STUBBEMAN, McRAE, SEALY, LAUGHLIN & BROWDER, INC.
ATTORNEYS AT LAW

MIDLAND, TEXAS
FASKEN CENTER + TOWER TWO
550 WEST TEXAS AVENUE, SUITE 800 » 798701
P.0. BOX 1540 » 78702
ALLEN G. HARVEY 432/682-1616
LICENSED IN TEXAS AND NEW MEXICO ’ FACSIMILE 432/682-1351
"""""" FACSIMILE 432/682-4884
NEW MEXICO
BOARD CERTIFIED SPECIALIST
IN NATURAL RESOURCES -
OlL & GAS LAW
DIRECT DIAL 688-0290
aharvey@stubbemanlawfirm.com

August 18, 2004

; , ORIGINAL DIVISION ORDER TITLE OPINION -

David H. Arrington Oil & Gas, Inc.
214 W, Texas, Suite 400

P. O. Box 2071

Midland, TX 79702

Attn:  David H. Arrington

Re:  The gas and associated liquid hydrocarbons producible from the June Danglade Speight,
et al. oil and gas leases covering the following land in LEA COUNTY, NEW MEXICO:

Township 15 South, Range 34 East, NMPM
Section 26:  S/2,

containing 320 acres, more or less.

(Green-Eyed Squealy Worm #1 Well)

Gentlemen:
For division order purposes, we have examined the following:

PRIOR TITLE OPINION

Our Original Drilling Title Opinion dated January 6, 2003 addressed to you based upon an abstract
covering the period from inception of the records to November 13, 2002 at 7:00 a.m.

ABSTRACT
Abstract No. 04-294 certified by Elliott & Waldron Title & Abstract Co., Inc. as covering the mineral

estate only of captioned land for the period from November 13, 2002 at 7: OO a.m. to May 7, 2004 at 7:00
a.m., containing 113 pages.

INSTRUMENTS
1. Copy of e-mail dated May 11, 2004 from Beth Lawless to the undersigned stating that the
date of first gas sales was May 10, 2004. 1
2. Copy of e-mail dated March 22, 2004 from Beth Lawless to Randy Lewicki concerning the

interests of the Arrington investors.

3. Copy of Green-Eyed Squealy Worm #1 WI| Worksheet showing the calculations for the
Arrington investors.

4. Copy of Participation Agreement, West Salty Dog Prospect, dated effective May 2, 2002
- between David H. Arrington Oil & Gas, Inc. and Chesapeake Exploration Limited Partnership.

5. Copy of Participation Agreement, West Salty Dog Prospect, dated January 26, 2004 -
between David H. Arrington Oil & Gas, Inc. and Quanah Exploration Limited Partnership.

6. Copy of Participation Agreement, West Salty Dog Prospect, dated November 15, 2003
between Marshall & Winston, Inc. and David H. Arrington Qil & Gas, Inc.
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7. Copy of proposed assignment from David H. Arrington Oil & Gas, Inc. to Marshall &
Winston, Inc. ‘

8. Copy of proposed assignment from David H. Arrington Qil & Gas, Inc. to Steve L. Holifield,
Sr.

S, Copy of proposed assignment from David H. Arrington Oil & Gas, Inc. to Chesapeake
Exploration Limited Partnership.

10. Copy of proposed assignment from David H. Arrington Oil & Gas, Inc. to Quanah
Exploration Limited Partnership.
' 11, Unexecuted copy of Joint Operating Agreement dated November 20, 2003, more
particularly described below.

Based upon examination of the foregoing and subject to the title requirements hereinafter made,
we find that as of May 7, 2004 at 7:00 a.m. the gas and associated liquid hydrocarbons producible from
captioned land are owned as follows:

DIVISION OF INTEREST

June Danglade Speight, as her separate 1/4 x 80/320 0625000 RI
property (Lease No. 1) -

Marshall & Winston, Inc. (Lease No. 2) 3/4 x 1/4 x 80/320 .0468750 RI
Winston Partners, Ltd. (Lease No. 3) 1/4 x 1/4 x 80/320 0156250 RI
Bank of America, N.A., Trustee of the 5750 x 1/4 x 40/320 0179688 R
Gay Crabb Karger Trust (Lease No. 4)

Bank of America, N.A., Trustee of the 1750 x 1/4 x 40/320 .0054688 R
Lawrence E. Karger Trust (Lease No. 4)

Bank of America, N.A., Trustee of the Billy .25 x 1/4 x 40/320 .0078125 RI
Easley Trust (Lease No. 4)

H-D Mineral Properties, a partnership 1/2 x 1/4 x 80/320 0312500 RI
(Lease No. 5)

Bobby V. Bell and wife, Christine Jane 1/2 x 3/16 x 80/320 0234375 RI
Bell, as joint tenants (Lease No. 6)

Don C. Dennis, Trustee of the J. M., 1/18 x 1/4 x 40/320 .0019531 RI
Dennis Trust (Lease No. 7)

Don C. Dennis, as his separate property 1/48 x 1/4 x 40/320 .0006510 RI
(Lease No. 7)

Heirs or devisees of Barron Duff Dennis 1/48 x 1/4 x 40/320 .0006510 RI
(Lease No. 8)

JoAnn DeNitto, as her separate property 1/48 x 1/4 x 40/320 .0006510 RI
(Lease No. 9) w
Angela McAlpin, Personal Representative 1/16 x 1/5 x 40/320 .0015625 RI
of the Estate of G. T. McAlpin, deceased

(Lease No. 10) !

The Successor Trustee of the Lora B. 1/16 x 1/4 x 40/320 .0019531 R
McAlpin Trust dated 7/23/91 (Lease No.

11)

Sandra Lee Ponder Joy, as her separate : 1/8 x 1/4 x 40/320 .0039063 RI
. property (Lease No. 12)

Western Commerce Bank, Trustee of the 1/8 x 7/32 x 40/320 .0034180 R
Frances J. Freeman Revocable Living

Trust u/t/a dated 9/1/92 (Lease No, 13)
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Bert Ronald Wright, as his separate | 1/8 x 1/4 x 40/320 .0039063 RI
property (Lease No. 14)
Barbara Wright Seward, as her separate 3/40 x 1/4 x 40/320 .0023437 R
property (Lease No. 14) o
Paul D. Seward and Barbara J. Seward, ‘ 1/20 x 1/4 x 40/320 .0015625 RI
Trustees of the Seward Family Trust u/d/t
dated 6/26/03 (Lease No. 14)
Charlsie E. Savage and husband, Sidney ‘ 1/8 x 1/4 x 40/320 .0039063 RI
Savage (Lease No. 15)
'G. G. Gore and wife, Carol J. Gore 1/8 x 1/4 x 40/320 .0039063 Rl
(L.ease No. 16) :
Dale Douglas, whose wife is Renee .01 x1/2 x 80/320 .0013281 ORI
Douglas plus
.01 x 1/16 x 40/320
Alpine Petroleum, Inc. .01 x 1/2 x 80/320 .0013281 ORI
plus
.01 x 1/16 x 40/320
John R. McRae .01 x 1/2 x 80/320 .0013281 ORI
plus
.01 x 1/16 x 40/320
The Monument Abo Company .0325 x 1/2 x 80/320 .0042188 ORI
plus
.02 x 1/16 x 40/320
David Petroleum Corp. 226 x (1/8 x 3/4 0054072 WiI
(.0070625 W) plus
1/8 x 25/32) x 40/320
Yates Petroleum Corporation 3269 x (1/8 x 3/4 .0078213 Wi
(.0102156 W) plus
1/8 x 25/32) x 40/320
Yates Drilling Company .0467 x (1/8 x 3/4 0011173 Wi
(.0014594 W) plus
1/8 x 25/32) x 40/320
Abo Petroleum Corporation .0467 x (1/8 x 3/4 .0011173  WI
(.0014594 W) plus
1/8 x 25/32) x 40/320
Myco Industries, Inc. .0467 x (1/8 x 3/4 .0011173 WI
(.0014594 W) plus
1/8 x 25/32) x 40/320
McMillan Ventures, LLC 1066 x (1/8 x 3/4 .0025505 Wi
(.0033313 W) plus
1/8 x 25/32) x 40/320 ,
McMillan Production Company, inc. 08473 x (1/8 x 3/4 .0020272 Wi
(.0026478 WI) plus
1/8 x 25/32) x 40/320
Permian Exploration Corporation .09567 x (1/8 x 3/4 .0022890 WI
(.0029897 W) plus
1/8 x 25/32) x 40/320
Michael A. McMillan and Teresa L. 01 x(1/8 x3/4 .0002393 Wi
McMillan, his wife plus
(.0003125 W) 1/8 x 25/32) x 40/320
Edward N. David, marital status unknowh .005 x (1/8 x 3/4 .0001196 WI
(.0001563 W) plus
: 1/8 x 25/32) x 40/320
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Keith E. McKamey .0025 x (1/8 x 3/4 .0000599 WI
(.0000781 W) plus
1/8 x 25/32) x 40/320
William B. Owen .0025 x (1/8 x 3/4 .0000599 WI
(.0000781 WI) plus
‘ 1/8 x 25/32) x 40/320
Marshall & Winston, Inc. 2666667 x 3/4 2022304 WI *
plus
.0029740 x 3/4
» Steve L. Holifield, Sr., marital status .0799154 x 3/4 .0606050 WI
unknown plus
.0008912 x 3/4
Quanah Exploration Limited Partnership .0833333 x 3/4 .0825000 WI*
Chesapeake Exploration Limited .3196615 x 3/4 2424198 W]
Partnership plus
0035650 x 3/4
David H. Arrington Oil & Gas, Inc. 2094076 x 3/4 1588072 Wi~
plus
.0023354 x 3/4
* After payout as that term is defined in the Marshall & Winston Participation Agreement and the
Quanah Participation Agreement and lassuming Arrington elects to back-in, these interests will be
as follows:
Marshall & Winston, Inc. .200000 x 3/4 1522304 Wi
plus
1129740 x 3/4 ‘
Quanah Exploration Limited .0625000 x 3/4 .0468750 WI
Partnership
David H. Arrington Qil & Gas, .2968076 x 3/4 2244322 Wi
Inc. plus
.0023354 x 3/4
EXISTING Ol AND GAS LEASES
Lease No. 1:
Date: March 16, 2000.
Recorded: Book 1013, page 692,.Lea County Records.
Lessor: June D. Speight.
Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: S/2 SE/4 of Section 26,

containing 80 acres, more or less.
Interest Covered: All,

Primary Term: Originally three years from date; however, by Amendment dated
January 19, 20083, recorded in Book 1204, page 803, Lea County
Records the Lessor and Lessee amended the lease to be for a
prlmary term of four years from date.

