in Oil and Gas Rights and Working Interest
covered by this Agreement whether by assignment, merger, mortgage, operation of law, or otherwise,
shall be deemed to have taken subject to the lien and security interest granted by this Section 11.4 as to
all obligations atiributable to such interest hereunder.

To the extent that Unit Qperator or the Working Interest Owners have a security interest under
the Uniform Commercial Code or other applicable laws of the state in which the Unit Area is situated,
they shall be entitled to exercise the rights and remedies of a secured party under the Uniform
Commercial Code or such other laws. The bringing of a suit and the obtaining of judgment by the Unit
Operator or a Working Interest Owner 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 Working Interest Owner in the payment of its share of expenses, interest,
or fees, or upon the improper use of funds by the Unit Operator, the other Working Interest Qwners shall
have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds
from the sale of such defaulting Working Interest Owner's share of Unitized Substances until the amount
owed by such Working Interest Owner, plus interest as provided in Exhibit "E", has been received, and
shall have the right to offset the amount owed against the proceeds from the sale of such defaulting
Working Interest OQwner's share of Unitized Substances. All purchasers of production may rely on a
notification of default from the non-defaulting Working Interest Owner(s) stating the amount due as a
result of the default, and all Working Interest Owners waive any recourse available against purchasers
for releasing production proceeds as provided in this Section 11.4.

If any Working Interest Owner does not perform all of its obligations hereunder, and the failure
to perform subjects such Working Interest Owner to foreclosure or execution proceedings pursuant to
the provisions of this Agreement, to the extent allowed by governing law, the defaulting Working
Interest Owner waives any available right of redemption from and after the date of judgment, and any
required valuation or appraisement of the mortgaged or secured property prior to sale, any available
rights to stay execution or to require a marshalling of assets and any required bond in the event a
receiver is appointed. Pursuant to Section 39-5-19 of New Mexico Statutes, 1978 Annotated, the
redemption period after foreclosure sale for any mortgaged or secured property sitnated in or otherwise
subject to the jurisdiction of the State of New Mexico shall be limited to one (1) month. In addition, to
the extent permitted by applicable law, each Working Interest Owner hereby grants to the Unit Operator
and the other Working Interest Owners a power of sale as to any property that is subject to the lien and
security tights granted hereunder, such power to be exercised in the manner provided by applicable law
or otherwise in a commercially reasonable manner and upon reasonable notice.

To the extent permitted by applicable law, each Working Interest Owner agrees that the Unit
Operator and the other Working Interest Owners shall be entitled to utilize the provisions of oil and gas
lien law or other lien law of the state in which the Unit Area is situated to enforce the obligations of each
Working Interest Owner hereunder. Without limiting the generality of the foregoing, to the extent
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permitted by applicable law, non-operators agree that Unit Operator may invoke or utilize the
mechanics' or materialmen’s lien law of the state in which the Unit Area is situated in order to secure the
payment to Unit Operator of any sum due hereunder for services performed or materials supplied by
Unit Operator.

11.5 Default, If any Working Interest Owner does not pay its share of Unit Expense when due,
Unit Operator may give such Working Interest Owner notice that unless payment is made within fifieen
(15) days, such Working Interest Owuer shall be in default. Any Working Interest Owner in default
shall not be entitled to vote on any matter until such time as said Working Interest Owner's payments are
current. The voting interest of each Working Interest Owner entitled to vote on any issue shall be in the
proportion its Unit Participation bears to the Unit Participation of all non-defauiting Working Interest
Owners at the tims. A Working Interest Owner in default will remain subject to the rights and
obligations of this Agreement.

11.6  Unpaid Unit Expenses. If any Working Interest Qwner, other than Unit Operator, fails to
pay its share of Unit Expense within sixty (60) days after rendition of a statement therefor by Unit
Operator, each Working Interest Owner agrees, upon request by Unit Operator, to pay its proportionate
part of the unpaid share of Unit Expense of the defanlting Working Interest Owner, Working Interest
Owners that pay the share of Unit Expense of a defaulting Working Interest Owner shall be reimbursed
by Unit Operator for the amount so paid, plus any interest collected thereon, upon receipt by Unit
Operator of any past due amount collected from the defaulting Working Interest Owner. Any Working
Interest Owner so paying a defaulting Working Interest Gwner's share of Unit Expense shall, to obtain
reimbursement thereof, be subrogated to the lien and other rights herein granted Unit Operator.

11.7 Carved-QOut Interests. Any overriding royalty, production payment, net proceeds interest,
carried interest or any other interest carved out of a Working Interest and created after the Effective Date
of this agreement shall be subject to this agreement. If 2 Working Interest Owner does not pay its share !
of Unit Expense and the proceeds from the sale of Unitized Substances under Article 11.5 are '
insufficient for that purpose, the security rights provided for therein may be applied against the carved-
out interests with which such Working Interest is burdened. In such event, the owner of such carved-out
interest shall be subrogated to said rights.

11.8  Pre-Unitization Expense. Prior to the Effective Date, Unit Operator and other Weorking
Interest Owners have incurred certain costs and expenses for and on behalf of the Working Interest
Owners in anticipation of the Unit Agreement and this agreement becoming effective, including but not
timited to title review, document preparation, mailings and attorneys’ fees related to presentation of the
unitization proposal to the Division. Such costs approved by the Working Interest Owners shall herein
be referred to as "Pre-Unitization Fxpenses”. As soon as practicable after the Effective Date of this

agreement, Pre-Unitization Expenses shall be reallocated and billed among all Working Interest Qwners
in accordance with the Unit Participation interest of each such owner. Credit shall be given for
payments made by Working Interest Owners prior to the Effective Date for costs included in the Pre-
Unitization Expenses. If the charge against any Working Interest Owner is greater than the amount
credited to such Working Interest Owner, the resulting net charge shall be an item of Unit Expense
chargeable against such Working Interest Owner. If the credit to any Working Interest Owner is greater
than the amount charged against such Working Interest Owner, the resulting net credit shall be paid to i
such Working Interest Owner by Unit Operator out of funds received by it in settlement of the net
charge described above.

ARTICLE 12
NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working Interest Qwner that now has or hereafter acquires the
right to drill for and produce oil, gas or other minerals from a formation underlying the Unit Area, other
than the Unitized Formation, shall have the right to do s0 notwithstanding this agreement or the Unit
Agreement. In exercising the right, however, the Working Interest Owner shall exercise reasonable
precaution to prevent unreasonable interference with Unit Operations. No Working Interest Owner shall
produce Unitized Substances through any well drilled or operated by it. If any Working Interest Qwner
drills any well into or through the Unitized Formation, the Unitized Formation shall be protected in a
manner satisfactory to Working Interest Owners so that the production of Unitized Substances will not
adversely be affected.

12.2  Dual Completions. There shall be no dual completions of wells within the Unit Area as
to the Unitized Formation and another formation.
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ARTICLE 13
TITLES

13.1 Warranty and Indemnity, Each Working Interest Owner represents and warrants that it is
the owner of the respective Working Interesis set forth opposite its name in Exhibit "D", and hereby
agrees to indemnify and hold harmless the other Working Interest Owners from any loss due to failure in
whole or in part of its title to any such interest, except failure of title arising out of Unit Operations;
provided that, such indemnity shall be limited to an amount equal to the net value that has been received
from the sale or receipt of Unitized Substances attributed to the interest as to which title failed. Each
failure of title will be deemed to be effective, insofar as this agreement is concerned, as of the first day
of the calendar month in which such failure is finally determined, and there shall be no retroactive

adjustment of Unit Expense or retroactive allocation of Unitized Substances or the proceeds therefrom,
as a result of title failure.

13.2  Failure Because of Unit Operations. The failure of title to any Working Interest in any
Tract by reason of Unit Operations, including non-production from such Tract, shall not change the Unit
Participation of the Working Interest Owner whose title failed in reiation to the Unit Participation of the
other Working Interest Owners at the time of the title failure.

13.3  Waiver of Rights to Partition. Each Lessee and Working Interest Owner hereto agrees
that, during the existence of this agreement, it wili not resort to any action to partition the interval of the

formation unitized hereunder or the Unit Equipment, and to that extent waives the benefits of all laws
authorizing such partition,

ARTICLE 14
UNLEASED INTERESTS

14.1  Treated as Leased. If a Working Interest Owner owns in fee all or a part of the Oil and
Gas Rights in any Tract within the Unit Area which is not subject to any oil and gas lease or other
contract in the nature thereof, such Working Interest Owmer shall be deemed to own a Working Interest
in such Tract to the extent of seven-eighths (7/8ths) of its interest therein and a Royalty Interest with
respect 1o the remaimng one-sighth (1/3th) interest therein.

ARTICLE 15
LIABILITIES, CLAIMS, SUITS, AND FORCE MAJEURE

15.1 Individua] Liability, The duties, obligations and liabilities of Working Interest Owners
shali be several and not joint or collective; and nothing herein contained shall ever be construed as

creating a partnership, joint venture, association or trust of any kind among the Working Interest
Owners.

15.2  Seftlements. ‘Unit Operator may settle any single damage claim or suit involving Unit
Operations but not invelving an expenditure in excess of Ten Thousand Dollars ($10,000.00), provided
the payment is in complete settlement of such ¢laim or suit. If the amount required for settlement
exceeds the above specified amount, Working Interest Owners shall assume and take over the further
handling of the claim or suit unless such authority is expressly delegated to Unit Operator.

All costs and expense of handling, settling or otherwise discharging such clairn or suit shall be an
item of Unit Expense. 1f a claim is made against any Working Interest Owner or if any Working Interest
Owner is sued on account of any matter arising from Unit Operations and over which such Working
Interest Owner individually has no control because of the rights given Working Interest Owners and
Unit Operator by this agreement and the Unit Agreement, the Working Interest Owner shall immediately

notify the Unit Operator, and the claim or suit shall be treated as any other claim or suit involving Unit
Operations.

153 Notices of Damages, Claims and Suits by Unit Operator to Lessees. Unit Operator shall
report to Lessees as soon as practicable afier each occurrence, damages or losses to Unit Equipment, and
accidents, occurrences, claims or suits involving third party bodily injury or property damage which are
not covered by insurance camried for the benefit of Lessees.

15.4 Force Majeure. Any obligation imposed by this agreement on each party, except for the
payment of money, shall be suspended while cornpliance therewith is prevented, in whole or in part, by
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a strike, fire, war, civil disturbance, act of God; by Federal, State or municipal laws; by any rule,
regulation or order of a governmental agency; by inability to secure materials, services or equipment, or
by any other cause beyond the reasonable control of such party. No party shall be required against its
will to adjust or settle any labor dispute. Netther this agreement nor any lease or other instrument
subject hereto shali be terminated by reason of the suspension of Unit Operations due to any of the
causes set forth in this Article.

ARTICLE 16
INTERNAL REVENUE PROVISION

16.1 Internal Revenue Provision, Each Working Interest Owner hereby elects that it and the
operations covered by this agreement are excluded from the application of Subchapter K of Chapter 1 of
Subtitle A of the Intemnat Revenue Code of 1986, or such portion thereof as the Secretary of the
Treasury of the United States or his delegate shall permit by election to be excluded therefrom. Unit
Operator is hereby authorized and directed to execute on behalf of each Working Interest Owner such
additzonal or further evidence of the election as may be required by regulations issued under said
Subchapter K. Should the regulations require each party to execute such further evidence, each
Working Interest Owner agrees to execute or join in the execution thereof. The election hereby made
and the other provisions of this paragraph shall apply in like manner to applicable state laws, regulations
and rulings now in effect or hereafter enacted that have an effect similar to the Federal provisions
referred to herein.

ARTICLE 17
NOTICES

171 HNotices. All notices required hereunder shall be in writing and shall be deemed to have
been properly served when received by mail, overnight delivery, facsimile transmission (fax), electronic
mail (e-mail) or telegram to the address of the representative of each Working Interest Owner as
furnished to Unit Operator in accordance with Article 4, v

17 .2 Notice of Transfer of Title, No change of title shall be binding on the Unit Operator until
the first day of the calendar month next succeeding the date of receipt by Unit Operator of evidence,
satisfactory to it, of such change of ownership. Each such transfer, assignment or conveyance, whether
so stating or not, shall operate to impose upon the party or parties acquiring such interest the obligation
of the predecessor in interest with respect to the interest so transferred and shall likewise operate to give

and grant to the party or parties acquiring such interest all benefits attributable hereunder to such
interest.