Royalties: 1/4 on oif and gas.
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Shut-In Gas
Well Royalties:

Depoéitory:

Delay Rentals:

Pooling Provision:

Lease Form:

Unusual Provisions:
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On or before ninety days after a well is shut-in and annually
thereafter, Lessee may pay an advanced shut-in royalty equal to
$1.00 per net acre of Lessor's gas acreage then held under the
lease.

None provided. All payments are to be made to the LessoratP. O.
Box 1687, Lovington, New Mexico 88260.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
other lands into units not to exceed the standard proration unit fixed
by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico, plus a tolerance
of 10%.

Producers 88 - Producers Revised 1994 New Mexico Form 342P,
Paid-Up.

12. Notwithstanding anything contained herein to the contrary,
it is hereby understood and agreed that at the expiration of
the primary term, this lease shall terminate as to all lands
covered hereby not then included in or otherwise allocated
to a “well unit”, as hereinafter defined, unless Lessee is
producing oil, gas or other hydrocarbons from any well on
the leased premises or lands pooled therewith, or is drilling
upon said lands across the expiration of the primary term as
provided for in the body of this lease, and does not allow
more than 180 days to elapse between the completion or
abandonment of one well on such land and the
commencement of another well thereon until the leased
premises have been fully “developed”, as hereinafter
defined. Operations for drilling of the first such development
well must be commenced (a) within 180 days after the
expiration of the primary term if production is established
under this lease prior to the expiration of the primary term,
or (b) within 180 days of completion of the well which is

. being drilled, tested or completed across the expiration of
the primary term. Should Lessee fail to timely commence a
well in accordance with the aforesaid 180 day continuous
drilling or development prior to the point in time the leased
premises have been fully developed, then this lease shall
terminate as to all lands not included in or otherwise
allocated to a well unit. For the purpose hereof, the term

- “well unit” shall mean the proration or spacing unit created
for a well capable of producing oil and/or gas or other
hydrocarbons in paying quantities as in accordance with the
applicable rules and regulations of the New Mexico Qil and
Gas Commission or other governmental authority having
jurisdiction, and the term “fully developed” shall mean the

peint in time when the entirety of the leased premises has .

been included in a well unit or units as defined. At the end

of the continuous drilling program, if any, this lease will

automatically terminate as to all lands covered hereby which
. have not been so fully developed, and as to the lands so
' fully developed shall terminate as to all depths lying more

than 100 feet below the total depth drilled on the leased
~ premises or lands pooled therewith.

13.  Payment of shut-in gas royalties will not be permitted to
. maintain this lease in force for any period longer than two
consecutive years without the written consent of Lessor.



Lease No 2:

Date:
Recorded:
Lessor:

Lessee:

Land Covered:

Interest Covered:

Primary Term:

Royalties:

Shut-in Gas

Well Royalties:

Depository:

Delay Rentals:

Pooling Provision:

Lease Form:

Unusual Provisions:
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March 30, 2000.

Book 1013, page 92, Lea County Records.
Marshall & Winston, Inc.

David H. Arrington Oil & Gas, Inc.

Township 15 South, Range 34 East, N.M.P.M.

Section 26:  N/2 SE/4

Township 15 South, Range 35 East, N.M.P.M.
Section 23:  E/2, SE/4 NW/4, E/2 SW/4, NW/4 SW/4
Section 26 W/2

Section 27:  S/2 SE/4, SE/4 SW/4

Section 34:  NW/4 NE/4,

containing 1,040 acres, more or less.
3/4 interest in the N/2 SE/4 of Section 26.

Orlglnally three years from date; however, by Amendment dated
December9 2002, recorded in Book 1205, page 816, Lea County
Records, the Lessor and Lessee amended the lease to be for a
primary term of four years from date.

1/4 on oil and gas.

Onor ‘before sixty days after the date on which a well is shut-in and
annually thereafter, Lessee shall pay as royalty the sum of
$1,040.00 per weli for each shut-in gas well. The lease may not be
extended by payment of such annual shut-in gas well payments in
excess of two annual periods.

All payments are to be made to the Lessor at P. O. Box 50880,
Midland, Texas 79710-0880.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
otherilands into units not to exceed 40 acres plus a tolerance of
10% for oil and 640 acres plus a tolerance of 10% for gas.

Special typewritten form.

13. Lessee agrees to furnish Lessor, at the request of Lessor,
free of charge, one legible copy of any and all well or lease
data, information or reports concerning any well, proposed

~ well or any transaction affecting the leased premises when,

. such data, information or reports become available,
including, but not limited to, acoustical, electrical, gamma

i ray, neutron, spectral or any other type log, drilling reports,

. completion reports, potential tests, drill stem tests, plugging
and abandoning reports, assignments, drilling opinions,

~division order opinions or any other title opinions, that affect

' title to said fands. All such data, information and reports
shall, when requested and available, be mailed direct to
Lessor at the address set out above.

14. At the end of the primary term, if Lessee is engaged in
drilling operations or if Lessee has completed a well on the
leased premises either as a dry hole or a commercial
producer within one hundred eighty (180) days prior to the
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. expiration of the primary term, this lease shall remain in

effect so long as operations are commenced and
prosecuted with a cessation of no more than one hundred
eighty (180) days between the completion of one well on

- said land as a well capable of producing oil and/or gas in

paying quantities or a dry hole and commencement of
drilling of the next well on said land. Completion shall be
considered the date the well reaches total depth.
Commencement shall be considered the date a rig capable
of reaching total depths is placed on location.

As used herein, the term “proration unit” means a tract as
nearly in the form of a square as possible allocated by the
appropriate governmental regulatory body to a well, which
tract is of such size as to entitle the well to a full allowable.
Anything herein to the contrary notwithstanding, this lease

- will terminate at the end of the primary term or at the end of

any continuous development program as herein provided as
to the following:

(a) Each proration unit on which a dry hole has been
drilled, and each undrilled proration unit; and

(b) All horizons below 100 feet below the deepest depth
drilled on each proration unit.

At the end of the primary term or any extensions allowed
hereunder and at the request of Lessor, Lessee agrees to
prepare and deliver a release of ali lands and horizons not
earned under this lease.

Note: Lease No. 3 is on the same form and contains the same terms and provisions as Lease No. 2,

except as follows:
Lease No. 3:

Date:

Recorded:

Lessor:

Land Covered:

Interest Covered;:

Primary Term:

Depository:

Unusual Provisions:

lLease No. 4:

Date:
Recorded:;

Lessor:
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March 30, 2000.

Book 1013, page 688, Lea County Records.

Winston Partners, Ltd.

Township 15 South, Range 34 East, N.M.P.M.

Section 26:  N/2 SE/4,

1/4 interest.

Originally three years from date; however, by Amendment dated
January 10, 2003, recorded in Book 1204, page 801, Lea County
Records, the Lessor and Lessee amended the lease to be for a
prima‘ry term of four years from date.

c/o §argent Management, 4800 First Bank Place, Minneapolis,

s

Minnesota 55402.

Samg‘ as Lease No. 2.

April 1, 2000.

Book 1021, page 718, Lea County Records.

Bank of America, N.A., Trustee of the Gay Crabb Karger Trust, the
Billy Easley Trust and the Lawrence E. Karger Trust.




Lessee:

Lands Covered:

Interest Covered:

Primary Term:

Royalties;

Shut-In Gas
Well Royalties:

Depository:

Delay Rentals:

Pooling Provision:

{ ease Form:

Unusual Provisions:
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David H. Arrington Oil & Gas, Inc.

NE/!# SW/4 of Section 26,

containing 40 acres, more or less.
Allinterest. See Requirement No. 8 below.

Originally three years from date and so long thereafter as oil and
gas or either of them is produced in paying quantities from said
lands or lands with which said land is pooled hereunder and the
royalties are paid as provided; however, by Amendment dated
February 14, 2003, recorded in Book 1244, page 836, Lea County
Records, the Lessor and Lessee amended the lease to be for a
primary term of four years from date.

1/4 on oil and gas.

On or before ninety days after the date on which (1) production from
any well is shut-in or suspended or the lease is no longer
mairﬁtained by compliance with other provisions hereof whichever
is the later date and annually thereafter, Lessee may pay as royaity
a sum of $1.00 per acre or a minimum of $50.00, whichever is
greater for each and every shut-in gas well. In no event shall shut-
in well payments maintain the lease in force for a cumulative period
exceeding two years.

All payments are to be made to the Lessor at P. O. Box 830308,
Dallas, Texas 75283.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
other lands into units for oil not to exceed 40 acres and units for gas
not to exceed 640 acres.

Bank of America special form.

3. (9) Lessee agrees that if it enters into any contract for
sale of any products from this lease, which shall
extend for 3 (three) years from the effective date of
such sales contract and such contract does not have
adequate provisions for redetermination of price at
intervals of not less frequently than annually, then
Lessee, its successors and assigns, shall in advance
of executing any such sales contract provide Lessor
with a full and complete copy of the proposed
contract for the purpose of allowing Lessor to
determine whether Lessee may sell Lessor’s royalty
share of products under Lessee’s proposed sales
contract. Lessor shall, within thirty (30) days of,
receiving such sales contract, notify Lessee as to
whether Lessee may sell Lessor’s royalty share of
products under Lessee’s proposed sales contract.
In the event Lessor approves Lessee's proposed
sales contract, Lessee shall pay the Lessor 1/4 (one-
fourth) of all consideration received by or for the
benefit of Lessee under said contract, without
deducting any post-production costs or expenses,
including without limitation, cost or expenses for
dehydrating, transporting, compressing, treating,
gathering, or otherwise rendering marketable or
marketing the products. In the event Lessor does
not approve Lessee’s proposed sales contract, then
Lessor's royaity shall nonetheless be calculated by
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using the highest price paid or offered for products
of comparable quality in the general area where
produced and when run,

(h) Lessor, at its sole option and discretion, may from
time to time elect to take in kind and separately
dispose of its royalty share of the gas for such
periods of time as Lessor may designate in writing.
in the event Lessor elects in writing to take and
separately dispose of its royalty share of the gas, an |
appropriate gas balancing agreement shall be
entered into between the parties. It is expressly
agreed, however, that the inclusion of an option to
permit Lessor to take its royalty gas in kind shall not
modify or limit Lessee’s duty to pay royalties as
provided herein or to market the gas at such times,
and from time to time, as Lessor does not choose to
take and separately dispose of its royalty gas.

t) Within 120 days following the first sale of oil or gas
produced from the leased premises, settlement shall
be made by Lessee or by its agent for royaities due
hereunder with respect to such oil or gas sold off the
premises, and such royalties shall be paid monthly
thereafter without the necessity of Lessor executing
a division or transfer order. If said initial royalty
payment is not so made under the terms hereof, this
lease shall terminate as of 7 a.m. the first day of the
month following the expiration of said 120-day
period. After said initial royalty payments, with
respect to oil or gas produced during any month, if
royaity is not paid hereunder on or before the last
day of the second succeeding month, this lease shall
terminate at midnight of such last day.