ARTICLE 18
WITHDRAWAL OF WORKING INTEREST OWNERS

18.1 Withdrawal. A Working Interest Owner may withdraw from this agreement by
transferring, without warranty of title either express or implied, to the Working Interest Owners who do
not desire to withdraw, all its Oil and Gas Rights, exclusive of Royaity Interests, together with its
interest in all Unit Equipment and in all wells used in Unit Operations, provided that such transfer shall
not relieve such Working Interest Owner from any obligation or liability incurred prior to the first day of
the month following receipt by Unit Operator of such transfer. The delivery of the transfer shall be
made to Unit Operator for the transferees. The transferred interest shall be owned by the transferees in
proportion to their respective Unit Participation. The transferees, in proportion to the respective
interests so acquired, shall pay the transferor for its interest in Unit Equipment, the salvage value thereof
less its share of the estimated cost of salvaging same and of plugging and abandoning all wells then
being used or held for Unit Operations, as determined by Working Interest Owners. In the event such
withdrawing owner's interest in the aforesaid salvage value is less than such owner's share of such
estimated costs, the withdrawing owner, as a condition precedent to withdrawal, shall pay the Unit
Operator, for the benefit of Working Interest Owners succeeding to its interest, a sum equal to the
deficiency. Within sixty (60} days after receiving delivery of the transfer, Unit Operator shall render a
final statement to the withdrawing owner for its share of Unit Expense, including any deficiency in
salvage value, as determined by Working Interest Owners, incurred as of the first day of the month
following the date of receipt of the transfer. Provided ail Unit Expense, excluding any deficiency
hereunder, due from the withdrawing owner has been paid in full within thirty (30) days after the
rendering of such final statement by the Unit Cperator, the wransfer shall be effective the first day of the
month follewing its receipt by Unit Operator and, as of such effective date, withdrawing owner shall be
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relieved from all further obligations and subsequently accrued liabilities hereunder and under the Unit
Agreement, and the rights of the withdrawing Working Interest Owner hereunder and under the Unit
Agreement shall cease insofar as they existed by virtue of the interest transferred.

18.2  Limitation on Withdrawal. Notwithstanding anything set forth in Article 18.1, Wosking
Interest Owners may refuse to permit the withdrawal of a Working Interest Owner if its Working
Interest is burdened by any Royalties, overriding royalties, production payments, net proceeds intezest,
carried interest, or any other interest created out of the Working Interest in excess of a one-eighth {1/8th)
lessor’s Royalty, unless the other Working Interest Owners are willing to accept the assignment ar.d
agree to accept the Working Interest, subject to such burdens.

ARTICLE 19
ABANDONMENT OF WELLS

19.1  Rights of Former Owners. If Working Interest Owners decide to abandon permaneatly
any well within the Unit Area prior to termination of the Unit Agreement, the Unit Operator shall zive
writien notice thereof to the Working Interest Owners of the Tract on which the well is located, ar? they
shall have the option for a peried of thirty (30} days after the sending of such notice to notify Unit
Operator in writing of their election to take over and own the well. Within ten (10} days after Woiking
Interest Owners of the Tract have notified Unit Operator of their election take over the well, they saall
pay Unit Operator, for credit to the joint account, the amount estimated by Working Interest Qwne:s to
be the net salvage value of the equipment in and on the well. The Working Interest Owners of the Tract,
by taking over the well, agree to seal off effectively and protect the Unitized Formation, and upon
abandonment to plug the well in compliance with applicable laws and regulations.

19.2  Plugging. If the Working Interest Owners of a Tract do not elect to take over a well
located thereon which is proposed for abandonment, Unit Operator shall plug and abandon the weli in
compliance with applicable laws and regulations.

ARTICLE 20
EFFECTIVE DATE AND TERM

20.1 Effective Date. This agreement shall become effective on the date and at the time trat
the Unit Agreement becomes effective.

20.2  Temm. This agreement shall continue in effect so long as the Unit Agreement remains in
effect, and thereafier until (a) all unit wells have been abandoned and plugged or turned over to Working
Interest Owners in accordance with Article 21, (b) all Unit Equipment and real property acquired for the
joint account have been disposed of by Unit Operator in accordance with instructions of Working
Interest Owmers, and (c) there has been a final accounting,

ARTICLE 21
ABANDONMENT OF OPERATIONS

21.1 Termination. Upon termination of the Unit Agreement, the following will oceur:

21.1.1 Oil and Gas Rights. il and Gas Rights in and to each separate Tract shall nc
lenger be affected by this agreement, and thereafter the parties shall be governed by the terms and
provisions of the leases, contracts and other instruments affecting the separate Tracts.

21.1.2 Right to Operate. Working Interest Owners of any Tract that desire to take over
and to continue to operate wells located thereon may do so by paying Unit Operator, for credit to thz
Joint account, the net salvage value of the equipment in and on the wells taken over, as estimated b
Warking Interest Owners, and by agreeing to properly plug each well at such time as it is abandoned.

21.1.3 Salvaging Wells. Unit Operator shall salvage as much of the casing and
equipment in or on wells not taken over by Working Interest Owners of separate Tracts as can
economically and reasonably be salvaged, and shall cause the wells to be properly plugged and
abandoned and cause the surface of the Unit Area to be restored in compliance with applicable laws,
rales, regulations, orders, and contractual obligations.

21.1.4 Cost of Salvaging, The cost of salvaging, liquidation or other distribution of
assets and properties used in Unit Operations shall constitute a Unit Expense to be bomne by the W king
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Interest Owners in proportion to their respective Unit Participation. The cost of abandonment of Unit
Operations and surface restoration of the Unit Area shall be Unit Expense except on wells taken over by
a Working Interest Owner.

21.1.5 Distribution of Assets. Working Interest Owners shall share in the distribution of
Unit Equipment, or the proceeds thereof, in proportion to their respective Unit Participations.

ARTICLE 22
SIGNING, RATIFICATION, OR APPROVAL

22.1 QOrnginal, Counterparts, or Ratifications. This agreement may be signed, ratified or
approved by signing the original of this instrument, a counterpart or other instrument adopting the
provisions hereof, all with the same effect as if all persons had signed the same instrument, Persons
signing, ratifying or otherwise approving this agreement thereby agree to all of the provisions hereof.

22.2  Pror Agreements. It is recognized there are certain existing agreements by and between
several of the Lessee or Working Interest Owners hereto, covering a portion of the Oil and Gas Rights
subject to this Operating Agreement. In case of any inconsistency or conflict between this Operating
Agreement and those certain existing agreements, this Operating Agreement shall govern.

ARTICLE 23
SUCCESSORS AND ASSIGNS

23.1  Successors and Assigns. The provisions hereof shall be covenants running with the
lands, leases and interests covered hereby and shall be binding upon and inure to the benefit of the
respective heirs, devisees, legal representatives, successors and assigns of the parties hereto.

ARTICLE 24
OTHER PROVISIONS

24.1 Environmental Wamanty and Representation. Each Working Interest Owner that
operates a property to be contributed to the Unit, represents and warrants that it has conducted the
following environmental review of the contributed property:

(a) A review of applicable lease and well file information and of any other sources of
information that would be relevant to evaluating the environmental status of the contributed
property.

(b) A visual inspection of the contributed property to identify any obvious past or
present land uses that dictate further investigation,

Prior to the Effective Date, cach Working Interest Owner that operates a property to be
contributed to the Unit shall report the results of such review and inspection, in writing, to all other
Working Interest Owners, including the Unit Operator.

24.2 Removal of Surplus Equipment. The applicable Working Interest Owner shall be
responsible and liable for the removal of (a) any surplus equipment or facilities deemed unnecessary for
the operation of the Unit by the Unit Operator, and (2) junk and/or debris from their contributed
property, including, but not limited to, chemical drums, paint cans, grease buckets, rags, tires, belts,
sucker rods, tubing, paraffin, and oil fiiters. Should any tank batteries or facilities be deemed surplus
equipment due to consolidation or otherwise, in addition to removal of the same, the applicable Working
Interest Owner shall be required to conduct environmental remediation to the level required by the
agency regulating such remediation, if any, or as required by the applicable oil and gas leases. Within
180 days of the Effective Date, should any weli be deemed surplus or unnecessary for the operation of
the Unit, all costs associated with said well shall rernain the responsibility of the well' s operator and the
applicable Working Interest Owner, said costs shall include, but not limited to, (i) the cost of well
plugging and abandonment, and (ii) all costs of environmental remediation of the area around said well
which is associated with the operation, plugging and abandonment of said well to the level required by
the agency regulating such remediation, if any, or as required by the applicable oil and gas leases. Any
surpius equipment, facilities, junk and/or debris that is not removed by the applicable Working Interest
Owners within 180 days from the Effective Date will then be removed by the Unit Operator, but
associated expenses will be charged directly back to said Working Interest Qwner.
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24.3  Environmental [ndemnification. ™ otwithstanding any others provisions set forth herein,
the Working [nterest Owners of lands contributer to the Unit shall retain all environmental liability of
any nature, whatsoever, caused by or resulting fr: m its operations, or the operations of others, prior to
the Effective Date hereof, and shall indemnify aa i hold harmless all other Working Interest Owrers in
the Unit against all claims, demands, damages, lc ises, liabilities, penalties, fines, liens, judgements,
casts or expenses, including attorney's fees, whaisoever, foreseen or unforeseen, that may arise on
account of or in any way be connected with the £”ysical condition of the ands prior o inclusion of said
equipment, facilities and/or lands into this Unit. ~his includes, but is not limited to, environmental

liability claims brought under any state, federal, < - local law, order or regulation, whether known or
unknown at this time.

244 (oveming Law. This Agreement zad all matters pertaining hereto, including, but not
limited to matters of perfermance, non-perfonmar e, breach, remedies, procedures, rights, duties, and
interpretation or construction, shall be governed 2.ad determined by the law of the State of Texas
(excluding any conflict of laws provision that we _1d require the application of the taws of any other
jurisdiction). In the event of any litigation or oth<r proceeding in connection with this Agreement, the

venue for any such proceeding shall be in a court »f competent jurisdiction located in Midland County,
Texas.

IN WITNESS WHEREOF, the parties herete he ve caused this Operating Agreement to be executed
and have set opposite their respective names the Cate of execution.

UNIT OPERATOR

ENERQUES SOURCES, L

By: -

ARobert W.Floyd W
President
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Exhibit "B"

Schedule of Ownership of Oil and Gas Interests East Hobbs (San Andres) Unit

teaCounty; New Mexico
Tract # 'Description of Land |Number |Serial #, Lease |Royalty Ownership Interest Working Interest Interest Overrlding Royalty Intarest
of Acres |Status ]
1tSec. 29: Sf2 SW/4,
NW/4 SW/4 120|HBP Eram Ali 0.00010821 |Eram Ali _10.,00987500| Charter Royalty 94-1 Acq Fund 0.05250000
I _ Dougtas H. Christensen | 000005411 |Douglas H. Christensen 0.00493750 | James R. Small__ 0.02250000
CARRIE O. DAVIS Crump Family Parinership Lid. 0.00114705|Crump Family Partnership Lid. 0.10467500|Marshall R. Young Oill Company 1 0.00666667
Carleton Davis 0.00208400|Dingus Investiments, inc. 0.07241669|George M. Young, Sr. 0.00333333
Cingus Investments, Inc. 0.00079298 |EnerQuest Qil & Gas, Lid. 0.45659531
| Donna E. Dyer '] 0.00312500|Lone Star Oil & Gas 0.00493750
Sandra J. Eaton . 0.00295150 |Parsley Resources, Inc. 0.05069162 T _
EnerQuest Qil & Gas, Ltd. 0.00307324 | Christopher P. Renaud 0.03517969
i Gods House of Prayer 0.05833400,Armand Smith, Jr. 0.05069169 —
i I Virginia Ann Jackson 0.00196800 e
T ! i Theodore Johnson Estate 0.00625000
Judson Properlies, Ltd. 0.00065567
LAJ Corporation 0.00085567
Dorothy Locasiro 0.00062500 _
i Lone Star Qil & Gas 0.00005411
i Elizabeth Love 0.00680500 _
The Martin Living Trust 0.00065566
: New Mexico Boys and Girls Ranch 0.00208300
| Mary J. Parker 0.00393400
i ] Matthew J. Parsley (.00068563
: | Sal Ribera 0.01180600 .
i jRowley Bros 0.00833400/ L
_ L Armand Smith, Jr. 0.00068563
Sugarberry Land Company 0.00205604
~ David A. Williams 0.00312500
; |Virginia M. Wingard 0.00295150
|
2|Sac. a0: 5/2 NETA 806|HBP Eram Ali 0.00017414|Eram Ali 0.00973947 |Charter Royalty 94-1 Acq Fund___ | 0.04790625
I BKKA 0.01171880|FAQ Florence Branaman } 0.00625000|ames R. Smail 0.02053125]
D.F. FERGASON Roy G. Barton, Jr. 0.01171880/Douglas H. Christensen .1 0.00486974 | Marshall R. Young Qil Company | 8.00177084
}?}y G. Barlon, Sr & Opal Barton _|.0.00468750, Crump Family Partnership Ltd. 0.10323821|George M. Young, Sr. 0.00088541
] Clare C. Beall 0.00156250(Dingus Investments, Inc. 0.07142266|
| Mildred M. Day Bernard 0.00234370|EnerQuest Oil & Gas, Ltd. 0.45032823
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Exhibit "8"