THIS IS A PAID-UP OIL & GAS LEASE, ALL DELAY
RENTALS REFERRED TO HEREIN ARE PAID IN
FULL

No assignment of this lease, or interest therein, may be
made without written approval of the Lessor, such approval
shall not be unreasonably withheld.

Lessor herein executes and delivers this lease without
warranty of title either express or implied.

Lessee shall advise Lessor in writing as to the location of
each well drilled upon the premises, or on land pooled
therewith, on or before seven (7) days after commencement
of operations, and shall advise Lessor in writing as to the
date of completion or abandonment of each well drilled
within thirty (30) days after such completion or,
abandonment. Lessee agrees to furnish Lessor with all well
drilling, completion and production data, reports, title
opinions, logs and information when specifically requested
by the Lessor. Lessee agrees that immediately following
this instrument being recorded in the county records where
the leased premises are located that Lessee will provide
Lessor with a copy of this fully recorded instrument as it
appears in said records.

if at the end of the primary term this lease is still in force,
this lease shall expire as to all that part of said land (as
hereinafter described) on which there is not a producing oil
or gas well or on which Lessee is not then drilling or
reworking a well. At the end of the primary term, Lessee



Lease No. 5:
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Interest Covered:

Primary Term:

Royalties:
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- shall select and designate a producing unit around and
including each producing oil or gas well or drilling or
reworking well, the area of such unit to be limited to and
conform with the minimum area provided for or established
directly or indirectly in the applicable rules and regulations
of the appropriate governing bedy of the state in which the
subject acreage is located with reference to the spacing of
wells or the size of producing units. As to each producing
unit so designated, this lease shall continue in force so long
as oil or gas is produced in paying quantities therefrom or so
long as drilling or reworking operations are prosecuted
thereon as provided in paragraph 6 and shall be limited in

. depth from the surface down to and including 50 feet below
the base of the deepest producing formation; however, such

- lower depth limit shall not exceed 100 feet below the

- deepest producing perforation within the wellbore situated
on that producing unit; and Lessee shall execute a release
of this lease as to the balance of the land covered hereby as
well as formations at depths below the respective producing
units. In the absence of field rules promulgated by the
appropriate governing body of the state in which such
acreage is located, the term “producing unit” as used herein

- means the following number of acres, depending on the
depth to which the well has been drilled, and whether the
well is an oil or gas well: A. 40 acres for an oil well
completed at any depth; B. (I) 80 acres for a gas well
completed at a depth of less than 2,000 feet subsurface; (ii)
160 acres for a gas well completed at a depth of 2,000 feet
subsurface to 6,000 feet subsurface; (iii) 320 acres fora gas
well completed at a depth of 6,000 feet subsurface to 9,000
feet subsurface; (iv) 6840 acres for a gas well completed at
a depth greater than 9,000 feet subsurface. If a portion of
Lessee’s rights terminate as provided in this paragraph 15,
then Lessee shall designate in writing the acreage it is
allowed to retain around each oil well and each gas well and
such written designation shall be filed for record in the
county in which such acreage is located. Lessee shall be
entitled to designate the number of acres above specified in
a form of his choosing so long as no side is more than twice
as long as any other side. The provisions of this paragraph
15 shall not have the effect of relieving the Lessee of its
obligations to develop the lease with reasonable diligence
after oil or gas is first discovered in paying quantities.

June 21, 2000.

Book 1029, page 127, Lea County Records.

H-D Mineral Properties

David H. Arrington Qil & Gas, Inc.

W/2'SW/4 of Section 28,

containing 80 acres, more or less.

1/2 interest.

Originally three years from date; however, by Amendment dated
January 28, 2003, recorded in Book 1204, page 799, Lea County
Records, the Lessor and Lessee amended the lease to be for a

primary term of four years from date.

1/4 on oil and gas.



Shut-In Gas
Well Royalties:

Depository:

Pooling Provision:

LLease Form:

Unusual Provisions:
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On or before ninety days after a well is shut-in and annually
thereafter, Lessee may pay as royalty an amount per year equal to
$5.00 per net mineral acre for the acreage within the proration unit
allocated to such gas well. After the end of the primary term,
payment of shut-in gas royalty will maintain the lease only as to the
proration unit allocated to such shut-in well and only for any single
period not to exceed two years, provided, however, Lessee shall be
entitled to evoke the shut-in royalty provisions from time to time for
periods'not to exceed two years, provided that Lessee shall have
actually marketed gas in paying quantities from said land or land
poole{d therewith in good faith after the end of each prior period for .
which Lessee is paid shut-in gas royalty under the lease.

All payments are to be made to the Lessor at P. O. Box 3061,
Midland, Texas.

Lessee is authorized to pool the lands covered by the lease with
other lands into units not exceeding 40 acres for oil or 320 acres for
gas plus a tolerance of 10% each.

Producers 88H/98 Paid-Up with/Pooling.

2. The review period for purposes of determining whether
production is in paying quantities shall be the 365
consecutive-day period chosen by Lessor.

3. (e) Lessee agrees that all royalties accruing under this
lease (including those paid in kind) shall be without
deduction for, and the value thereof shall not be
reduced, directly or indirectly, so as to offset ali or
any part of the cost of producing, gathering, storing,
separating, treating, dehydrating, compressing,
processing, transporting and otherwise making the
oil, gas and other products hereunder ready for sale
or use. Lessee shall directly reimburse Lessor for
any charges, expenses or price differentials
occasioned by allowance for such costs and withheld
by any purchaser, gatherer, processor, pipeline
company, Lessee or others.

Ul Notwithstanding anything contained in paragraph 3
or elsewhere in this lease to the contrary, Lessor at
any time and from time to time on sixty (60) days
prior notice in writing to Lessee may require that
payment of all or any part of the royalties accrued to
Lessor under this lease on oil, gas or any product be
made in kind effective as of the first day of the
calendar month next following the expiration of said
sixty (60) day period or if payment of any such
royalties are then being made to Lessor in kind,
require that such in kind payment cease and that.
payment of such royalties thereafter be made as
otherwise provided in this paragraph 3. in the event
Lessor elects to take in kind, Lessee shall make all
its leasehold and pipeline facilities available for
Lessor’s use without charge or deduction therefor.

(h) Within ninety (90) days following the date of first sale
of ©¢il and/or gas produced from said land, all
royalties from such production due Lessor by virtue
of this lease shall be paid to Lessor. Thereafter,
royalty shall be paid to Lessor on or before the last
day of the second month succeeding the month of
production. In the event royalty is not so timely paid,
Lessee agrees that it will pay to Lessor interest on
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the amount so due at the NatidonsBank of Texas,
N.A., prime rate per annum for the royalties so
owing, said interest to commence on the day
following the date such royalty is owing by the terms
hereof.

After the discovery of oil and/or gas on said land, Lessee
shall further develop said land as a reasonably prudent
operator would do in the same or similar circumstances.
Lessee shall adequately protect the oil and gas under said

“land from drainage from adjacentlands. The term “adjacent

lands” refers to any offsetting proration unit, including any

, proration unit with a common corner to said land. In the

event a well or wells producing oil and/or gas in paying
guantities should be brought in on adjacent lands and
draining said land, Lessee agrees, within one hundred
twenty (120) days after such offset well commences actual
production, to commence drilling such offset well or wells as
are necessary to prevent drainage from said land. In lieu of
drilling of such offset to any such oil or gas well, Lessee
shall have the option of either releasing this lease as to the
stratigraphic equivalent of the zone or horizon which
corresponds with that being produced in the offset well and
within a tract of land in as near the form of a square as
possible and constituting what would be the proration unit
established in conformity with the field rules or spacing laws
prescribed or permitted with respect to such offset well, with
Lessee retaining all other rights within such tract, or pay
Lessor monthly, as compensatory royaity, a sum equal to
the payments which would be payable under this lease on
the production from such offset well had same been

- produced from said land and, as long as Lessee may elect

to pay such royalty in lieu of drilling an offset well, Lessee
shall have satisfied its offset obligation to LLessor as to such
well.

Notwithstanding anything contained herein to the contrary,
upon the expiration of _six_(6) months from the end of the
primary term hereof, this lease shall terminate as to all lands
covered hereby, except as to each well capable of
producing oil and/or gas in paying quantities together with
the proration unit allocated thereto (the size of said proration
unit being hereby defined as the number of acres prescribed
by the proper governmental authority, as the minimum
number of acres required for the production of the maximum
allowable from a well in the particular field and from the
particular sand or formation involved) as of the date of such
termination from the surface down to the depth of 100 feet
below the deepest producing depth in each such well
capable of producing oil and/or gas in paying quantities.
Thereafter, Lessee shall promptly execute and deliver to
Lessor a recordable release of this lease as to all lands and |
depths as to which the lease has so terminated. If after
thirty (30} days written notice to Lessee by Lessor
requesting such release, Lessee fails to deliver such release
to Lessor, then this lease shall automatically terminate as to
all of said land. Upon such partial termination, each such
producing proration unit shall become a separate lease
subject to all of the terms and provisions hereof, so that
production and/or operations from one such producing
proration unit shall not constitute production and/or
operations on any other such proration unit. 1tis agreed that
as long as this lease remains in force as to any part of said
land, any portion of the land as to which this lease expires
may, nevertheless, be used by Lessee, its successors and
assigns, to the extent reasonably necessary foringress and
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egress for gathering, transporting, treating, processing, and
-storing oil and/or gas produced from the land as to which
this lease remains in force.