Schedule of Ownership of Oil and Gas Interests East Hobbs (San Andres) Unit

[ teaCounty New Mexico
Tract # |Description of Land [Number_|Serial #, Lease [Rovalty Ownership Interost Working Interest Interest Overriding Royalty Interest
of Acres |Status S S A )
Mary Payne Brisbane 0.00911460|Lone Star Qil & Gas 0.00486974 T
N Dougtas H. Christensen | 0.00007243|Parsley Resources, Inc. 0.04999571 il
Dr. Ben M. Colletti  0.00468750|Christopher P. Renaud — 10.03469679 _ ]
Genevieve Fergasan Colletti |'0.01997228 | Armand Smith, Jr. | 0.04998570 _ T o
L 1 Crump Family Partnership Ltd. | 0.00153549|FAO Andrew A. Stoudl 0.00625000
Helen A. Dean | 0.00152990|FAC Mary E. Wrynin 0,00625000 _
I ____|van €. Dean 0.00611980
: o Dingus Investments, Inc. 0.00115430 |
o IKenneth L. & Jane E. Edwards 0.00260420
_ Ervin Elsea 0.00130200 -
EnerQuest il & Gas, Lid. 0.00496030
- Nellie L. Fleming 0.00026041
_ Headington Ol Company, LP 0.00390620/
Charles Fred Jennings Q.00008766 | _
o James Roger Jennings 0.00009766 ) T
Jo Johnson @o0380830) T
__|[M.H.Lang 0.00039060 i
___________ Jewe! Lansing & Annelte Lansing J/T | 0.00065104; L o
Eva Mae Lewis 0.00234370|
Lone Star Oil & Gas 0.00007243, )
_ 3 Michells Martinez 0.00130210 i
Virginia H. Jennings Malthews 0.00006510 -
Margaret Fergason Mauk 0.00998608; L
s Elizabeth Jennings McCormick 0.00026041 | N T
Margaret Peabody Newkom 0.00065105
e Kendall B. Niceley 0.00078130
Matthew J. Parsley 0.00101060
Pecos Bend Royalties, Inc. 0.00039060
Christine Riley 0.00130210 T -
Russell T. Rudy '0.00781250
{Armand Smith, Jr. 0.00101060
| ! iSugarberry Land Company 0.00303060
I i IMrs. Harry Titzkowski 0.00156250
B i [Wanda K. Vandenbergh 0.00026041
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Exhibit "B"
Schedule of Ownership of Oll and Gas Interests East Hobbs (San Andres) Unit

teaCounty, New Mexico
Tract # |Description of Land |[Number {Serial #, Lease |Royalty Ownership interast Working interest Interest Ovetriding Royalty Interest
of Acres |Status
Carolyn Wardwell __ | 0.00458980 s —
3156c.20:NW/a SWi4 40|HBP Eram Ali 0.00024590 |Eram Ali 0.00621448|Peggy Pratt Chartier Estate 0.05468750]
_ i EnerQuest Oil & Gas, Ltd. ; 0.00491890:David H. Arrington 0.28586660
DAVIS Carleton Davis | 0.00208330|Bruce D. Brockman 0.00142933
Dingus [nvestments, Inc. I 0.00077880|Michael E. Chapman 0.00142933
Donna E. Dyer | 0.00312500]|Keith W. Davis 0.00571733
) Sandra J. Eaton '0.00295150[Dingus Investments, Inc. 0.03937497
Gods House of Prayer 0.05833330 | EnerQuest Oil & Gas, Lid. 0.16366462
B Virginia Ann Jackson 0.00196760|JMA Oil Propertles, Lid. | 0.01429333
Theodore R. Johnson Estate 0.00625000]Sydney E. Nibla _ 0.00571733
Judson Properties, Lid. 0.00065580|Parsley Resources, Inc. 0.01966262
- LAJ Corparation | 0.00065580|W F. Pendleton 0.00671733
| ) Dorothy L. Locastro 0.00062500|Gary Phillips 0.00142933|
i Elizabeth N. Love 0.00562500)| Armand Smith, Jr. 0.01966262|
] -_ The Martin Living Trust 0.00065590 | Gordon E. Sommers 0.00671733
1 New Mexico Boys and Girls Ranch . 0.00208340}Texland Limited Partnership, | 0.24155728
Mary Parker 0.00393520(|H.C. Zachry 0.00285867
h Matthew J. Parsley 0.00077890
Salvatore Ribera 0.01180560
T Rowley Bros, 0.00833340
Armand Smith, Jr. 0.06077890
Sugarberry Land Campany 0.00233650 o I
David A. Williams 0.00312500]
I Virginia M. Wingard 0.00295130
|
418ec.20:5W/4 NW/4 40[Expires 3/19/06 _|June D. Speight 10.10156250 | Eram Ali 0.01199010
' Ellis Carl Browning & Evelyn Browning | 0.00954861| Douglas H. Christensen 0.00364775
I
|JUNE SPEIGHT Vera Browning Stephens 0.00954861| Crump Family Partnership Ltd. 0.03675078) ) _
B Nelda Charlene Browning 0.00954861 | Dingus Investments, Inc. 0.08048338
Nancy L. Willman, Trustes .1 0.00954861 | EnerQuest Qil & Gas, Ltd. 0.42030482 R
| T Grady Hicks 0.00954861[Lone Star Ofl & Gas |.0.00364775
- Deborah A, Smith : 0.00318287 | Parsley Resources, Inc. 0.04748330
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Exhibit "B"

Schedule of Ownership of Oi! and Gas Interests East Hobbs (San Andres) Unit

Lez‘em:fmy.—NBW'Mexiuu

Tract # {Description of Land |Number |Serial #, Lease |Royalty Ownership iInterest Working Interest Interest Qverriding Royalty Jlnterasl
of Acres e —
) Linda Browning Kinman 0.00318287|Christopher P. Renaud 0.02650802 F N
Rex Taylor Browning 0.00318287 Armand Smith, .r. __ | 0.05228800
! William John Nolan 0.02343750|Anne Key Davis 0.062019990
] Jane Harris | 0.02083334 |Hugh B. Key, |l 0.01552172
| Julie Ann Hopkins Trust 0.0077608% N
Kite Royalty, LLG 0.01381118
! {Mark Collver Hopkins Trust 0.01009999
T {White Star Royalty Co., LLC 0.00638872
P Murray E. Helmers 0.04098872
|
51Gec. 30: NW/4 SE/4,
4‘512 SE/4 80 Crump Family Partnership Ltd. | 0.00196761|Crump Famity Partnership Lid. 0.07842910
Jana Sue Barry, ssp | 0.00023872!Lois Sherrerd Clements Trust 0.00607639
LANEY P Ro Jean Booth | 0.00525174|Nancy Hershberger 0.00151810
\ Claudine Bradley, ssp ! 0.00023872 .Julie Ann HopKins Trust 0.02221680
i | Ruth Fosberg, ssp 0.00095486 | Mark Collver Hopkins Trust 0.02221680
i ! Mary Virginia Gibbs 0.00477431|Hugh B. Key, II, ssp 0.04443360
i _|Velma E. Gilmer_ 0.02005208|Carolyn V. Larson 0.00151910
o Julie Ann Hopkins Trust 0.00055416}Virginia G. Ofincy Oil Trust 0.01822917 )
Mark Callver Hopkins Trust 0.00055416|Marie Urfer Stinnett 0.00303820
B Hugh B, Key, II, ssp { 0.00110832|Anne Key Davis ] 1 0.04443360
- - N. Duane & Dorthea L.J. Laney 0.00023872|Urfer Family Trust Dated 4/28/88 | 000303820
d Revocable Trust
T Vera N. Laney, ssp 0.02864583!Robert Gordon Van Vranken,Jr. | 0.00151910
[ A, Jeanelle Laney Trust 0.00572917 | James F. Van Vranken 0.00151910
e Anna Leis Lynch 0.00477431Dingus Investments, Inc. 0.05570290 .
T __|Loyce M. Matthews Trust 0.00477430;Douglas H. Christensen 0.00375645 ]
P.7. Matthews Trust 0.00477430|Eram Ali : 0.00751289 |
Rev. Ray D. Pinson 1 0.00525174 | Armand Smith, Jr. 0.03853191 |
- t L Reta Jayce Stone 0.00023872 Christopher P. Renaud | 0.02756735
- Anne Key Davis 0.00110832(Kite Royalty Co., LLC 0.04443360 .
Dingus investmerits, Inc. 0.00136124|EnerQuest Ol & (Gas, Lid. 0.34724354
- Douglas H. Christensen 0.00009281 | Parsley Resources, Inc. 0.03853191
Eram Ali | 0.00018563 |Artarmyse Watis Qil, Ltd. 0.05977475
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Exhibit "B"

Schedule of Ownership of Oil and Gas Interests East Hobbs {(San Andres) Unit

teaCounty, New Hexico i
Tract # Déscrigtlon of Land [Number |Seriai # Lease Royalty Ownership - Interest Working Intersst Interest Ovarriding Rovalty Interest
H of Acres jStatus .
Armand Smith, Jr. 0.00097538Lone Star Qil & Gas 0.00375645
. I Matthew J. Parsley 0.00097538
Evelyn M. Laney 0.00954861
N Sugarberry Land Campany 0.00352686 i
Kite Royalty Co., LLC 0.00110832
_ ! ) Viersen Oit & Gas Ca. 0.00886657
B EnerQuest Oil & Gas, Ltd. 0.00567221
| Artamyse Walis Qil, Lid. 0.00136409 R i
R | | Lone Star Qil & Gas 0.00009280 |
I i
6|Sec. 30: NW/4 SE/M, !
5/2 SE/4 \ 60 HBP Eram Ali 0.00018563 | Eram Ali 0.013968442| Artamyse Watls Qil, Lid. 0.00853925
! ! Jana Sue Barry, ssp 0.00023872|Douglas H. Christensen 0.00698220 i
] LANEY A Ro Jean Booth ] 0.00525174|Lois Sherrerd Clements Trust 0.00958602 !
| Claudine Bradiey, ssp 0.00023872|Anne Key Davis, ssp 0.04443360 |
L | Douglas H. Christensen 0.00009281 | Anne Key Davis 0.02566502 | !
Crump Family Partnership Ltd. 0.00196761|Dingus Investments, Inc. 0.08978358|
! Anne Key Davis, s5p _ ... 10.00110832 EnerQuest Oil & Gas, Ltd. | 0.25485461
. Dingus investments, Inc. | 0.00136124 Nancy Hershberger | 0.00233653
EnerQuest Qil & Gas, Ltd. | 0.00567221|Julie Ann Hopkins Trust 0.02221680
i L Ruth Fosberg, ssp 1 0.00095486,Mark Coliver Hopkins Trust 0.03504936 ;
Mary Virginia Gibbs 0.00477431|Hugh 8. Key, Il, ssp 0.04443360 ;
Velma E. Gitmer Trust 0.02005208 |Kite Royalty Co., LLC 0.03504933 ;
Julie Ann Hopkins Trust 0.00055416)|Carolyn V. Larson 0.00239653
] Mark Collver Hopkins Trust 0.00055416|Lone Star Oil & Gas 0.00698221
| ! Hugh B. Key, Il, ssp 0.00110832|Virginia G. Otincy O Trust ||.0.02875825 ;
R Kite Royalty Co., LLC 0.00055416{Parsley Resources, Inc. 0.07161998 _
T A. Jeanette Laney Trust 0.00572917 | Christopher P. Renaud 0.05124011 )
T : N. Duane & Dorthea L.J. Laney 0.00023872jAmand Smith, Jr. 0.07162009
o Revocable Trust | L
- Evelyn M. Laney o 0.00954861 |Marie Urfer Stinnett 0.00479306 _ I
Vera N, Laney, ssp 0.02864583 | Urfer Family Trust dated 4/28/39 | 0.00479305 |
- Lone Star Qil & Gas . _10.00009281|James F. Van Vranken _ | 0.00235653 !
Anna Lois Lynch Revocable Trust 0.00477431|Robert Gordon Van Vranken,Jr. | 0.00239653 [
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Exhibit "B"

Schedule of Ownership of Cil and Gas Interests East Hobbs {(San Andres) Unit

I —teaCounty, New-Mexico T
Tract # |Description of Land [Number |Serial # Lease Royalty Ownership Interast Working Interest interest Overriding Royalty " interest
of Acres |Status . B
Loyce M. Matthews Trust 0.00477430|White Star Royalty Co., LLC 0.03504933
: P.T. Matihews Trust | 0.00477430
Matthew J. Parsley 0.00097538
Rev. Ray D. Pinson 0.00525174 ! e
Armand Smith, Jr. 0.00097538] | B
Ritz Joyce Stone, ssp 0.00023872
Sugarberry Land Company 0.00352686 |
Viersen Qil & Gas Co. 0.00886657 _ i -
B | Artamyse Watts Ofl, Ltd. 0.00136409 J
T White Star Royalty Co., LLC i 0.00055416
7|Sec. 30: NEM SE/4 |~ 13.33[|HBP Texas Land & Royalty Company, Ltd. ]'0.06007948 Eram All 0.01187943[Fisher Family Partnership 0.00585938
I Armand Smith, Jr. i 0.00417020|Bingus Investments, Inc. 0.07717991,Ring Investments Corp. 0.00703125
LANEY REESE 1 } Christopher P. Renaud 0.00208753|EnerQuest Qil & Gas, Ltd. 0.36483499|8gphie Gimbel Estate 0.00156250
Reese Minerals Limited Partnership 0.03125000|Christopher P. Renaud 0.01166544 Jill A. Roberts Rev. Trust dated J 0.00268555
10/27/83 !
Caprock Minerals, LLC 0.00173611|Parsley Resources, inc. 0.03224288|Susan A. Unterberg | 0.00268555
Laurie Juanita Scott 0.00347222|Armand Smith, Jr. 0.04389475Jill A. Roberts Trust U/A IX A, 0.00268555
B _ Appleman Trust
Angela Marie Reese 0.00173611|Douglas H. Christensen 0.00160060Susan A. Unterberg Trust WA IX | 0.00268555
A. Appleman Trust
= Irene Investments, Inc. | 0.00260417 |Murray E. Helmers 0.11374800(Peter J. Gould 0.00195313
i Ann Hooper Taylor 0.00520833George R. Kravis Il Trust 0.08271484|Texas Land & Royalty Company, | 0.02638374
Lid,
Calleen G.M. Wallace « 0.00260417|The Raymond and Bessie Kravis | 0.06767578{Armand Smith, Jr. 0.00317841
. L Foundation L
B Dingus Investments, Inc, 0.00643249!Lone Star Oil & Gas 0.00160060|Christopher P. Renaud 000159105
B Dougtas H. Christensen 0.00028643 Dingus Investments, Inc. 0.00490267
Eram Ali 0.00096123| Douglas H. Christensen 0.00021831
Lone Star Qil & Gas 0.00028643] Eram Ali 0.00073263
Parsley Resources, Inc. 0.00208510 Lone Star Oif & Gas 0.00021831
i e Parsley Resources, Inc. 0.00158920
B|Sec. 30: NE/4 SE/4 26.67 [HBP Texas Land & Royalty Company, Lid. | 0.06007948| Eram Alf 0.01537064 Fisher Family Partnership | 0.0D585938
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Exhibit "B"
Schedute of Ownership of Oil and Gas Interests East Hobbs (San Andres} Unit

tea-County, NewMexico
Tract # Description of Land |Number_ (Serial #, Lease  |Royalty Ownership Interest Working Interest Interest Overriding Royalty Interest
of Acras |Status
- Armand Smith, Jr. _____10.00417020|Dingus Investments, Inc. 0.09930025|Ring Investments Corp. 0.00703125
LANEY REESE 2&3 Christopher P. Renaud 0.00208753 |EnerQuest Oll & Gas, Ltd. 0.45677948|Sophie Gimbe| Estate 0.00156250
Reese Minerals Limiled Partnership i 0.03125000|Christopher P. Renaud 0.01166544 | Jilt A. Roberts Rev. Trust dated 0.00268555
I 10/27/83
_ ) Caprock Minerals, LLC 10.00173611|Parsley Resources, Inc. 0.04328908)Susan A, Unlerberg 0.00268555
Laurie Juanita Scott 0.00347222 | Armand Smith, Jr. 0.05494085|Jill A. Roberts Trust U/A [X A, 0.00268555
Appleman Trust
Angela Marie Reese 0.00173611{Douglas H. Christensen 0.00160060{Susan A. Unterberg Trust WA IX | 0.00268555
A, Appleman Trust
Irene Investments, Inc. 0.00260417 |Lone Star Qil & Gas 0.00160060]|George R. Kravis Il Trust 0.00590820
Ann Hooper Taylor 0.00520833 |Murray E. Helmers 0.11374800!The Raymond and Bessie Kravis [ 0.00483398
- Foundation
T Colleen G.M. Wallace 0.00260417 Peter J. Gould 0.00195313
Dingus Investments, Inc. 0.00643249 Texas Land & Royalty Company, | 0.02638374
Ltd.
- PDouglas H. Christensen 0.00028643 Armand Smith, Jr. 1.0.00317841
Eram Ali 0.00096123 Christopher P. Renaud 0.00159105
Lone Star Oil &8 Gas _0.000286431 ___ 1Dingus Investments, Inc, 0.00490267
Parsley Resources, Inc. 0.00208510 Douglas H. Christensen 0.00021831
- . Eram Ali 0.00073263
Lone Star Oit & Gas 0.00021831
_ Parsley Resources, Inc, 0.00158920
i
9|Sec. 31: Ni2 N/2 | 160|HBP Elmer R, Beebe i 0.01093750(|Eram Ali | 001053575 Sapphire Royalties, Inc. 0.00250000
I Norma L. Beebe _ 0.01093750|Douglas H. Christensen 0.00526787{Andrews Royalty, Inc. 0.00112500
PEARL GOCODE ! iKathrine Bingham 0.01093750]Crump Family Partnership Ltd. 0.11167886| Bandera Minerals, it LLC 0.002350000
Culroy PIA 0.00130215Dingus Investments, Inc. 0.07726212 | Lowell Deckert Estate 0.01006000
1 Keith Pratt Daniels 0.00585837 EnerQuest Ol & Gas, Ltd. 0.48714058Llano Production Company 0.00071094
Arnold Dunn i 0.01093750{Lone Star Oil & Gas 0.00526787 |Magnolia Royalty Company, Inc. | 0.00250000
Pearline R. Eirod 0.01093750| Parsley Resources, Inc. 0.05408638|Morgan Capital Group, Inc. 0.00250000
Sherri Faye Halliourton & David 0.02734375|Christopher P. Renaud 0.03753357 | Daniel M. Alexander & Padgett 0.01000000
Vincent Halliburton J/T - Alexander Revocable Trust
Carl & Cyhil Lee e 0.00185313|Armand Smith, Jr. i 0.05408637 |James R. Small 0.00030469
McCaig Family Partnership 0.00065098 !
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Exhibit "B"
Schedule of Ownership of Oil and Gas Interests East Hobbs (San Andres) Unit

‘ —teaCounty, New Mexico
Tract # |Description of Land [Number |Serial #, Lease |Rovalty Ownership Interast Working Interest Interest Overriding Royalty interest
! of Acres |Status P — -
! Lajuan Miles 5 0.02734375
L o Lynda Praft Rast 0.00585937 o .
10/Sec. 32 Nf2 NW/4 80{HBP State of New Mexico 0.12500000|Eram Ali B 0.009875001Jim A. Dawson 0.00005000
______ R _ Douglas H. Christensen 0.00493750|Liano Production Company _0.02620000
LOWE STATE Crurnp Family Fartnership Ltd. 0.10467500 Lowe Partners, LP 0.04250000
Dingus Investments, Inc. 0.07241668|James R. Small 0.01125000
_ EnerQuest Oil 8. Gas, Ltd. | 0.45659531|Marshall R. Young Qi Company | 0.00333333
; _iLone Star Oil & Gas 0.00493750|George M. Young, Sr. 0.00166667
- ; Parsley Resources, Inc. 0.05069162|
o Christopher P. Renaud 0.03517969
' b - Armand Smith, .Ir. 1005069169
11|Sec. 30: WiZ SWi4 80/ HBP Fleischaker Mineral Company LLC 0.02083374 {Eram Ali 0.00887500|Charter Royalty 94-1 Acq Fund 0.03062500
Rocket Ofl & Gas Co Ltd Partnership | 0.10046620|Douglas H. Christensen 0.00493750:James R. Small 0.01312500
ROCKET CAIN Stanley H. Singer Revocable Trust 0.00890620)Crump Family Partnership Ltd. 0.10467500 |Marshall R. Young Oif Company | 0.00666667
B i Teton Properties, LLC 0.01041686 | Dingus Investments, Inc. 0.07241669) George M. Young, Sr. 0.00333333
Three M Oil Company 0.01562500| EnerQuest Qil & Gas, Lid. 0.45659531
Lone Star Oil & i3as 0.00493750
1 . Parsley Resources, Inc. 0.05069162 -
| ; Christopher P. Renaud | 0.03517969
I i Armand Smith, Jr. 0.05069169 |
]
15|5ec. 30: E/2 SW/3, o )
/2 NW/4 160{H8BP Marjorie H. Augustine 1 0.00879170{Eram Ali 0.01029284
1 _|Jeannine H. Byron | 0.00694440]{Douglas H. Christensen 0.00514643 n
SAMUEL CAIN Roy Lee Wright Cain Trust u/t/a/d 0.02937500{Crump Family Partnership Ltd. 0.10910434
10/6/90
T Beverly V. Cox B 0.008333301Dingus Investments, Inc. | 0.07548098
Naney lola Henry 0.05875000 | EnerQuest Oil & Gas, Ltd. 0.47551338
"""""" Jerry & Margaret Hooper 0.00654440|Lone Star Oil & Gas 0.00514643
i Jimmy Joe & Lynne Hooper 0.00694440| Parsley Resources, Inc. 0.05283810 .
T Wiltiam C. Humble 0.00979170[Christopher P. Renaud 0.03666832 N
i Lora Mae Rawlings 0.01101560|Armand Smith, Jr. 0.05283810
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Exhibit "B"

Schedule of Ownership of Qil and Gas Interests East Hobbs (San Andres) Unit

AT

L) 3
Tract # | Description of Land [Number {Serial #, Lease |Rovalty Ownership Interest Working Interast interest Overriding Rovaity Interest
____|of Acres {Status
[ Jill A. Raberts Revocable Trust 0.00781250
| Lavita Joy Sullivan 0.01305560
| Susan Unterberg 0.00781250
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EXHIBIT "C”
Schedule of Tract Participation East Hobbs (San Andres) Unit
Lea County, New Mexico

Tract # Description

1

2

10

1"

12

S/2 SWi4, NW/4 SWr4 Section 29, T-18-S, R-39-E
5/2 NE/4 Section 30, T-18-5, R-39-E

NE/4 SW/i4 Section 29, T-18-5, R-39-E

SW/4 NW/4 Section 29, T-18-5, R-39-E

NW/4 SE/4, £/2 SE/4 Seclion 30, T-18-8, R-38-E
NW/4 SE/4, 8/2 SE/ Section 30, T-18-8, R-38-E
NE/4 SE/4 Section 30, T-18-S, R-39-E

NE/4 SE/4 Section 30, T-18-S, R-3%-E

N/2 N/2 Section 31, T-18-8, R-39-E

N/2 NW/4 Section 32, T-18-5, R-39-E

Wi2 SW/4 Section 30, T-18-3, R-39-E

ER2 SW/4, S/2 NW/4 Section 30, T-18-S, R-39-E

Lease Name
Carrie O. Davis
D.F. Fergason
Zachary Davis
June Speight
Laney

Laney A

Laney Reese #1
Laney Reese #2 & #3
Pearl Goode
Ralph Lowe State
Rocket Cain
Samuel Cain

TOTALS

Acreage

120

80

40

40

60

]

13.33

26.67

160

80

80

160

920

Tract
Participation
Factor
15.204311
0.857979
1.473563
0.1086%86
18.322423
19.693114
1.822673
36.944219
2.473871
0.415278
0.330804