13. Lessee agrees to furnish to Lessor, upon written request
and without cost, daily drilling reports, copies of all logs run,
-surveys made, and any other well information pertaining to

wells drilled on said land, or on land pooled therewith,
copies of reports and forms filed by Lessee with the state
fegulatory agencies in connection with such wells, and
copies of all title opinions obtained by Lessee covering said
land. Lessor agrees to hold all such information confidential
so long as this lease is in force as to any part of said land,
or until such earlier time as such information is otherwise
generally available to the public.

Note: Lease No. 6 is on the same form and contains the same terms and provisions as Lease No. 1,

except as follows:

Lease No. 6:

Note:

Date:
Recorded:
Lessor:

Land Covered:

Interest Covered:

Primary Term:

Royalties:

Depository:

Unusual Provisions:

March 28, 2000.

Book 1013, page 727, Lea County Records.

Bobby V. Bell and wife, Christine Jane Bell.

W/2 SW/4 of Section 26,

containing 80 acres, more or less.

1/2 interest.

Originally three years from date; however, by Amendment dated
December 3, 2002, recorded in Book 1193, page 143, Lea County
Records, the Lessor and Lessee amended the lease to be for a
primary term of four years from date.

3/16 on oil and gas.

All payments are to be made to the Lessor at 2525 Ridgeview
Road, Camden, Arkansas 71701.

None.

Lease No. 7 is on the same form and contains the same terms and provisions as Lease No. 1,

except as follows:

Lease No. 7:

Date:
Recorded:

Lessor:

Land Covered:

Interest Covered:

Primary Term:

Royalties:

HADOCS\23651\W1\AGHDOT.WPD

February 1, 2002.
Book 1142, page 787, Lea County Records.

Doq C. Dennis, individually and as Trustee of the J. M. Dennis

Tru§t.
SE/4 SW/4 of Section 26,
containing 40 acres, more or less,
1/12 interest.

Three years from date.

1/4 on oil and gas.
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Unusual Provisions:
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All payments are to be made to the Lessor at P. O. Box 1738,
Lubbock, Texas 79408.

12.

13.

14,

Notwithstanding anything contained hereinabove to the
contrary, it is understood and agreed that at the expiration

of the primary term, this lease shall terminate as to all lands
- covered hereby not included in or otherwise allocated to a

“well unit’” as hereinafter defined, unless Lessee is

- producing oil, gas or other hydrocarbons from any well on
" the leased premises, or lands pooled therewith, oris drilling

upon said lands across the expiration of the primary term as
provided for in the body of this lease, and does not allow
more than 180 days to elapse between the completion or
abandonment of one well on such land and the
commencement of another well thereon until the leased
premises-have been “fully developed”, as hereafter defined.
Operations for drilling of the first such development well

" must be commenced (a) within 180 days after the expiration

of the primary term if production is established under this

~ lease prior to the expiration of the primary term, or (b) within
180 days of completion of the well which is being drilled,

tested or completed across the expiration of the primary
term. Should Lessee fail to timely commence a well in

- accordance with aforesaid 180 days continuous drilling or

development prior to the point in time the leased premises

" have been fully developed, then this lease shall terminate as

to all lands not included in or otherwise allocated to a well
unit. Forthe purpose thereof, the term “well unit” shall mean
the proration or spacing unit created for a well capable of
producing oil and/or gas or other hydrocarbons in paying
quantities as in accordance with the applicable rules and

. regulations of the New Mexico Qil Conservation Division or

other government authority having jurisdiction, and the term
“fully developed” shall mean the point in time when the
entirety of the leased premises has been included in a well
unit or units as defined. The date of completion of a well
shall be the date of a potential test if a producing well and
the date of plugging if a dry hole or abandoned well. At the
end of the continuous drilling program, if any, this lease will
automatically terminate as to all lands covered hereby which
have not been so fully developed and as to lands so fully
developed shall terminate as to all depths lying more than
100" below the base of the deepest zone or stratigraphic
interval producing in a well Lessee has theretofore drilled

~ thereon, which zone or stratigraphic interval is to be

identified from the electric log or logs of said well.

Lessor’s royalty shall never bear or be chargeable with,

either directly or indirectly, any part of the costs or expenses

of producing, gathering, storing, separation, treating,

dehydrating, compressing, processing, transporting, and

otherwise making the oil, gas and other products hereunder
ready for sale or use.

Payment of shut-in gas well royalties will not be permitted to
maintain this lease in force for any period longer than two
(2) consecutive years without the written consent of Lessor.

Note: Lease No. 8 is on the same form and contains the same terms and provisions as Lease No. 1,

except as follows:
Lease No, 8:

Date:

Recorded:

HADOCS\236514¢ NAGHDOT.WPD

February 1, 2002.

Book 1140, page 706, Lea County Records.
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Lessor: Jessie A. Dennis, sole heir of Barron Dennis.
Land Covered: - SE/4 SW/4 of Section 286,

containing 40 acres, more or less.

Interest Covered: Apparently 1/48 interest. See Requirement No. 13 below.
Primary Term: Three; years from date.
Royalties: 1/4 on c;il and gas.

' Depository: All payments are to be made to the Lessor at 231 Middlebury, San

Antonio, Texas 78217.
Unusual Provisions: Same as Lease No. 7.

Note: Lease No. 9 is on the same form and contains the same terms and provisions as Lease No. 1,
except as follows:

Lease No. 9:

Date: February 1, 2002.

Recorded: Book;1139, page 683, Lea County Records.

Lessor: JoAnn DeNitto.

Land Covered: SE/4.S\W/4 of Section 26,
containing 40 acres, more or less.

Interest Covered: 1/48 interest.

Primary Term: Three years from date.

Royalties: 1/4 6f oil and gas.

Depository: All payments are to be made to the Lessor at 2036 Mustang Drive,
Levelland, Texas 79336. .

Unusual Provisions: Same as Lease No. 7.

lL.ease No. 10:

Date: May 9, 2003.

Recorded: Book 1232, page 800, Lea County Records.

Lessor: Angela McAlpin, for life, by Roger Davidson, her attorney-in-fact.
Lessee:; Davi‘d H. Arrington Oil & Gas, Inc.

Land Covered: SE/4 SW/4 of Section 28,

containing 40 acres, more or less.
|

Interest Covered: Apparently a 1/16 interest. See Requirement No. 6 below.
Primary Term: Thrée years from date.

Royalties: 1/5 on oil and gas.

Shut-ln Gas

Well Royalties: On or before ninety days after a well is shut-in and annually

thereafter, Lessee may pay an advance shut-in royalty equal to

HADOCS\2365 14 NAGHDOT. WPD



Depository:

Delay Rentals:

Pooling Provision:

Lease Form:

Unusual Provisions:

Lease No. 11:

Date:
Recorded:

Lessor:

Lessee:

Land Covered:

Interest Covered:
Primary Term:
Royalties:

Shut-In Gas
Well Royalties:

Depository:

Delay Rentals:

Pooling Provision:

Lease Form:

Unusual Provisions:

Lease No. 12:

Date:
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$1.00 per net acre of Lessor's gas acreage then held under the
lease. ‘

All pajments are to be made to the Lessor at 665 Lincoln Court,
Grand Junction, Colorado 81503.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
other lahds into units not to exceed the standard proration unit fixed
by law or by the Oil Conservation Division of the Energy and
Minerq‘ls Department of the State of New Mexico, plus a tolerance
of 10%.

Producers 88 - Producers Revised 1981 New Mexico Form 342P,
Paid-Up.

None.

January 16, 2004.
Book 1285, page 716, Lea County Records.

Nancy Gallaway, Executrix of the Estate of Lora B. McAlpin,
deceased.

David H. Arrington Oil & Gas, Inc.

SE/4 SW/4 of Section 26,

containing 40 acres, more or less.

1/16 interest.

Six months from date.

1/4 on oil and gas.

On or before ninety days after a well is shut-in and annually
thereafter, Lessee may pay an advance shut-in royalty equal to
$1.00 per net acre of Lessor's gas acreage then held under the

lease.

Nong% provided. All payments are to be made to the Lessor at
20928 FM 2154, College Station, Texas 77845.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with,
othe]r lands into units not to exceed the standard proration unit fixed
by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico, plus a tolerance

of 10%.

Producers 88 - Producers Revised 1981 New Mexico Form 342P,
Paid-Up.

None.

January 22, 2003, effective March 17, 2003.



Recorded:
Lessor:
Lessee:

Land Covered:

Interest Covered:
Primary Term:
Royaities:

Shut-in Gas
Well Royalties:

Depository:

Delay Rentals:

Pooling Provision:

L ease Form:

Unusual Provisions:

Lease No. 13:

Date:
Recorded:

Lessor:

Lessee:

Land Covered:

Interest Covered:
Primary Term:
Royalties:

Shut-In Gas
Well Royalties:

Depository:
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Book 1205, page 432, Lea County Records.

Sandra Lee Ponder Joy.

David Petroleum Corp.

SE/4 SW/4 of Section 26,

containing 40 acres, more or less.

1/8 interest.

Three,years from March 17, 2003.

1/4 oﬁ oil and gas.

On or before 180 days after a well is shut-in and annually
thereafter, Lessee may pay an advance shut-in royalty equal to
$1.00 per net acre of Lessor's gas acreage then held under the

lease:

None; provided. All payments are to be made to the Lessor at
17421 E. State Highway 22, Cranfills Gap, Texas 76637.

None provided. This is a paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
otherllands into units not to exceed the standard proration unit fixed
by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico, plus a tolerance
of 10%

Producers 88 - Paid-Up.

None.

March 16, 2003.
Book 1213, page 653, Lea County Records.

Western Commerce Bank, Trustee of the Frances J. Freeman
Revocable Trust.

D'avi;d Petroleum Corp.

SE/A;r SW/4 of Section 26,

cont{ainihg 40 acres, more or less.

1/8 interést.

Three years from date.

7/32 on oil and gas.

On or before ninety days after a well is shut-in and anhually
thereafter, Lessee may pay an advance shut-in royalty equal to
$1.00 per net acre of Lessor's gas acreage then held under the

lease,

All payments are to be made to the Lessor at P. O. Box 1627,
Lovington, New Mexico 88260.



Delay Rentals:

Pooling Provision:

L ease Form:

Unusual Provisions:

¥
!

Lease No. 14:
Date:

Recorded:
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None r;brovided. This is paid-up lease.