2.053069

104.000000



EHobbPart7 Purch/Exhibit D

EXHIBITD

[EAST HOBBS (GRAYE..+G SAN ANDRES) UNIT - UNIT PARTIGIPATION

L Tract Unit
Tr. Participation | Participation
# |Lease Working Int. Owner Wi, % Factor % Y%
_2|FERGASON Andrew Stoudt 0.625000%| 0.857979%|  0.005362%
5|LANEY Anne Key Davis 5.078120%| 18.322423%| 0.930435%
H|LANEY A Anne Key Davis 8.011270%| 19.993114%| 1.601702%
"4{J SPEIGHT Anne Key Davis 2.534388% 0.108696% 0.002755%
Anne Key Davis Subtotal 2.534892%
|
11C O DAVIS |Armand Smith, Jr. 6.416665%| 15.204311% 0.975610%
“31DAVIS Armand Smith, Jr. 2.397000% 1.473563% 2.035321%
2|FERGASON Armand Smith, Jr. 6.296330% 0.B57979% 0.054021%
4T SPEIGHT Armand Smith, Jr. |__ 6.561631%| 0.708696%| 0.007132%
j L REESE 1 Arrrand Smith, Jr. 5.607862% 1.822673% 0.102213%
BILREESE 2,3 Ammand Smith, Jr. 6.967392%] 36.944219% |  2.574040%
“5|LANEY Arenand Smith, Jr, 4.403644%| 18.322423% 0.806854%
G{LANEY A Arrmand Smith, Jr. 8.308419%| 19.993114% 1.661112%
9IPEARL GOODE  [Armand Smith, Jr. 6.416665% 2.473871% 0.158740%
| 10| RALPH'LOWE S7|Armand Srith, Jr. 6.416665% 0.415278% 0.026647%
11|ROCKET CAIN  |Armand Smith, Jr, 6.416665% 0.330804% 0.021227%
12 SAMUEL CAIN  {Armand Smith, Jr. 5.416665% 2.053069% 0.131739%
! R Armand Smith, Jr. Subtotal 6.554664%
|
“GiLANEY Carolyn Larson 0.173610%| 18.322423% 0.031810%
| SILANEY A Caralyn Larson 0.273888%| 18.993114% 0.054759%
Caroiyn Larson Subtotal 0.086568%
1|C O DAVIS Christopher P. Renaud 4453125%| 15.204311% 0.677067%
" 2[FERGASON Christopher P. Renaud | 4.369627%| 0.857570%]  0.037490%|
41J SPEIGHT Christopher P. Renaud I 3.326455% 0.108695% 0.003616%
SILANEY Christopher P. Renaud I 3.150571%| 18.322423% 0.577261%
“SILANEY A |Christopher P. Renaud | 5.944215%| 19.993114% 1.188434%
j L REESE 1 |Christopher P. Renaud | 1.5553%4% 1.822673% 0.028350%
BiL REESE 2,3 iChristppher P, Renaud | 1.555304%| 36.944219% 0.574628%
| 8IPEARL GOQDE iChristopher P. Renaud | 4.453125% 2473871%| 0.110165%
10{RALPH LOWE ST Christopher P. Renaud [ 4453125% 0.415278% 0.018493%
11|ROCKET CAIN  {Christopher P. Renaud I 4.453125%|  0.330804%| 0.014731%
12;SAMUEL CAIN  iChristopher P. Renaud | 4.453125%| 2.053068%| 0.0891426%
|Christopher P. Renaud Subtotal 3.321660%
1|C O DAVIS Crump Family Part., Ltd. 13.250000%) 15.204311% 2.014571%
2{FERGASON Crump Family Part., Ltd. 13.001563% 0.857579% 0.111551%
4|J SPEIGHT Crump Family Par,, Lig. 4.486372% 0.108696% 0.004877%
B|LANEY Crump Family Part., Ltd. 8.963342%]| 18.322423% 1.642301%
9|PEARL GOODE |Crump Family Part., Ltg, 13.250000% 247387%% 0.327788%
10{RALPH LOWE ST{Crump Family Part., Ltd. 13.250Q00% .415278% 0.055024%
1+1|ROCKET CAIN _ |Crump Family Part., Ltd. 13.250000% 0.330804% 0.043832%
T2}SAMUEL CAIN  [Crump Family Part., Ltd. 13.250000% 2.053069% 0.272032%
Crump Family Subtotal 4.471975%
|
11C O DAVIS Dingus Investments, Ing. 9.166670%) 15.204311% 1.393729%
3IDAVIS Dingus Investments, Inc. 4.800000%1  1.473583%| 0.070731%
2:FERGASON Dingus Investments, Inc, 8.994792% 0.857979% 0.077173%
4iJ) SPEIGHT Dingus lnvestiments, inc. 10.099873% 0.108696% 0.010978%
| _7iL REESE 1 Dingus lavestments, Ing, 9.800488% 1.822673% 0.178631%
8]L REESE 2,3 Dingus Invesiments, Inc. 12.522088%( 36.944219%| 4.626520%
5iLANEY Dingus Investments, Inc. 6.366045%] 18.322423% 1.166414%
GILANEY A Dingus Investments, Inc. 10.415507%] 19.993114% 2.082384%
9!PEARL GOODE |Dingus Investments, In:. 9.166670% 2.473871% 0.226772%
10{RALPH LOWE ST|Dingus Invastments, Inc. 9_166670% 0.415278% 0.038067%
11/ROCKET CAIN  |Dingus Invesiments, Inc. 9.166670% 0.330804% 0.030324%
12|SAMUEL CAIN  [Dingus Investments, Inc. 9.166670% 2.053069% 0.188198%
Dingus investments, In¢., Subtotal 10.089921%
1:C G DAVIS iDouglas H. Christensen _: 0.625000%] 15.204311% 0.085027%
2iFERGASON Douglas H. Christensen 0.613282% 0.857979% 0.005262%
41J SPEIGHT Douglas H. Christensen 0.457757%| 0.108696%(  0.000498%
" 5LANEY Douglas H. Chiistensen 0.429310% | 18.322423%|  0.078660%
GILANEY A Douglas H. Christensen 0.809986%| 19.993114% 0.161841%
_7ILREESE 1 Douglas H. Christensen 0.213414% 1.822673% 0.003890%
8IL REESE 2,3 Douglas H. Christensen 0.213414%| 36.944219%| 0.078B44%
81PEARL GOODE |Douglas H. Christensen 0.625000%| 2473871%| 0.015462%
10iRALPH LOWE ST{Douglas H. Christensen 0.625000%| 0.415278%|  0.002505%
41,ROCKET CAIN__ {Douglas H. Christensen 0.625000%|  0.330804%|  0.002068%
12'SAMUEL CAIN __iDouglas H. Chrisiensen 0.625000%| 2.053088%| 0.012832%
! Douglas H. Christensen Subtotal 0.457078%
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ENobbPart? Purch/Exhibit D

EXHIBIT D

EAST HOBBS (GRATL .AG SAN ANDRES) UNIT - UNTT PARTICIPATIC,
| Tract Unit
Tr. Participation | Participation
# [Lease ~_[Working int. Qwner [ WL% Factor % %
1
1iC D DAVIS Enerquest Oil & Gas, Lid, ¢ 57.706875%| 15.204311%| 8.787617%
3{DAVIS Enerquest Oil & Gas, Lid, | 19.851400%)|  1.473563%| 0.293896%
2[FERGASON Enerquest Ol & Gas, Lid. | 56.713298%)| _ 0.857379%|  0.486588%
| "8|TSPEIGHT  (EverquestON& Gas, Lig. | 52.744134%|  0.108596%]  0.057331%
TILREESE 1 iEnerquest Oil & Gas, Ltd. | 46.607260%| 1.822673%|  0.840498%
8iLREESE 23  [EnerquestQil & Gas, Lid. | 57.923513%| 36.944219%| 21.399389%
"5iLANEY {Enerquest Oil & Gas, Ltd. | 39.685032%| 18.322423%| 7.271250%
BILANEY A {Enerquest Ol & Gas, L1d. 20.564000% | 10.093114%]  5.910945%
SIPEARL GOODE |Enerquest Ot & Gas, Lid. 57.796B75%| 2.473871%| 1.429820%
10{RALPH LOWE STjEnerquest Oil & Gas, Ltd, 57.796B75%| 0.415278%| 0.240018%
11{ROCKET CAIN _|Enerquesi Oll & Gas, Lid. 57.706875%|  0.330804%| — 6.191164%
12|SAMUEL CAIN _ |Enerquest Ot & Gas, L. | 57.796875%| _ 2.053009%|  1.186610%
N _|Enerquest Oil & Gas, Ltd. Subtotal 48.104265%
" 1/C O DAVIS Eram Ali l 1.250000%|  15.204311%|  0.190054%
3DAS EramAy I D.757500%)|  1.473564%]  (.011162%
2|FERGASON Erarm Ali I 1.276566%| 0.857979%| 0.010524%
TA|TSPEIGHT  [EramAli I 1.504840%| 0.108696%| 0.001635%
“7|L REESE 1 Eram Ali - i %.506563%| 1.822673%|  0.027460%
BIL REESE 2.3 Eram Ali T 1.5%6250%| 36.044219%|  0.715332%
| 5|LANEY Eram Alj i 0.858621%]| 18.322423%| 0.157320%
BILANEY A Eram Ali i 1.619973%| 19.993114%|  0,323883%
9/PEARL GOODE ~|Eram Ali | 1.2500060%] 2.473871%| 0.030923%
“{0IRALPH LOWE 57| Eram Ali 1.260000%| 0.415278%| 0.005191%
11|ROCKET CAIN _ jEram Ali 1.250000%] 0.330804%| 0.004135%
12|SAMUEL CAIN _{Eram Ali 1.260000% | 2.053069%| 0.025663%
| Eram Ali Subtotal 1.503283%
]
2/ FERGASON iFiorence Branaman 0.625000%]  0.857979%|  0.005362%]
i
TBILANEY | [HughB. Keyll _ | 5.078120%| 18.322423%|  0.930435%
43 SPEIGHT {Hugh B. Key i 1 1047824%|  0.108696%| 0.002117%
GILANEY A ‘Hugh B. Key Il | 6078120%) 19.593114%| 1.015274%
Hugh B. Key [i Subtotal } 1.947826%
}
SILANEY Urfer Famity Trust dtd. 4728788 0.347220%) 18.322423%|  0.063615%
BILANEY A Urler Family Trust dtd. 4/28/9¢  0.547776%| 19.093114%| 0.108517%
1 —_ _ _James F. Urfer Subtotal 0.173137%
[
TSILANEY Jarmes F. Van Vranken [ 0A73610%) 18.322423%| 0.031810%
BILANEY A —_|James F. Van Vranken I 0.273888%| 19.993114%|  0.054753%
James F. van Vranken Subtotal 0.086568%
- I
5|LANEY Julle Ann Hopkins Trust [T T2.530070%| 18.322423%|  0.485218%
4{J SPEIGHT [Juite Ann Hopkins Trust i 0.973916%| 0.108696%| 0.001050%
6ILANEY A Julie Ann Hopkins Trust i 2.530070%| 19.993114%! 0.507639%
s Julie Ann Hopkins Trust Subtotal 0.873917%
“SILANEY Kite Royalty Go., LLC 5.078120%] 18.322473%¢  0930435%
41J SPEIGHT Kite Royalty Co.. LLC " "1.733168%| 0.108686%} 0.001884%
"BILANEY A _ Kite Royalty Co., LLG 4.005635%| 10.993114%|  0.800851%
| Kite Royalty Co., LLC Subtotal 4.733170%
i
SILANEY Lois §. Clements Trust 0.654420%| 18.322423%| 0.127235%
"BILANEY A Lois S. Clements Trust 1.095520%| 19.593114%| 0.219020%
L Lois 8, Clements Trust Subtotal 9.346263%
11C O DAVIS iLone Star Ol & Gas 0.625000%| 15.204311%| 0.095027%
ZIFERGASON tLone Star Oil & Gas 0.613282%|  0.857979%| 0.005262%
alJ SPEIGHT {Cone Star Ol & Gas 0457757%) 0.108660%| 0.000487%
5[LANEY _ —  [Lone Star Qil & Gas 0.429310%| 18.322423%|  0.078660%
TB|LANEY A iLone Star Ol & Gas i 0.800086%| 19.093114%)  0.161941%
7L REESE 1 iLene Star Oil & Gas | 0.213414%| 1.829673%  0.003890%
"BILREESEZ23  lloneStarONl&Gas | 0.213414%| 36.944210%| 00G76844%
"8|PEARL GOODE  |Lone Star Oil & Gas [ 0.625000%| 2.473871%| 0.015462%
10|RALPH LOWE ST|Lone Star Qil & Gas 0.625000%| 0.415278%|  0.002505%
11|RCCKET CAIN  jLone Star Qil & Gas 0.525000% 0.330804% 0.002068%
T2ISAMUEL CAIN |ione Star Ol & Gas 0.625000%| 2.053068%{ 0.012832%
i Lone Star Oil & Gas Subtotal 0.457078%)
i I
"FiL REESE 1. Murray E. Helmers ! 13.253828%| 1.822673%| 0.241574%
| 4L SPEIGHT Murray E. Helmers {7 5143852%|  "0.108606%| 0.005591%
B|L REESE 2.3 Murray E, Helmers 13.253828%| 36.944219%|  4.896523%
| Murray E. Helmers Subtotal 5,143688%
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EHcbbPart? PurchvExhibit D EXHIBIT D 2/14/2003

EAST HOBBS (GRAYL _.¢G SAN ANDRES) UNIT - UNIT PARTICIPATION.
| Tract Unit
Tr. Participation | Participation
# [Lease jWarking Int. Owner I WL % Factor % %
: ] P
7 L.__BEESI; 1 orge Kravis I, Trust |~ 9453125% |~ 1.822673%| _0.172300%
I
T REESE Y {Ray b Bessie Kravis Foundalic 7.734375%)  1.822673%)  0.140872%
i
BLANEY T |MarsUderStinnelt " I G.347220%| 18322423%| 0.063819%
BTANEY A |MareUderStoneti 1 (.537776%| 19.093114%|  0.108517%
T |Marie Urfer Stimneft AR T T0aTa1aT%
P
5;_LANEY T 7 |Miark Coliver Hopkins Trust i 2.590070%| 18.322423% _ 0.485219%
4 J_S_PEQQT_ _W__Mark Collver Hopkins Trust i 1.267450%)  0.108696%| _0.001378%
B,LANEYA  iMark Collver Hopkins Teust 4005650%} _18.993144%| ~ 0800854%
L T Marke Hopkins Trust Subtotal N TT1367451%
jﬁk?@“@@m — lMary E. Wrynn ) 0E23000%|  0.857979%| 0.005362%
coDavIS jParsey Resources, Inc. | 6416665%| 15.204311%| ~ 0.975610%
fij_A'_\ﬁs T |Parsiéy Resources, Inc. | T2.307000%| 1.473563%| 0.035321%
2|FERGASON Parsley Resources, Ing. '6.296330% | 0.857979%|  0.054021%
41T SPEIGHT |Parsiey Resourees, . || 5.858680%| 0.108696%|  0.008377%
7|LREESE 1 |Parsley Resources, Inc. 4.054277%| ~ 1,522673%| 0.073856%
"8|L REESE 2.3 ' |Parsley Resources, Inc ~ |* T5.413807%| 36.944219%| 2.000085%l
CSIUANEY T iParsiey Resources, Inc, | T 3.403625%| 16.322423%|_ ©.808851%
BILANEY A " "“iParsley Resources, e, ~ |~ B.308382%| _ 19.093114%]  1.661104%
QIPEARL GOODE [Parsley Resources, Inc. |~ 6.416665%| 2473871%|  U.158740%
10iRALPH LOWE ST Parsiey Rescurces, (nc. | 6.416665%]  0.415278%|  0.026647%
11iROCKET CAIN _ |Parsiey Resources, Inc. |~ 6.416665%]  0.330804% | 0.021227%
12iSAMUEL CAIN ~ [Parsiey Resources, Inc, | '§.476665%|  2.053069%| _0.131739%
1

ubtotal | T | 5951721%
T0473810%] 18.322420%|  0.038106%
0.2738B8%| 19.993114%|_ 0.054750%

__[Nancy Herchberger Subtatal | '0.086568%

[ o - ! [ [ —— [

ANEY iRobert G, van Vranken, Jr, | 0,173810%| 18.322423%)  0.0378%0%

ANEY A aRoben G. Van Vranken, Jr. 1 0.273888%| 18.993114%! 0.054759%

" IRobert G. Van Vranken, Jr. Subtafal - 0.086568%

NEVT™™ T | Rdiarvee Wals Of, Ul T\ B.631400%| " 18 452405 T 251678%]

N ! - .

. iVlrgm_:g_g Olincy Trust___ | 2.083300%| "18.322423%|  0.381711%

. NEYA Virginia G. Oliney Trust |~ 3.266625%| 19.993114%| _ 0.55/090%

o I\hrgmla G.¢ , Qlincy Trust Subtotal S B 1.038810%|
1

6£I:ANEY A 'wnne Star Royalty Co.. LLC ,‘ " 4.005B35%| 19.993114%| " 0.800851%

_4IJSPEIGHT ___,White Star Royalty Co, LLC | 0.801722%|  0.108696%| 0.000871%

__!Whtte_$_tat Royalty Ca,, LLC Subtgtal ~ o). 9801723%
1

Taxand [P T 29.447025%| 1473563%| 0.433920%

'__ga_wd H. Aminglon__ 34.848550% | 1.473565%|  0513515%

IBruce D. Brockman | 0.d74243% | 1.473563% | 0.002568%

__[Michael E Chepiman __(0.174243% | 1.473563%| _ 0.002568%

iKefih W, Davis T 0B%60T1%| _ 1.473563%( _ 0.010270%

o JMA Oil Pragerties Lid. __: 1.742428%| 1.473563% 0.025676%

iSydneyE Niblo i 0AGS6Q7i%|  (.473563%| 0.010270%

TTTiwiliam F. Péndiglon 71 0.606971%| 1.473563%|  0.010270%

" iGaryPhiips "~ 0.174243%|  1.473563%|__ 0.002568%

T iGordont, Sommers  0596071%!  1.A73563%| _ D.010270%

IH C. Zachry 0 343486% 1.473583% 0.005135%

[ Grand Totai East Fiobbs Unit~ | 100.006000%
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COPAS 1984 ONSHORE
Recommanded by tha Council
of Petroleurn Accountants

EXHIBIT “E” — COPAS_

Attached to and made a part of __that Certain Urit Operating Agreement for the East Hobbs (San Andres) Unit by and between
EnerQuest Resources, LLC ag Unit Operator and EnerQuest Qil & Gas, Ltd., et al as Working Interest Owners

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L. GENERAL PROVYISIONS

Definitions (The added terms below in quotes £re defined ia the Unit Apreement snd the Unit Opersting Agreement and shall have the same
meaning znd effect in this Exhibit “E™.

“Joint Property" shall mean the real and personal property subject o the agrecoment to which this  Accounting Procedure
is atrached said Agreement belng the Unit Operating Agreement.

“foint Operations®  shall mean ol P y——ar—proper—for—the—dovet G —opernti i and
rintenanee-ef the-Jeint-Preperty the same as “Unit Gperations™

“loint  Account” shall mear the sccount showing the charpes paid and credits received in the conduct of the Joim
Qperations and which are to be shared by the Partics as set oat in Articte 11 and elsewhere in the Unit Operating Agreement.

"Operator” shall mean the party designatad to conduct the Toist Operations and mean the same as “Unit Gperator”.

“"Non-Operators” shall mean the Panties 1o this agresment other than the Operator and mean the sgame as “Working Interest Owner™.

"Parties” shall mean Operator snd Non-Operators.

“First Level Supervisors” shall mean  thest  cmployees whese primary fumction in Joint  Opecttions is  the  direct
supervision of other cmployces andfor  comtract  labor dircelly employed on  the lIoint Property in a field operaling
cepacity.

*Technicai  Employees®  shail mean  those  employees having  special  and  specific  engineering,  geological  or  other
professional  skills, and whosc primary function in  Joimt Operations is thc handling of specific  operating  conditions 2nd
problems for the benefit of the Joint Property.

“Personal Expenses” shall mean trauel and other o bl rimbursable tup of Operator's employess.
i the same 25 “Unit Equipment” . i i
"Material” shall mean / p d-properey-eqtng pplicr-acquired or held for use on the Joint Property.

"Confrollable Material"  shall mean  Muterisl  which at the time is so classificd in the Material Classification Manual 85
mast recently recommended by the Council or Pefraleum Accountants Societies.

Sratement and Billings

Operator  shall bill Non-Operators on or before the Isst day of each month for their proportionate share of the Joim
Account for the preceding month.  Such  bills will be accompanied by statements  which  identify the  suthority for
expenditure, kase or  facility, end  all cheepes and  credits  summarized by approprime  classifications  of investment and
expense  except  that  items of Conuollable Material esnd  unusual charges srd  credits shall be scparately ideatified and
fully described in detail.

Advances and Payments by Non-Operators

A. Unftcss otherwise provided for in  the agreement, the Operator may require the Non-Operators 1o advance their
share of estimaicd cash oulay for the succerding month's operation within  Gfteen (15) days after receipt of the
Yilling or by thc first day of the mopth for which the advance is required, whichever is latez, Operator shall adjust
cach monthly billing to reflect advances received from the Non-Operators. \

B. Each Mou-Opsrator shall pay iis proportion of all bills within [ficen (15) days after receipt. [f payment s not made
within such time, the unpaid balance shall beas interest monthly at the prime mte in effeey st __Bapk of Texas
on the first day of the menth in which detinquency occurs plus 1% or the
maximum coniract rele pormitted by thc applicable usury taws in the state in which the Joint Property s located,
whichever is the lesser, plus ettomey's fees, court costs, and other costs in connection with the collection of unpaid
amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any MNoa-Operator fo protest or question the comectness thereof,
pravided, however, all bills and slatéments  rondered to  Non-Operaters by Operator during  any calendar  year  shali
conclusively be presumed 10 be ue 2nd comcet sfler twentyfour (24) months following the end of any such calendar
year, unless within  the said twenty-fowr {24} month period a Non-Operatcr takes written exception therets zand  makes
claim on COperator for adj No adj favorable to Operator shall be made unless it is mads within the samc
prescribed period. The provisions of this paragraph shall not prevent adjustments resuling fram a  physical inventory of
Consrollable Material as provided for in Section V.,

"

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A Non-Cperator, wpon notice in writing to Operator and  alt other Non-Operators, shall have the rght ¢  audit
Operztor's  accounts  and  records  relaing ¢ 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 sudit shall got
extend lhe time for the iaking of writen exception te and  the  adjustments of wccounts s provided  for in
Paragraph 4 of this Section 1 Where there art e or more  Wan-Operators, [he Non-Operstors  shali  make
every reasonable effort 4o conduct a2 joint audit in A manner which will result in a minimum of inconvenience
to thc Operator, Operator shall bear no  partion  of the Non-Operators'  audit  cost  incomed under  this
paragraph  unless agreed to by the Opermiorn  The awditt shall not be conducted more than  once cach  year
without prior approval of Operntor, except upon the resignation or removal of the Opemtor, and shall be made
al the expensc of these Non-Operators approving such audis,

B.  The Operator shell reply in writing to an audit report within (80 days after receipt of such report.

Approval By Non-QOperators

Where an  approval or other agreement of the Parties or Non-Operziors is  expressly required under other sections of ihis
Accounting  Procedure  and  if  the  agreement  to which  this A ing  Proced is hed contains no

vonlrary  provisions in  regard  thereto, {perawr  stwll  notifty all Non-Opersiors  of the  Opermiors  proposal, and  the
agreement or approval of a majority in interest of the Non-Operatoss shall be controlling o all Non-Operators.

. DIRECT CHARGES

Operator shall chasge the Joint Account with the following items:

L

Ecologicai and Eavironmental

Costs incurred for the bencfit of the Joint Property as & result of govemmental or regulatory requirements 1o satisfy

envir iderstions  app to the Joimt Operations. Such costs may include surveys of an  ecclogical or
archacotogical rarure and pollution control procedures as required by applicably laws and regulations.

Rentals and Royaities

Lease rentals and royalties paid by Operator for the Joint Operatians.

Labor

A, (1) Salaries and wages of Operators field employoes directly employed on the Joint Property in the conduct of
Joint Operations.

{2) Salarics of First level Supervisors in the fisld.

(3) Sularics and wages of Technical Employees direclly employed on  the Joint Property if such charges are
exctuded from the overhicad rates,

(4) Salaries and  wages of Technicsl Employess citber temporacily or permanently  assigned to and  directly
employed in the operation or the Joint Property if such charges are excluded from the overhead rates.

B. Opcrators  cost of holiday, vacation, sickness and  disability benefits  and  other customary  atlowances paid 1o
cmployces whose salaries and  wages arc chargeable to the Joint Account under Paragraph  3A  of this Section II
Such cosls wnder this Paragreph 3B may be charged on a "when and as poid basis’ or by “percentage  astcssment”
on the amount of salaries and wages chargeable to the Joint Account under Parmgraph 3A  of this Section I. If
perceatage assessment is used, the rate shall be based on the Opemaior's cost experience.

1

imposed by  gover authority  which  are
applicable o Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Ssction [T,

C.  Expenditures or  comtributions made pursuant 10 assessments

D.  Personal  Expenses ol  those employees whose salarics and  wages are  chargeable 1o the  Joimt  Account  under
Paragraphs 3A and 3B af this Section II.

Employee Benefits

Operatofs  current  costs  or  established  plans  for  employees'  growp  life  insurance, hospitalization, pension,  retirement,
swck parchase, (hrifl, bonus, and other bencfit plens of & Jike nsture, applicable to Operators labor ¢ost chargeable to the
Joint  Account under Paragraphs 3JA and 3B of this Section H shall be Operators actual cost not @ exceed the percent
most recently recommended by the Council of Petraleum Ascountants Societies.
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Material

Matzrial puschased or fumished by Operator for use on the Joint Property as provided under Section IV. Only such
Material shall be purchased for or tangferred 10 the Joint Proporly as may be required for  immediate use and s
reasonably practical and  consistent  with  efficient and cconomical eperations. The accumalation  of surplus  stocks  shall be
avoided,

Transportation
Transportation of employees and Material necessary for the Join Operations but subject to the following limitations:

A. 1f Materizi is moved to the Joint Property from the Optrar's warchousc or other properties, no charge shall bo
made to the Joint Accoumt for a distance geater than the distance from the nearcst reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. [f swplus Material is moved 1o Operator's warthousc or othor storage peint, no charge shall be made o the Joint
Accaunt fer a distance pgreater thae (he distance o the ncarest reliable supply store where like materidd is  aormally
available, or railway rveciving poine nearest the Joint Property unicss agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material 10 other propertics belonging o Operator, unless agreed to by the
Parties.

C. In thc application of subparngraphs A and B above, the oplien to equalize or charge actual trucking cost s
available whea the acwal charge is 3400 or less excluding accessorial charges, The 3400 will be adjusted 1o the
amourit most recently recommended by the Cotncil of Petrol A Socicti

Services

The cost of comiract services, equipment and wilies provided by outside seurccs, eoxcept services excluded by Paragraph

16 of Scction [l and Paragraph i, ii, and iiit‘ ?gegmlig? fIII. The eost of professional consultant services and contract
ar for enefit o
services of technical personnel directly engaged on /  the Joink Property if such charges are exciuded from the overhead
or for the benefit of

tales, The cost of professional consultant scrvices or gentyact acrviees of technical personnel nor directly emgaged on [ the
Joint Property shall not be charged te the foint Account unless previously agrecd to by the Parties.