Lessee is authorized to pool the lands covered by the lease with
other lands into units not to exceed the standard proration unit fixed
by lav»r/ or by the Oil Conservation Division of the Energy and
Mmerals Department of the State of New Mexico, plus a tolerance

of 10%.

Producers 88 - Producers Revised 1994 New Mexico Form 342,
Paid- LJJp
I

1. . Although Lessee has the right hereunder to use the surface
estate of the above described lands, Lessee shall nevertheless pay
to the|surface owner reasonable sums for damages to the surface
estate, including reasonable sums for damages to improvements
and for the damages to livestock and grazing lands. Surface
damage payments to the surface owner shall be at least the

customary or going rate.

2. Lessee'srightto continue this lease beyond the primary term
by payment of "shut-in gas royalty" shall be limited to a maximum
penod of two years from the expiration of the primary term of this
lease.

3. At the expiration of the primary term hereof, Lessee agrees
to commence a continuous drilling program on said land and
thereafter continue such program until all the New Mexico Oil
Conservatton Commission or other governing state or federal
regulatory authority proration units have been drilled, allowing not
more; than 180 days to elapse between the completion or
abangonment of one well and the commencement operations for
the drilling of another well. Should Lessee fail to commence this
program or subsequently default in the performance thereof, then
in either event, this lease shall terminate as to all lands covered
hereby, save and except the New Mexico Oil Conservation
Commission or other governing state or federal regulatory agency
proratron unit for each producing well or shut-in well. There shall be
no habmty on the continuous drilling program, save and except for
the termmatnon of this lease as to non-productive proration units as
above provided. Allrights below 100' below the deepest producing
formation will revert to the Lessor at the expiration of the primary
term|or termination of the continuous development program herein
provided, whichever is later. :

4, Notwithstanding anything to the contrary elsewhere in this
lease, this lease is made by Lessor without warranty of any kind,
express or implied.

5. Lessee agrees that all royalties accruing to Lessor under this
lease shall be without deduction for cost of marketing, producing,
gathermg, storing, separating, treating, dehydrating, compressing,
processmg, transporting and otherwise making the oil, gas and,
other products hereunder ready for sale.

6. No division order shall be required prior to any payment of
Lessor hereunder, but Lessee may require an agreement of division
from Lessor containing the following only: Lessor's name, address,

and Lessor's interest. Lessee agrees that
such an agreement of division shall constitute a customary and
reasonable division order.

June 5, 2000.

Book 1029, page 292, Lea County Records.



Lessor:

l.essee:

Land Covered:

Interest Covered:

Primary Term:

Royalties:

Shut-in Gas
Well Royalties:

Depository:

Pooling Provision:

Lease Form:

Unusual Provisions:
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Wells Fargo Bank, New Mexico, N.A., successor by merger to
Norwest Bank, New Mexico, N.A., Trustee for the Fredia Irene
Maddlng Wright Trust.

David H. Arrington Qil & Gas, Inc.
SE/4 SW/4 of Section 26,
containing 40 acres, more or less.
1/4 intelrest

Originally three years from date; however, by Amendments dated
May 28 2003, recorded in Book 1232, page 794, Lea County
Records, and May 21, 2003, recorded in Book 1232, page 797, Lea
Coun‘ty Records, Barbara Wright Seward and Bert Ronald Wright,
successors to the lessor under the lease, amended the lease to be
for a primary term of six years from date.

1/4 on oil and gas.

On or before ninety days after the date on which (1) the gas well is
shut-in or (2) this lease is no longer maintained by other provisions
hereof, whichever is the later date, Lessee may pay as royalty a
sum of $25.00 for each acre ascribed to the gas well pursuant to
paragraph 7 of the lease, provided, however, in no event shall the
amount of such royalty be less than $50.00 after applying the
proportionate reduction provision contained in the lease. In no
event shall shut-in well payments maintain the lease in force for a
cumulative period exceeding two years.

All payments are to be made to the Lessor at P. O. Box 5825,
Denver, Colorado 80217.

Lessee is authorized to pool the lands covered by the lease with
other lands into units for oil not to exceed 40 acres each and for gas
840 acres each.

A special typewritten form (2-22-2000/Cheyenne).

3. () Except as may be permitted for proceeds received
by Lessee under Subparagraphs (¢) and (d) above,
all royalties payable to Lessor shall be free, clear
and without deduction for any costs of marketing,
gathering, transporting, separating, processing,
dehydrating, compressing or other costs in making
the oil and gas available and marketable at the place
of sale or use; provided, however, Lessee shall have
free use of oil and gas for lease operations
conducted on the leased premises under the terms
of this lease (but in no event shall such free use of
oil and gas extend to fuel gas used in plant
operations).

(h) Lessee agrees that it will not enter into any contract
for the sale of oil or gas production from this lease
which shall extend more than three (3) years from
the effective date of such contract, unless such
confract has adequate provisions for the
redetermination of price at intervals not less
frequently than one year. Upon written request by
Lessor, Lessee shall advise Lessor of the price and
other pertinent terms under which production from
the leased premises is being sold. In the event
Lessee enters into a gas purchase contract
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containing whatis commonly referred to as a “take or
pay” provision and the purchaser under such gas
purchase contract makes any payment or payments
of any nature to Lessee for failure to take delivery of
arequired minimum volume of gas, then Lessor shall
be entitled to a fractional share of all such payment
or payments so made to Lessee, such fractional
share to be the same as provided in Subparagraph
(b) above.

Lessee is unconditionally obligated to Lessor to
make the payment of royalties hereunder,
irrespective of the failure or bankruptcy of any third
party oil or gas purchaser and without the necessity
of Lessor executing a division order or transfer order.
Further, Lessee shall bear full responsibility for
payment of all royalties hereunder, irrespective of
any split-stream marketing of production.
Accounting and payments to Lessor of royalties from
the production of oil and gas from any well shall
commence and thereafter be paid in full compliance
with the applicable provisions of the laws of the
State of New Mexico and failure to so comply shall
entitle Lessor to the remedies therein provided. If
Lessee at any time fails to make royaity payments to
Lessor in compliance with the applicable provisions
of the laws of the State of New Mexico, Lessor may,
at Lessor's option, cancel this lease by giving
Lessee thirty (30) days advance written notice of
such cancellation. Lessee may avoid such
cancellation by paying Lessor all sums (including
interest) then owed by Lessee prior to the expiration
of said thirty (30) day period. Acceptance by Lessor
of royalties which are past due shall not act as a
waiver or estoppel of Lessor’s right to receive or
recover any and all interest due thereon under the
provisions hereof, unless a written acknowledgment
executed by Lessor expressly so provides. Lessee
shall pay all costs of litigation, including reasonable
attorney’s fees, expert witness and consuitation
fees, incurred by Lessor in connection with any
tawsuit in which Lessor is successful in recovering
any royalties or interest attributable to Lessee’s
failure to timely pay royalties as required herein.

If production is obtained from the leased premises,
the minimum royalty payable hereunder after the
primary term shall be $25.00 per acre per annum for
each acre ascribed to a well pursuant to Paragraph
7 on January 1% of each year in question. The only
credits applicable to this annual minimum royalty are
royalties actually paid during the year in question.
Lessee shall pay to Lessor the actual royalties
provided for herein as they accrue. Within thirty (30)
days afterthe end of each year, upon written request

n

- from Lessor, Lessee shall furnish Lessor with a

detailed statement of the actual production and
royalties paid for the year in question and any
applicable credits. If such statement shows that the
minimum royalty provided for herein has not been
paid, Lessee shall remit the difference to Lessor with
the statement. Should Lessee fail to furnish such
statement or fail to pay the minimum payment
required within thirty (30) days after written notice by
Lessor that such statement has not been received,
then Lessee shall have an additional thirty (30) days
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to cure such default, failing which, this lease shall
terminate. Each year shall stand on its own, and
Lessee shall not apply any excess paid during one
year to a deficiency existing in any other year. The
annual periods provided for herein shall begin on
January 1% of the year immediately following the
year in which production is first obtained from the
leased premises. The provision for minimum royalty
shall in no way alter, limit, lessen, restrict, change or
impair the obligation of Lessee to develop the leased
premises reasonably and with due diligence.

Notwithstanding anything herein to the contrary, in order to
maintain this lease in force and effect after the expiration of

- the primary term as to the portion of the leased premises not
. then ascribed to a producing well or shut-in well pursuant to
" the provisions of this Paragraph, Lessee shall be required to

continuously drill wells on said lands (or lands pooled
therewith) after the expiration of the primary term so that
there is no cessation of more than 180 consecutive days
between the completion of one well and the commencement
of a subsequent well, thereby providing a continuous drilling
schedule after the expiration of the primary term.
Commencement of the first well in such continuous drilling
program shall occur on (1) the expiration of the primary term
or (i) (180) days after the completion of the last well drilled
on said lands within the primary term, whichever is later. If
at any time after the expiration of the primary term Lessee
fails to maintain said continuous drilling schedule, then this
lease shall automatically terminate as to all of the leased
premises, SAVE AND EXCEPT the interval from the surface
down to depth to which lessee sets production casing in said
well [ocated on said unit:

(a) each well producing oil from said lands in paying
quantities, together with minimum acreage allowed
by the governmental authority having jurisdiction,
and v

(b) each well producing gas from said lands in paying
quantities, or capable of producing gas in paying
guantities with all shut-in royalty payments then due
having been paid thereon, together with the
minimum acreage allowed by the governmental
authority having jurisdiction,

(¢) the acreage around oil wells and gas wells to be a
near the form of a square or rectangle as is
practicable (but if a rectangle, the longest sides shall
be no more than twice the length of the shortest
sides) with the well located at a legal spacing
distance within its boundaries. UPON THE,
TERMINATION OF THIS LEASE EXCEPT AS TO
EACH OIL WELL AND EACH GAS WELL AND THE
NUMBER OF ACRES HEREINABOVE SPECIFIED
AROUND EACH SUCH WELL, EACH SEPARATE
TRACT AROUND AN OIL WELL AND EACH
SEPARATE TRACT AROUND A GASWELL SHALL
BE TREATED AS A SEPARATE LEASE THAT IS
SUBJECT TO THE PROVISIONS HEREOF. In such
event, the continuation of this lease as to each such
separate lease shall be determined by the
application of the provisions hereof to each particular
separate lease, Within sixty (60) days after the
termination of this lease except as to each oil well
and each gas well and the number of acres
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hereinabove specified around each such well,
Lessee shall designate and file of record a plat and
legal description of the particular acreage ascribed
to each well, furnishing Lessor a copy of such
instrument.