Equipment and Facillties Furnished By Operator

A, Operator  shall charge the foint Account for use of Operalor owned equipment and facililies at raies  commensumate
with costs  of ownership and operaion. Such rates shall include costs of maintenance, repairs,  other uperating
p i taxes,  depreciati and interess  on  gross  investmen! less  accumulated  deprecialion  mot 10
exceed _twelve percent { 120 %) per annum, Such rates shall not sxceed average commeseial

rateg curzently prevailing in thé infmediate area of the Joint Property.
R

B. In licu of charges in Pérdgraph 8A above, Operator may celect to use avernge commercial rafcs prevailing in  the
immediate area of the Joim Property less  20%. For automotive equipment, Operator may elect lo use mates
nuhlished by the Petrolenm Moter Trancpor Assosisti

Damages and Losses ta Joint Property

All costs or expenses necessary for the repair or rcplacement of Joim Property made necessary because of damages or
losses  incurred by fire, flood, storm, heft, accident, or other «cause, except those resuliiag  from  Operator's gross
negligence o wiliful  misconduct.  Operator  shall  fumish Non-Operator wriugtn notice of damages or losses incurred  as
soon a5 pragticable after a report thereof bas becn received by Operstor.

Legal Expense

Expensc of handling, investigating and settling  litigation or claims, discharging of liens. payment of judgments and
amoums paid for setement of claims imcured in or resulling from operations under the agreement or necessary o
protect or recover ihe Joint Property, except thal no charge for sorviecs of Opemior's legal smff or fess or oxpense of
outside awormeys shall be made Ualess previousty agreed 1o By the Parties. All ather legal expense iy comsidered to be
covered by the ovethead provisions of Section LI unless otherwisc agreed te by the Panies, except 25 provided in Section
1, Paragraph 3.

Taxes

All taxes of cvery kind and nature assessed or levied upon or in comncction 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 Pactics, I the ad
valorem faxes are  based in  whole or in part upon separatc valuations of cach party's working interest, then
notwithgianding  anything 1o the contrary herein, charges I Ihe Joint Accoum shall be mode and  pmid by the Panics
hereto in acrordance with the tax valve generated by cach party’s working intercst and Article 11.1 of the Unit Operating Agresment.
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1 12, [nsurance

H

k) Net premiums paid for insurance sequired o be eamicd for the Joint Operations for the protection of the Parties. In the
4 event Joinl Qperations are conducted in a8 starc in  which Operator may act as  self-insurer for Warker's Compensation
5 and/or Employers Liability under the respective state's laws, Operator may, 2t its election, include the risk under its sclf
[ ingurance program 2nad in that event, Operator shall include a charge at Operator's cost not to exceed menuat rates,

7

3 13, Abzndonment and Rech i

9

10 Costs  incurred  for  abandonment of the Jeint Propermy, inchuding  costs  required by gover | or other regulatory
11 authority.

12

13 14, Communications

14

15 Cost of acquiring, lcasing, installing, operating, repairing and  maintaining communication  systems, including radio  and
16 microwave facililics directly scrving the Joint  Property. In the event communication facilitlics/sysiems serving the  Joint
17 Property arc Opcrator owned, charges to the loint Account shall be made as provided in Paragraph § of this Section IE.

13

19 i5. Other Expenditures

20

21 Any other expenditure not covercd ‘or “deait with in the furegoing provisions of this Scction 11, or in Section M and which
22 is of direct benefit to the Joint"Propemy end is incured by the Operator in the necessary and proper conduct of the Jaint
bk Operations. A

24

25

26 1If. OVERHEAD

i)

23 1L Overhead - Drilling and Producing Operations

19

30 i As P ion  for Iministrative,  supervision, office  serviees and  warchousing  costs, Operatar  shall  charge
3i drilling and producing operations on-either:

12

13 { X ) Fixed Resc Besis, Paragraph | A or

14 f—-}-Percentage BagiaParsgroph B

15 -

6 Unless otherwise agreed 1o by the Parlies, such charge shall be in liew of costs and cxpenses” of all offices and
w salaries  or wages plus  applicabls burdens and  expenses of all personnel, except  those dircctly  chargeable  under
38 Paragraph  JA, Sectien II The cost and cxpense of scrvices from  ouwside sources in  conmection with matters of
39 taxation, fraffic, accounting' “or maters beforc or involving governmental agencics shall be considersd as included in
40 the ovethead rates provided' for in the above sclocted Paragraph of this Section IT1 unless such cost and expense  are
41 agreed 1o by Lhe Parties as a dircct charge ta he Joint Account.

a2 ' o

43 ii. The salarics, wages and Personal [Cxpenses of Technical Employses andior the cost of professionst  consultant
44 services and coniract services of technical personnel directty emplowed on the Joint Propery:

45

46 (——Fohab-beravered-by-the-everhead retesor

47 { X ) shall not be covered by the overhesd rates.

43 T

49 jii. The salaries, wages and Peronal Expenses of Techmical Employess andor costs of proflessional consultant  gervices
30 and contact services of technical personnel either porarily or 1 igned 1o and direstly cmployed in
- the operation of the Joint Property:

52 S

53 ¢ shaftbe-covercd-by-theoverhead etess or

34 { X ) shall not be covered by the overhead rates.

55. [ N

56 A Overhead - Fixed Rate Basis

57 o

58 {1) Operator shat! charge the ]'nin.t‘l\ccnunl &l the [cllowing rates per well per month:

58

0 Drilling Well Rats § '3.500,00

6l (Prorated for less than a full manth)

62 ’

63 Producing Well Rate § 35000

4 .

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

& .

67 (=) Drilling Wcll Rate

68

65 (1) Charges for drilling wells shall begin on the dete the well s spudded and temuinate on e date
70 the drilling fig, completion rig, or other units used in completion of the well i§ released, whichover

-
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1 is later, except that no charge shall be made during suspension of drilling or completion operations
] for fifteen (15) or more consecutive czlendar days.
3
4 (2) Charges for wells undergoing any type of workover or recompletion for o period of five (5)
5 consccutive work days or more shall be made st the drilling well mie. Such charges shall be
[ applicd for the periocd from date workover operatons, with rig or other units used in  workover,
7 commence through date of rig or other unit rclease, except that no charge shall be made during
g suspenion of aperstions far fifteen {13) or more consecutive calendaz days.
g
10 {b) Producing Weil Rates
11
12 (1) An active well cither produced or injected imtd for 2ay portion ¢f the month shall be consideed =5
13 a one-well charge for the ntire month.
14 '
15 (2) Each active pleti n a lti-completed  well in  which production is not commingled down
16 hole shall be considercd a5 a  one-welt charge providing cach completion is considered a  scpamate
17 well by the governing regulatory authority.
it
9 {3) An inactive“igas’‘well shut in because of overpreduction or  failure  of purchaser 1o wke the
20 production  shall™be* considered as a ome-well charge providing the gas well is directly connected to
21 a permanenl tates oulel.
2 . S e
23 (8 A  ongewell “vharge "shatl be made for the month it which Plugging ond  abandemment  eperations
24 are compleied!on - any well. This onc-well charge shall be made whether or not the well has
25 produced excelpt whien drilling well rate apglies, i
26 b T .
27 (5) All oiber inactive weils (including W npot limited to inactive wells covered by unit allowable, lease
23 allowabie, transferred allowable, cte.) shal! not qualify for an gverhead charge,
29
30 (3) The well racs shall bé adjused as of the first day of Aprl cach year [ollowing the <offective date of the
31 agreement to  which this” ‘Atcounting Procedurc s  attached. The adjustment shall be compuied by multiplying
32 the ric cumrendy in use by the percentage increase or  decrease in the aversge  weekly gamings of Crude
33 Potrolcum  and Gas Production Workers for the last calendar year compzred to the calendar year preceding as
34 shown by the index “6¢ dverage weekly camings of Crude Petroloum and Gas Production Workers as  published
35 by the United States ""Déparumem of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
36 published by Swiisics Caneda, a8 appliceble. The adjusted e shall be the rales cumently I use, plus or
37 mins the computed adjusimenn,
18 N v
3%
40
4]
42
43
a4
45
47
48 t—Operating
49
50 Pereent( —46}of the-cestofoprating-the-Joint Property-exclunive-of-cosyprovided
51 under—Parapmphs— 2" ind 13— of —Stetior—i—ati-~saivage— trodits,—the—value—sf— injooted—snt purchased
52 for dary frory—ond—al—taves— and which—are—iovied; d—nnd—paid—upen—the
53 mingrabinterest in-snd-te e Foint-Property.
54 o
55 r—Apph o Grveritens—F Basis-shatt-be-ay-foliows:
56
57 For—the—purp £ deteimining—ehorpes—on—u—poreentage— basis—under—Parmgraph—Hi~—of—this—Sestion—H
58 devetop ket R with—-dritling. deepening—or y dint
5 A ‘ d—erew—capable the—producing
50 intervl—en—the ~—yint—Rropertys— it profiminery—enpond NURT—— for—drithing—nnd
&l pondt : ‘:.\“nmm““'-.,.“..w pletod—28—a—productt——ond 2wl —oest—ol
52 conatr —er H F—Hfined ta—the i of—fixcd—sasets—and —tny —other—preject—eloarly
63 8 hie—as—a—fixed—asser; pr—Mtjor—Gonsiruction—es—defined—in—Permpreph—2—of —this—Seetion—HH—AH—other
69 eostsrhaib-bocontidered-nsopernting:
45
<] z, Overhead - Major Coastruetion
&7
68 Te compensate Operator  for overiupad costs incumed in the construction and mstallation of fixed assets, the cxpansion of
69 fixed assets, end any other projet clearly discernible as a fixed asset required for the developmenl and operation of Lhe
0

Joint  Property, Operator  shall mlher neg‘otiaxe & rate prior ta the beginning of construction, or shall charge the Joint
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Agtount for pverhead besed on e foliowing mizs for any Major Construction project in excess of $__25000.00

A, 5 Y of first $100,000 or 1wial eost if less, phs
B, 3 %% of costs in eacess of $100,000 But less than §1,000,000, plus
C 1 %ofcoss in oxeess of $1,000,000.

Total cost shall mean the gress cost of soy one project. Fer the pumpose of this pamagraph, the component pats of 1 single
project shall not be treated sepately and the cost of drilling and workover wells and antificial it cquipmemt shall bc
eaviuded.

ER Catwitrophe Overbtad
To tompensate Operator  for overhead costs incurred in the evemt of expenditwres resulting from 4 single ocoumonce duc
to oil spill, blowow, explosion, fire, stormn, humicape, or other cawastrophes as agreed fo0 by the Parties, which arc
netessary W restore the  Joint  Propesty to the  gquivalent  condition  that  coxisted prier @ the covent  causing  the
expenditures, Operator  shall cither negotiatc a wmte prior to cherging the Joimt Account or shall charge the Jeint Account
for ovethead based on the following rated, -~

A, 5 % afton! costs thyough $160.,000; plus

B. 3 %ofwal costs & exoess O §10D,000 bt less then 51,000,000; plus

C. 2 . %aftoml cosws in exckis af $1,000,000.

Expenditares  subject  t the  averheads  abave  will not he reduced by insurance recovesies, and qo  ather  averhead
provisicns af this Section TIT shalt apply. ~ -

4. Amendment of Rates

The overhcad rates provided for in this Section Il may be amended [from time 10 time oaly by mutual agreement
hetween the Pantics hereta i€, in practice: he rates are found 1o be insufficient ar excessive,

v. PRICING OF JOINT ACCOUNT MATERIAL FURCHASES, TRANSFERS AND DISPOSITIONS

Opermor s respomsible  for  Joint  Account Materinl and  shall make proper and timely charges and  eredits  for  all  Material
movements  affecting  the  Joint  Propeny. Operator  shall  provide all Material for use on  the Joimt Property;  however, at
Operator’s  option,  sweh  Material may be, supplied by the Non-Operalor. Operator shall make timely disposition of idic andfor
surplus  Material, such  disposal being rﬁ;ulic either through  ssle 1o Operator  or Non-Operator, division in  kind, of sale 1o
culsiders, Opeérator may purchase, but shall be under no  obligation 16 porchase, inteest of Non-Operators in surplus  comdition
A or B Material, The dispasal of surplus Contraltable Material not purchased by the Operator shall be agreed te by the Partics.

| 8 Purchases

Material  purchased shall be charged al the price paid by Opemtor aficr  deduction of all discomnts received. In case of
Matcrdal found to be defective or retumed to vendor for any other roasons, credit shall be passed to the Joimt  Accownt
when adjusiment has been received by the Cperator,

2. Transfers and Dispositions

Material furnished to the Joint Property and Material iransferred from the Joint Property or disposed of by the Opsrator,
unicas utherwise agreed 1o by the Partics, shall be priced on the following basis exclusive of cash discounts:

A. New Metcrial (Condition A)
(1) Tubelar Goods Bther-then-tine-Pipe

{n) Tubuler pgoods, sized 2 3/ inches OD and larger, cxcept line pipe, shall be priced of Epstern mill
published  carfoad base prices  effective as of datc of wmovement plus transportation cost using the 80,000
pound carload weight basis 10 the milway reeciving  point  ncarest the  Joint  Preperty  for  which
published il retes for twbular goods exist. If the 30,000 pound rail rate is not offered, ihe 70,000 pound
or 90,000 pound mil mtc may be used. Preight charges for tubing will be calculsted from Lomin, Chie
and casing from Youhgstown, Chio.

(b} For grades which -are special to one mill only. prices shall be computed 21 the mill base of that mili plus
wansportation  cost  from that mill 10 the raflway receiving point  nearest the Joint Property as  provided
above  in angmpﬁ Z.A(l)a). For irapsporation cost from poinis other than Eastem mills, the 30,000
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pound Oil Field Haulers Association interstate truck raiz shall be used.

L H o {ai I} e a3y b Ol t—tha—1 CRTR | :
[ HBHE— ey —thth —d- 3/ f-wneh B —shati—he—prieed—et—the—lowest tobdeck—press
ol b + 1 i i 1 Ol rald  TT 1 " ; sruel
Frob—thw Pl prits—ifaeperaton— costa—using—ih Ot—Freld—Hauler 7 et o
& i H ; 24 ~inch—OD- 41 st TP VR o }—30.000 4
fa—hine—pip texespt—ate—24—nch—Ob—and—lerger—with—weils et —every— 30,600 —pountdy—a
dopll e ¢ e G I oo} " i ; n A 5o, e
merc g —ot— PRttt —unger—previien—ot - bbhir—peods—pnemg—in—T i Aot —te—provided—epove:

3)

()

o et i PEZLPRY cded b hall 1 Yoy tntmd— -
seods—prietng—r—Tamprep Trihte—r—preveded by Fretght harger—snel—be trom—kbeorme:
O 2 hat
TR
A —1 24 Il A d " Al atl s et oyt
er—tme—pipe—24- r—ind r T t—ENE—rargir—shei—oe-—precd—hob—the—point
Lt TR : ! : " 3 n " .
A frEnt—nGw pricct—pius DeTRtON ont—to—the-—rniwey —tociving—poin2
£, 1 . PSR T LIRS X WY VIR H ) H "l i Ticimd I linlnpasd - ik hall
r—tme—prpe—in B—iabricateg—ine—pipe—dnve—mpe—end: condirt—not-—{isted~on—rp prece—iisty—aha:

: . res . . . bS] .
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Other Material shall be priced at the curren: new pricg, in cffect at date of movement, as listed by s reliable
supply storc nearest the Joint Propemy, or point of manufacture, plus  trensportation costs. il applicable, o the

mitweyrocciving peintnesrestthe-Joint Property.

Unused new  Material, “except ‘tubular goods, moved Ffrom the Joint Property shall be priced at the cumcm
now  price, in cilcel ofi “date of movemsne, as listed by a seliable supply storr mearcst the Joint Property, er
point of manufacture, flus tansportation costs, if applicsble, to the redlwey—rceciving—poie—nesre—ihe  Join:
Propeny. Bnused-now-aubulari-with-be priced- a3 previded-above-in-Paragteph 2-A-( and 42
Good Used Material (Condition B)
Material in sound and serviceablc condition and suitable for reuse without reconditioning:
(1) Marerial moved 1a the Joint Property

At seventy-five peroenlt (75%) of current new price, a5 detcrmined by Paragraph A.

v

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

(@) Al sevemiy-five pereent (75%) of cument now price, as determined by Paragraph A, if Material was
originally charged io the Joint Account as new Material or

(b) Al sixiy-five ‘pereemt  (65%) of cument new price, as determined by Paragraph A, if Mawerial wes
originally charged to the Joint Account as used Material

{3) Material not used on and moved from te Joint Property
A1 seventy-five p:r:,efu (75'%) of currem new price as determined by Paragraph A.

The cost of reconditioning, if au'y, shall!l?tbc absorbed by the transferring property and shall be charged to the Joint Account.

Other Used Matetial

(1) Condision C
Materia) which is oot in sound end serviceable condition and not suitable for its original function wnii!
after  reconditioning  shall be priced a1 Hfty percent  (50%) of cument mew price  as  determined by

Paragraph  A. The cost of reconditioning shall be charged (0 the receiving  property, provided Condition
C value plus cost of reconditioning docs not exceed Condition B value.

G
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1 (2) Conditon D

2

3 Materizl, cxcluding junk, no  onger suitable for its  original purpose, but ussble for some other purpose
4 shall be priced on a basis commensurate wih its use. Operator may dispose of Condition D Maerial
5 under procedures normally uged by Operator without prior approva! of Non-Operators,

6

T (a) Casing, mbing, or ¢}l pipe used 25 line pipe shall be prced as Grade A and B scamless line pipe
H of comparable sizz and  weight. Used casing, tubing ar drill pipe wilized a5 line pipe shall be
9 priced at used linc pipe prices.

10

1 {b) Casing, lubing or drll pipc used #5 higher pressure  service Ynes than  stzndard  line  pipe, eg.
12 power oil lines, shall be priced wunder normal pricing procedures for casing, tubing, or drill pipe.
13 Upset rubular goeds shail be priced on a non upsct besis.

L4 .

15 (3) Condition E

16

17 Junk  shall be priced at prevailing  prices.  Operalor may dispose  of Condiion E  Material  under
18 procedures normally utilized by Operator without prior approval of Non-Cperators.

19

20 D, Obsolete Material

21

22 Material which is serviccable ‘and usable for is orginal funciion but condition andfor wvalue of such Material
23 is not equivalent to that“which “would justfy a price 25 provided above may bc specially priced as agreed to by
4 the Parties. Such price should result in the Joint Account being  charged  with the wvaluz of the  service
25 rendered by such Materdal. ©  * :

6

7 E.  Pricing Conditions

8

29 (1} Loading or unloading costs may be charged to the Joint Accoumt at the mte of rwenty-five cents (25¢)
30 per  hundred  weight on  all  tubnlar goads movements, in  liew of atwal leading or unloading costs
31 sustiined at the stocking point, The sbove ratc shall be adjusted as of the first day of April ecach year
32 following fanuary 1, 1985 by the same pereentage increase or decrease used to  edjust overhead rates in
33 Scction [II, Paragraph 1.A.(3). Each year, the rate caleulmed shall be rounded to the nearcst cent and
34 shall be the rate "in cffect umil the fist day of Apri! next yesr, Such rate shall bc published cach ycar
35 by the Council of Petroloum Accountants Societies.

36

37 (2) Material  involving erection costs  shall be charged at  epplicable percentape of the curment  knocked-down
33 price of new Material,

3% :

40 3. Premium Prices

4t o

42 Whenever Materizl is not readily obtainable ar published or listed prices betause of national emergencies. stikes or ather
43 unusual causcs over which the Operator’ has no control, the Operstor may charge the Joint Account for the required
44 Matcrial at the Operator's actual cost incurmed in providing wieh  Matedal, it eking it sultebls for use, wnd ln mosing 0
45 o the Joint Propenty: provided notice in  writing is famished to Non-Operators of the proposed charge prior 1o billing
46 Non-Operators  for such Material, Each Non-Opcrator shall have thc right, by so electing and notifying Operator  within
47 ten days after recciving ootice from Operator, to fumish in kind all ar part of his shate of such Material suitable for use
48 and aceeptable 1o Operatar, v

49

50 4, Watranty of Material Furnished By Operator

51

52 Operator  docs mot warrant  the Material fornished.  Tn case of defective Materipl, credit shall not be passed % the Joint
53 Accouont uail adjustment has been received by Operatar from the manufacturers or their agents,

54 ’

55

56 V. INVENTORIES

57

58 The Operator shall maintin detailed records of Conu'oll:"Ab.Ie Material.

59 P i

60 I Periodic Inventories, Notice and Representation

61 e

62 At reasomable intervals, inventorics shall be teken by Operator of the Joint Account Controllable Materizl. Written notice
63 of inlention to take Inventory shall be given by Operator &t lcast thirty {30} doys before any inventory is 10 begin so that
[Z] Noo-Operators  may be represested "when  any inventory i3 taken. Failore of Non-Operators w b represemsd at  an
63 inventory shall bind Non-Operators to aceept the inventory taken by Operator.

66 .

67 2 R cilistion and Adj of Inventories

68 '

65 Adjustments 1o the Joint Account resuling from the reconcilialion of 3 physical inventory shall be mads  within  six
Fi months following the 1zking of the inventory. Inventofy adjustments shall be made by Operator 1o the Joimt Account  for
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overages and shortages, bu, Operater shalt be held accountable only for shortages due to lack of re2sonable diligenes.

Specis! Inventories
thmmﬁsmykﬂmlmmmbmymmmpdm;ﬂms\rrhmgcs\.fommw.“»mejoiw
Propesty. It shall be the duty of the party selling to notify all other Parties as quickly os possible afier the wansfer of
interest  takes place. In such ::a:;c_s.' both the scller znd the purchaser shall be pgovemed by such inventory. In cases
involving a change of Operator, all Partics shall be governed by such inventory,

Expease of Conducting Inventories

A, The expense of conducting periodic inventories shall net be chacged o the Joint Account unless ageed 0 by the
Parties.

B.  The cxpense of conducting special inventories shall be charged to the Panies requesting such  invemlorics, excepl
invenwories required due te change of Operator shall be charged to the Joint Account.
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EXHIBIT “F”

Attached to and made a part of that Certain Unit Operating Agreement
for the East Hobbs (San Andres) Unit by and between EnerQuest
Rescurces, LLC as Unit Operator and EnerQuest Oit & Gas, Lid., et al
as Working Interest Owners

INSURANCE AND INDEMNITY

Without in any way limiting the Operator’s and Non-Operator’s liability pursuant to this Agreement,
Operator shall, at all times while operations are conducted under this Agreement, mainiain for the benefit
of all parties hereto, insurance at the types and in the maximum amounts as follows. Premiums for such
charges shall be charged to the joint account,

All such insurance shall be maintained in full force and effect during the terms of this Agreement; however,
such insurance may be canceled, altered or amended as deemed necessary by Qperator. If 50 required,
Operator agrees to have its insurance carrier furnish certificates of insurance evidencing such insurance
coverages,

Operator and non-operating working interest owners agree to mutually waive subrogation in favor of each
other on all insurance carried by each party and/or to obtain such waiver from the insurance carrier if so
required by the insurance confract.

Non-operating working interest owners agree that the limits and coverage carried by the Operator are
adequate and shall hold Operator harmtess if any claim exceed such limits or is not covered by such policy.

MINIMUM LIMITS
KIND POLICY FO OF LIABILITY
Workmen's Compensation Statutory Statutory
% 500,000
Comp, General Liability Comprehensive $1,000,000
General Aggregate
Motor Vehicle Comprehensive 31,000,000
(including non-ownership Combined Single
liability & hired automobile Limit
coverage)
Excess Liability Umbrella $5,000,000
Aggregate

Operator shall require all third party contractors performing work in or on the premises covered hereby to
carry insurance and in such amounts as Operator shall deem necessary,

Ex-F



Tract # Lease Name

1

10

11

12

Carrie Q. Davis

D.F. Fergason

Zachary Davis

June Speight

Laney

Laney A

Laney Reesa #1

Laney Reese #2 & #3

Pearl Goode

Ralph Lowe State

Rocket Cain

Samuel Cain

EXHIBIT "G"
Equipment inventory East Hobbs (San Andres) Unit
Lea County, New Mexico

Eguipment

American D-228
Lufkin 228-D

EMSCO SN 551
Jenson Bros. 320-235
Tank Battery

TOTAL

Lufkin 228
Tank Battery
TOTAL

APl 228
Tank Battery
TOTAL

Non preducing
TOTAL

Cabot 114
Cabot 114
Cabot 114
Tank Battery
TOTAL

Lufkin 228-D
Bethlehem 228
American 160
Tank Battery
TOTAL

Lufkin 114
Tank Battery
TOTAL

American 228
American 160D
Tank Battery
TOTAL

Sentry 114
Sentry 114
Lufkin 1400
Tank Battery
TOTAL

National 228
Tank Battery
TOTAL

American 114
Tank Battery
TOTAL

CMi 160
Churchitl 228
Tank Battery
TOTAL

TQTAL EQUIPMENT

Value

Tract

Factor

$10,000.00
$12,500.00
$5,000.00

$15,000.00
$18,000.00
$60,500.00

§7,500.00
$1,500.00
$9,000.00

$10,000.00
$4,000.00
$14,000.00

$0.00
$0.00

$2,000.00
$2,000.00
§2,000.00
$6,000.00
$12,600.00

$12,500.00
$12,500.00
$10,000.00
$20,000.00
$55,000.00

$6,000.00
$2,833.33
$8,832.33

$12,500.00
$6,000.00
$5,666.67
$24,166.67

$1,500.00
$1,500.00
$3,500.00
$4,000.00
$10,500.00

$1,500.00
$2,000.00
$3,500.00

$1,500.00
$1,000.00
$2,500.00

$8,500.00
$12,000.00
$5,500.00
$26,000.00

15.204311

0.857979

1.473563

0.108696

18.322423

19.853114

1.822673

36.944219

2.473871

0415278

(.330804

2.053069

$226,000.00 100.000000