No assignment of this lease or interest herein may be made
without written approval of the Lessor which consent shall

not be unreasonably withheld.

Lessee shall advise Lessor in writing as to the location of
each well drilled upon the premises or on land pooled
therewith, on or before seven (7) days after commencement
of operations and shall advise Lessor in writing as to the
date of completion or abandonment of each well drilled

~within  thirty (30) days after such completion or

-~ abandonment. Lessee agrees to furnish Lessor with all well
- drilling, completion and production data, reports, logs and

information when specifically requested by the Lessor.

If at the end of the primary term this lease is still in force this
lease shall expire as to all that part of said land (as
hereinafter described) on which there is not a producing oil
or gas well or on which Lessee is not then drilling or
reworking a well. At the end of the primary term Lessee
shall select and designate a producing unit around and
include each producing oil or gas well or drilling or reworking
well, the area of such unit to be limited to and conform with
the minimum area provided or established directly or
indirectly in the applicable rules and regulations of the

 appropriate governing body of the state in which the subject

acreage is located with reference to the spacing of wells or
the size of producing units. As to each producing unit so
designated, this lease shall continue in force so long as oil
or gas is produced in paying quantities therefrom or so long
as drilling or reworking operations are prosecuted thereon
as provided in paragraph 6 and shall be limited in depth
from the surface down to and including fifty (50) feet below
the deepest depth drilled and Lessee shall execute a
release of this lease as to the balance of the land covered
hereby as well as formations at depths below the respective
producing units in the absence of field rules promulgated by
the appropriate governing body of the state in which such
acreage is located. The term producing unit as used herein
means the following number of acres depending on the
depth to which the well has been drilled and whether the
well is an oil or gas well A. 40 acres for an oil well
completed at any depth plus a tolerance of 10% thereof. B.
(1) 80 acres for a gas well completed at a depth of less than
2000 feet subsurface plus a tolerance of 10% thereof. (il)
160 acres for a gas well completed at a depth of 2001 fest
subsurface to 6000 feet subsurface plus a tolerance of 10%,
thereof, (Ill) 320 acres for a gas well completed at a depth
of 6001 feet subsurface to 9000 feet subsurface plus a
tolerance of 10% thereof. (V) 640 acres for a gas well
completed at a depth greater than 9001 feet subsurface
plus a tolerance of 10% thereof. If a portion of Lessee’s
rights terminate as provided in this paragraph 15 then
Lessee shall designate in writing the acreage it is allowed to
retain around each oil well and each gas well and such
written designation shall be filed for record in the county in
which such acreage is located. The provisions of this
paragraph 15 shall not have the effect of relieving Lessee of
its obligations to develop the lease with reasonable diligence
after oil or gas is first discovered in paying quantities.
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19.  |Wells Fargo Bank New Mexico, N.A. which executes this
Lease in its fiduciary capacity as Trustee and not in its
.corporate capacity makes no warranties or representations
of title either express or implied, and any liability asserted
/against the Trustee due to its execution of this Lease shall
‘be satisfied solely from assets held by them as Trustee of
the Fredia Irene Madding Wright Trust at the time of such
‘assertion.

Note: Lease No. 15 is on the same form and contains the same terms and provisions as Lease No. 10,

except as follows:

Lease No. 15:
Date: January 12, 2004,
Recorded: Book 1285, page 714, Lea County Records.
Lessor: Charlsie E. Savage and husband, Sidney Savage.
Lessee: David'H. Arrington Oil & Gas, Inc.
Land Covered: SE/4 SW/4 of Section 26.
Interest Covered. Apparently 1/8 interest. See Requirement No. 4 below.
Primary Term: Six months from date.
Royalties: 1/4 on oil and gas.
Depository: All payments are t§ be made to the Lessor at P. O. Box 7, Deming,
New Mexico 88031.
Unusual Provisions: None.
Note: 'Lease No. 16 is on the same form and contains the same terms and provisions as Lease No. 10,

except as follows:

Lease No. 16:

Date: January 12, 2CO4.

Recorded: Book 1284, page 866, Lea County Records.

Lessor: G. G. Gore and wife, Carol J. Gore,

Lessee: David H. Arrington Oil & Gas, Inc.

Land Covered: SE/4 SW/4 of Section 26,
containing 40 acres, more or less.

Interest Covered: App‘arently 1/8 interest. See Requirement No. 4 below. k

Primary Terrh: Six honths from date.

Royalties: 1/4 :‘on oil and gas.

Depository: All payments are to be made to the Lessor at 2020 S. Columbus
Road, Deming, New Mexico 88030.

Unusual Provisions: Nox;'we.
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ASSIGNMENTS

1. By Assignment dated October 1, 2001, recorded in Book 1111, page 205, Lea County
Records, David H. Arrington Oil & Gas, Inc asmgned a 5% overriding royalty interest in the predecessor
to Lease No. 10 to Dale Douglas 1%, Alprne Petroleum, Inc. 1%, John R. McRae 1% and The Monument
Abo Company 2%. The overriding royalty interest is subject to proportionate reduction. The interest
assigned applies to extensions and renewals of the lease.

2. By Assignment dated Octqber 1, 2001, recorded in Book 1111, page 209, Lea County
Records, David H. Arrington Qil & Gas, lnc assigned a 6.25% overriding royalty interest in Lease No. 6
to Dale Douglas 1%, Alpine Petroleum, lnc 1%, John R. McRae 1% and The Monument Abo Company

3 25%. The ovemdmg royalty intérest is subject to proportionate reduction.

3. By Assignment dated October 2, 2001, recorded in Book 1120, page 835, Lea County
Records, David H. Arrington Qil & Gas, lnc‘J assigned to Devon SFS Operating, Inc. 25% of the assignor’s
interest in Lease Nos. 1-6, 10, 11, 14, 15 a‘md 18. In this assignment the assignor reserved an overriding
royalty interest equal to the drfference between existing burdens and 25% of production subject to
proportionate reduction. This assngnment is subject to that certain Geophysical Exploration Agreement,

West Salty Dog Project, dated December 15, 2000 between the assignor and assignee.

4, By Assignment dated effective May 1, 2002, recorded in Book 1151, page 375, Lea County
Records, David H. Arrington Oil & Gas, Inc. assigned to Chesapeake Exploration Limited Partnership a
25% leasehold interest in Lease Nos. 1-11 and 14-16. 1In this assignment the assignor reserved an
overriding royalty interest equal to the difference between 25% of production and existing lease burdens,
subject to proportionate reduction. This assignment is subject to that certain Participation Agreement,
West Salty Dog Prospect, dated effective May 1, 2002 between David H. Arrington Oil & Gas, Inc. and
Chesapeake Exploration Limited Partnershrp and that certain Operating Agreement attached as Exhibit
“F” to the Geophysical Exploration Agreement dated December 15, 2000 between assignor and Devon
SFS Operating, Inc,

5. By Certificate dated October 31, 2002, recorded in Book 1188, page 306, Lea County
Records, Devon SFS Operating, Inc. merged with and into Devon Energy Production Company, L.P.

6. By Assignment dated December 1, 2003, recorded in Book 1295, page 328, Lea County
Records, Devon Energy Production Company, L.P. assigned to David H. Arrington Qil & Gas, Inc. all of
its interest in Lease Nos. 11, 15 and 16 This assignment is subject to the Geophysical Exploration
Agreement, West Salty Dog Prospect, dated December 15, 2000.

7. By Assignment dated December 1, 2003, recorded in Book 1271, page 674, Lea County
Records, David Petroleum Corp. assigned a 77.40% interest in Lease Nos. 12 and 13 to the following
parties in the percentages shown:

Yates Petroleum Corporation 32.6900%
Yates Drilling Company 4.6700%
Abo Petroleum Corporation 4.6700%
Myco Industries, Inc. 4,6700%
McMillan Ventures, LLC 10.6600%
McMillan Producing Company, inc. 8.4730%
Permian Exploration Corporation 9.5670%
Michael A. McMillan and Teresa L. McMillan 1.0000%
Edward N. David .5000%
Keith E. McKamey .2500%
William B. Owen .2500%

CHESAPEAKE PARTICIPATION AGREEMENT

The materials examined include a Participation Agreement, West Salty Dog Prospect, dated May
1, 2002 between David H. Arrington Oil & Gas, Inc. and Chesapeake Exploration Limited Partnership.
The contract area for the participation abreement is all of Sections 23, 24, 25, 26, 35 and 36 of Township
15 South, Range 34 East, NMPM, Lea County, New Mexico. The test well to be drilled under the
participation agreement is the Yates Petroleum Corporation, Maxwell 26 #1 Well, located in the N/2 of
Section 26, which well was to be drrlled to a depth sufficient to penetrate and test the Mississippian
formation at a depth of approximately ’14 000'. The test well was apparently drilled pursuant to the terms
of the operating agreement attached as Exhibit "G" to that certain Exploration Agreement dated March
10, 1995 by and between Santa Fe Energy Resources, Inc. and David Petroleum Corp., et al. Asto any

well drilled on the S/2 of Section 28, such well shall be subject to the terms of that certain Geophysical
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Exploration Agreement dated December 15, 2000 by and between David H. Arrington Oil & Gas, Inc. and
Devon SFS Operating, Inc. Upon executi“on of the agreement, Arrington agreed to assign to Devon a
25% leasehold interest in the S/2 of Section 26 derived from the leases described in Exhibit "A" of Exhibit
"C-2" to the agreement. In the assignment, the seller would retain an overriding royalty interest equal to
the difference, if any, between 25% of production and total leasehold burdens, subject to proportionate

reduction. The agreement also creates an area of mutual interest.

MARSHALL & WINSTON PARTICIPATION AGREEMENT

The materials examined include a Participation Agreement dated November 15, 2003 between
David H. Arrington Oil & Gas, Inc. and Marshall & Winston, Inc. This agreement covers the S/2 of Section
26 and provides for Marshall & Winston to purchase 26.666% of 320 acres from Arrington. Upon the
paymenit by Marshall & Winston of the consideration recited in the agreement, Arrington agreed to make
an assignment to it of an undivided 20% |nterest in the leases which is the after payout interest, subject
only to a proportionate share of the lessor's royalty burdening the leases and a retained overriding royalty
interest equal to the difference between 25% and the lessor's royaity provided in such leases. Arrington
agreed to deliver to Marshall & Winston é net revenue interest of 75%, proportionately reduced to the
20% working interestin the leases assngned The agreement provides that Marshall & Winston shall bear
28.666% of 8/8 of the cost, risk and expense associated with drilling, completing and operating of the test
well until the well has reached payout. Should the test well reach payout, Arrington shall have a one time
election to either back-in for 6.666% of 8/8 of buyer's 26.666% before payout interest in the test well at
no cost to Arrington or not to back-in and retain its before payout interest in the test well. The interest of
Marshall & Winston in all subsequent weHs drilled pursuant to the agreement shall be 20% of 8/8. The
agreement provides for a test well to be drmed to a depth sufficient to test the Morrow formation at a depth
of approximately 13,600’ with the drilling of the well to be governed by the operating agreement attached
as Exhibit "D" to the agreement. The agreement also creates an area of mutual interest effective
December 16, 2003 which shall continue in effect until 12:01 a.m. May 2, 2004. The area of mutual
interest covers Sections 23, 26 and 35 of Townsh:p 15 South, Range 34 East, NMPM, Lea County, New
Mexico as to all depths.

QUANAH PARTICIPATION AGREEMENT

The materials examined include a copy of a Participation Agreement dated January 26, 2004
between David H. Arrington Qil & Gas, Inc; and Quanah Exploration Limited Partnership. This agreement,
which is effective November 20, 20083, prowdes for Quanah to purchase from Arrington 8.33% of 320
acres leasehold interest and upon payment by Quanah of the consideration recited in the agreement,
Arrington would make an assignment to Quanah of 6.25% of 8/8 working interest in the leases, subject
to a proportionate share of the lessor's royalty and a retained overriding royalty interest equal to the
difference between 25% and the lessor' s royalty provided for in the leases. Arrington agreed to deliver
a net revenue of 75% proportionately reduced to the 6.25% working interest in the leases. Quanah
agreed to participate in and pay for an undivided 8.333% of 8/8 of the cost, risk and expense of drilling,
completing and operating the test well untn said well has reached payout. Should the test well reach
payout, Arrington shall have a one time electlon to either back-in for 2.083% of 8/8 of buyer's interest at
no cost to Arrington, or not to back-in an‘d retain its interest in the test well. The test well is to be drilled
to a depth sufficient to test the Morrow formation at a depth of approximately 13,600 and is to be drilled
pursuant to the operating agreement atte'ched as Exhibit "D" to the agreement. The agreement creates
an area of mutual interest effective December 16, 2003 continuing until 12:01 a.m. May 2, 2004 covering
lands described in Exhibit "C" to the agreement. The copy of the agreement we have examined does not
include Exhibit "C".

OPERATING AGREEMENT

J ‘ :

The materials examined include an unexecuted copy of an Operating Agreement dated November

20, 2003, prepared on AAPL Form 610 1982 which designates David H. Arrington Qil & Gas, Inc. as
operator. The contract areais captaoned land and the parties and their respective interests are as follows:

Parties Before Payout Interest | After Payout Interest
David H. Arrington O} & Gas, Inc. 21.242360% To be determined *
Chesapeake Exploration Limited Partfnership 32,291666% 32.291666%
David Petroleum Corp. % : ' .7086250% .706250%
Yates Petroleum Corp 1.021563% 1.021563%
Yates Drilling Company ] .145937% .145938%
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ABO Petroleum Corporation 145937% .145938%
Myco Industries, Inc. ‘ 145937% 145938%
McMillan Ventures, LLC ; ' .333125% .333125%
McMillan Production Company, Inc. , 264781% 264781%
Permian Exploration Corporation .298969% .298969%
Michaet A. and Teresa L. McMillan .031250% .031250%
Edward N. David j .015625% .015625%

, Keith E. McKamey .007813% .007813%
William B. Owen | .007813% .007813%
Marshall & Winston, Inc. 26.934817% To be determined *
Steve Holifield, Sr, | 8.072916% 8.072816%
Quanah Exploration Limited Partnership 8.333000% To be determined *

| 100.000000% To be determined
* At payout, David H. Arrington Oil & Gas, Inc. has a one time election to back-in for 6.666% of 8/8
of Marshall & Winston, Inc.'s 26.934817% of 8/8 interest and 2.083% of 8/8 of Quanah Exploration
Limited Partnership's 8.333% of /8 mterest in the Green Eyed Squealy Worm 26-1 Well.

We note that the interests of David H. Arrington Qil & Gas, Inc., Chesapeake Exploration Limited
Partnership, Marshall & Winston, Inc. and Steve Holifield, Sr. do not agree with the interests we have
credited above. This agreement provides for the drilling of a test well at a location of 1980' FSL and 1120’
FEL of Section 26 to be drilled to a depth sufficient to test the Mississippian formation at approximately
13,600'. The agreement does not lnclude the date that the well is to be commenced. The agreement
- provides for a 300% non-consent penalty and the preferential right to purchase provisions has been
deleted. The agreement also provides that the parties shall own all production of oil and gas from the
contract area subject to the payment of royaltles to the extent of 25%. The agreement is to continue in
force so long as any such well or wells produce or are capable of production and for an additional period
of 90 days from cessation of all production.

Article XV contains additional unusual provisions with which we know you are aware, but we will
point the following provisions which are of particular importance:

Article XV.J - Operations by David H. Arrington Qil & Gas, Inc.

The parties hereto acknowledge that David H. Arrington Oil & Gas, Inc., a
contract operator for David H. Arrington, may or may not own any interest
in the Contract Area. Inlthe event that David H. Arrington, or any of his
affiliates, single subsidiary, parent or successor corporation/entity no longer
owns an interest in the Contract Area, David H. Arrington Oil & Gas, Inc. will
be deemed to have reslg]ned as Operator and a successor operator shall
be selected pursuant to Article V.B.2 hereof.

Article XV.K - Required Well

If any well proposed to be drilled, reworked, sidetracked, deepened,
recompleted or plugged back is necessary () to maintain a lease (or a
portion thereof) covered by this Operating Agreement in force or (i)
pursuant to an agreement to earn a lease(s) (or portion thereof) which
would otherwise expire unless such operation is conducted, then in lieu of
Article VI.B.2., each Norp -Consent Party shall assign to the Consenting
Parties all of such Non- Ccnsentlng Party's interest in and to the lease(s) or
a portion thereof which would be lost or not eamned if such well were not
drilled. Said assignment shall be promptly due upon commencement of
said operation by the Co“nsentlng Parties and if the assignment is in favor
of more than one party}, the assigned interest shall be shared by the
Consenting Parties in the proportions that the interest that each bears to
the interest of all Consenting Parties unless otherwise agreed to in writing.
Except for burdens allovl/ed under Article [I1.B, or referenced to in Exhibit

"A", such assignment shall be free and clear of all overriding royalty
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interests, production payments mortgage, liens or other encumbrances
placed thereon by or resumng from the Non-Consenting Party's ownership
but shall otherwise be WIthout warranty of title, express or implied. For
purposes of defining necessary operations to maintain a lease or
agreement in force which would otherwise expire, such operations shall be
deemed necessary if proposed on or before 120 days prior to the date on
which any such lease or agréement (or other portions thereof) would expire
in the absence of drilling of such well and only as such well is designated

as a "necessary well" in the proposal to drill same.

A Memorandum of this Operating Agreement filed April 12, 2004 is recorded in Book 1295, page
309, Lea County Records. "
! I

POOLING DESIGNATION

The materials examined include a Desrgnatnon of Pooled Unit dated March 3, 2003 but effective
January 27, 2003, with counterparts being 1 recorded in Book 1211, pages 838, 843 and 848, Lea County
Records, executed by Devon Energy Productlon Company, L.P., David H. Arrington Oil & Gas, Inc. and
Chesapeake Exploration Limited Partnership, which designates the S/2 of Section 26 as a pooled unit
for production of oil and gas from formation underlying captioned land. By Amendment of Designation
of Pooled Unit dated November 19, 2003, but effective November 1, 2003, recorded in Book 1277, page
151, Lea County Records, David H. Arjrington Qil & Gas, Inc., Chesapeake Exploration Limited
Partnership, David Petroleum Corp. and D;evon Energy Production Company, L.P. amended the original
designation of pooled unit by replacing the Exhibit "A" thereto with a new Exhibit "A" describing Lease
Nos. 1-16 and the amendments thereto except for Lease Nos. 11, 15 and 16. The predecessors to Lease
Nos. 11, 15 and 16 continue to be described. We also note that the instrument was executed on behalf
of David Petroleum Corp. by William B. OWen, Land Manager.

PATENT INFORMATION

Captioned land was patented by the United States of America to Cory L. Farrow by Patent No.
703578 dated August 26, 1919, recorded'in Book 1, page 408, Patent Records.

EASEMENTS
Not covered by this title opinion.
'ENCUMBRANCES
None.
TAXES

Taxes are not assessed against severed mineral interests in New Mexico.

TITLE REQUIREMENTS
1.

The primary terms of Lease Nos. 1, 2, 3, 4, 5,6, 11, 15 and 16 have expired. Lease Nos. 1-6 were
properly described in the amended pooling designation described above, and you have indicated that
drilling operations commenced on the caétioned well in January of 2004. Lease Nos. 11, 15 and 16 were:
notdescribed in the pooling designation a}nd have expired. In addmon drilling operations apparently were

not conducted on the lands covered by the three leases.

REQUIREMENT A:  Youmust satnsfy yourself that Lease Nos. 1-6 have been maintained in full
force and effect since the expiration of their primary terms by production or operations on the
lands covered by the leases or Iands pooled therewith.

REQUIREMENT B: Lease Nos 11, 15 and 16 should be ratified and extended and the
ratifications and extensions should be recorded in Lea County, New Mexico. Once the Jeases
have been ratified and extended) the pooling designation described above should be ratified and
amended to include the three leeses The ratification and amendment to designation of pooled
unit should be recorded in Lea County, New Mexico.
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2.

At one time Edith M. Crabb, a widow, owned a one-half mineral interest in the NE/4 SW/4 of
Section 26. This woman is deceased and the materials examined reflect that her Will was admitted to
probate in Cause No. 8738 in the County Court of Midland County, Texas. By Distribution Deed dated
January 1, 1991, recorded in Book 471, page 33, Deed Records, Billy Easley purporting to be the
Independent Executor of the her estate conveyed the one-half mineral interest to himself and Gay Crabb
Kargerin equal shares. Inthis same instrument, Billy Easley and Gay Crabb Karger conveyed the interest
to NCNB Texas National Bank, Trustee. We have not examined the probate proceedings conducted for
the Estate of Edith M. Crabb, and it does not appear that any ancillary proceedings have been conducted
for her estate in Lea County, New Mexico. This interest is subject to Lease No. 4,

REQUIREMENT A: Submit for examination an authenticated transcript of the probate
proceedings conducted for the estate of Edith M. Crabb in Cause No. 8738 in the County Court
of Midland County, Texas.

REQUIREMENT B: Anancillary brobate proceeding should be conducted for the estate of Edith
M. Crabb in Lea County, New Mexico.

3.

At one time, Caroline C. Dewey owned as her separate property a one-half mineral interest in the
W/2 SW/4 of Section 26. By Deed dated November 26, 1984, recorded in Book 416, page 11, Deed
Records, Caroline C. Dewey, a widow, conveyed to Carohne Andrea Dewey Chew, purportedly as her
sole and separate property, the one- haH‘r mineral interest. Because consideration was recited in this
instrument, a presumption arises thatthe tnterest acquired by Caroline Chew was the community property
of her and her spouse, if any. Any subsequent conveyance without the joinder of the spouse is void. In
this connection, we know that by Deed dated April 7, 1986, recorded in Book 426, page 608, Deed
Records, Caroline Andrea Dewey Chew; without the joinder of her spouse, if any, conveyed to H-D
Mineral Properties the one-half mineral mterest If Caroline Chew was married on November 26, 1984,
- which is the date she acquired the mlneral interest from Caroline Dewey, the interest acquired would be

presumed to be the community property of her and her spouse. This interest is subject to Lease No. 5.

REQUIREMENT: Submit for examination an affidavit of marital history regarding Caroline
Andrea Dewey Chew. We reserve possible further requirement.

4.

On April 24, 1950, W. E. Gore and wife, Clarabel Gore, acquired a 1/4 mineral interest in the SE/4
SW/4 of Section 26. Apparently, W. E. 'Gore predeceased his wife because by Mineral Deed dated
October 30, 1995, recorded in Book 516, page 746, Deed Records, Clarabel P. Gore, a widow, conveyed
to Charlsie E. Savage and G. G. Gore, in equal shares, all of her interest in the SE/4 SW/4 of Section 26.
The materials examined do not include any probate proceedings conducted for the Estate of W. E. Gore.
This interest is subject to Lease Nos. 15and 16.

REQUIREMENT: Submit for examination a certified transcript of any probate proceedings
conducted for the Estate of W, E. Gore in New Mexico.

5.

Atone time, Frances J. Freeman, a/k/a Patsy Shipp Freeman, owned a 1/8 mineral interest in the
SE/4 SW/4 of Section 26. This woman died on January 20, 2001 and probate proceedings were.
conducted for her estate in Cause No. 2001 -82 in the District Court of Lea County, New Mexico. Pursuant
to the terms of her Will, she devised all of the remainder of her estate which would include her interest
in captioned fand to Western Commerce Bank, Trustee u/t/aknown as the Frances J. Freeman Revocable
Trust Agreement dated February 8, 198‘»3, as amended by its First Amendment dated July 1, 1987, as
amended by its Second Amendment dated April 17, 1990 and as further amended and restated by the
Third Amendment dated September 1,( 1992. Western Commerce Bank was appointed as Personal
- Representative of the Estate. By Deed 91‘ Distribution dated February 27, 2002, recorded in Book 1132,
page 739, Lea County Records, Western Commerce Bank, as Personal Representative of the Estate,
conveyed to itself, as Trustee of the Frances J. Freeman Revocable Trust dated February 8, 1983 ,as
amended, all of the interest of the deceBent at the time of her death in any real property in the State of
New Mexico. Her interest in captioned land was not specifically described.

The materials examined also inc;lude a Mineral Deed dated June 2, 1993, recorded on March 23,

2001 in Book 1069, page 781, Lea County Records, whereby Frances J. Freeman conveyed to Western
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Commerce Bank, Trustee of the Frances)J. Freeman Revocable Living Trust u/t/a dated September 1,
1992, all of her interest in the SE/4 SW/4 of Section 26. We note that this mineral deed was recorded
after the death of the grantor.,

Based upon the materials examined, we do not know if the Frances J. Freeman Revocable Trust
dated February 8, 1983 as amended is one and the same trust as the Frances J. Freeman Revocable
Living Trust u/t/a dated September 1, 1992. This interest is subject to Lease No. 13.

REQUIREMENT: You should investigate this matter to determine whether the Frances J.
Freeman Revocable Living Trust u/f/a dated September 1, 1992 is one and the same as the
Frances J. Freeman Revocabie Trust dated February 8, 1983, as amended. We reserve possible
further requirement.

|

8.

At one time, G. T. McAlpin owned a 1/16 mineral interest in the SE/4 SW/4 of Section 26 as his
separate property. According to a Notice of Probate recorded in Book 834, page 581, Lea County
Records, this man died on September 26!, 1996 and probate proceedings were conducted for his estate
in Cause No. RA 97-285 (PB) in the District Court of Rio Arriba County, New Mexico. The Personal
Representative is Angela McAlpin. We have not examined the probate proceedings conducted for this
man'’s estate.

Lease No. 10 was executed by Roger Davidson, Attorney-in-Fact for Angela McAlpin for life.
Because we have not examined the probate proceedings for G. T. McAlpin, we do not know how Angela
McAlpin acquired a life estate, and we do not know the identify of the remaindermen. In addition, the
Power of Attorney, whereby Angela McAlpin appointed Roger Edward Davidson as her attorney-in-fact,
dated December 26, 2001, recorded in Book 1152, page 487, Lea County Records, appoints Gabriel
Perjessy and Roger Edward Davidson, jointly, as her attorney-in-fact, and does not allow either to act
independently of the other.

REQUIREMENT A: Submit for examination a certified transcript of the probate proceedings
conducted for the Estate of G. T. McAlpin in the District Court of Rio Arriba County, New Mexico.
Once we have examined the proceedings, we may be able to determine how Angela McAlpin
acquired a life estate and the identity of the remaindermen.

REQUIREMENT B: Lease No. 10 should be ratified by Gabriel Perjessy and Roger Edward
Davidson, as attorneys-in-fact for Angela McAlpin, and the ratification, containing words of grant,
should be recorded in Lea County, New Mexico.

7.

Lease No. 3 and the amendment thereto were executed by Steven M. Wyman and Frederick
Winston on behalf of Winston Partners, Ltd. The copy of the Articles of Limited Partnership which we
have examined, recorded in Book 384, page 152, Miscellaneous Records, show that Elizabeth W.
Wyman, James T. Wyman and Frederick Winston are the General Partners, and it requires that any two
of the General Partners may act to bind the partnership. We do not know how Steven M. Wyman became
one of the General Partners.

REQUIREMENT: Submit forlexamination the document whereby Steven M. Wyman became
a General Partner of Winston Partners, Ltd. such that we may verify that the lease and
amendment were executed properly.

{

8.

By three separate conveyances, one dated January 1, 1991, recorded in Book 471, page 33, Deed
Records and the other two dated November 5, 1991, recorded in Book 478, pages 477 and 480, Deed
Records, NCNB Texas National Bank, Trustee became vested with all of the mineral interest in the NE/4
SW/4 of Section 26. Lease No. 4 was executed by Bank of America, N.A., Trustee of the Gay Crabb
Karger, Trust, the Billy Easley Trust and the Lawrence E. Karger Trust. We do not know how Bank of
America, N.A. succeeded to NCNB Texas National Bank as Trustee. In addition, we have not examined

the Trust Agreements for the Gay Crabb. Karger Trust, the Billy Easley Trust and the Lawrence E. Karger
Trust.

REQUIREMENT A:  Submit for examination the document whereby Bank of America, N.A.
succeeded NCNB Texas National Bank as Trustee.
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REQUIREMENT B: Submit for examrna’non a copy of the trust agreements for the Gay Crabb
Karger Trust, the Billy Easley Trust and the Lawrence E. Karger Trust.

9.

At one time, Lawrence E. Karger and wife, Gay Crabb Karger, owned a one-half mineral interest
in the NE/4 SW/4 of Section 26. By lnstru{rment dated December 12, 1988, recorded in Book 449, page
178, Deed Records, these people conveyed the interest to themselves as Trustees under Declaratron of
Trust dated August 29, 1988 for the beneﬂt of the Karger Family. Subsequently, by two separate Deeds,
both dated November 5, 1991, Gay Crabb Karger and Lawrence E. Karger, Trustees u/t/a dated August
29, 1988, conveyed the interest to themselves individually. We have not examined the Trust Agreement

dated August 29, 1988.
* |

REQUIREMENT: Submit for examination the Trust Agreement dated August 29, 1988 for the
benefit of the Karger Family.

10.

Lease No. 4, as amended, from Bank of America, N.A. is fora primaryterm of four years from date
and as long thereafter as oil and gas or erther of them is produced in paying quantities from said land or
lands with which said {and is pooled hereunder and the rovyalties are paid as provided. In addition, no
assignment of the lease or interest therern may be made without written approval of the lessor, such
approval shall not be unreasonably withheld. In addition, we note that the amendment to Lease No. 4,
executed by Bank of America, N.A,, Eontarns a defective acknowledgment because it was not

acknowledged by the bank in its capacrty as trustee of the trusts.

REQUIREMENT A: Advisory as to the unusual provisions contained in Lease No. 4.

REQUIREMENT B: Submit for examination the written consent of the lessor of Lease No. 4 to
all assignments of the lease.

REQUIREMENT C: The Amendment of Oil and Gas Lease dated February 14, 2003 should be
re-acknowledged by Bank of America, N.A. in its capacity as Trustee of the Gay Crabb Karger
Trust, the Billy Easley Trust and the Lawrence E. Karger Trust, and the re-acknowledged
amendment of oil and gas lease should be recorded in Lea County, New Mexico

11.

Lease No. § and the amendment thereto were executed by F. Ferrell Davis, General Partner of
H-D Mineral Properties, a partnership. We have ot examined the partnership agreement and cannot
advise you as to the authority of F. Ferrell Davis to execute the lease.

REQUIREMENT: Submit forexamination a copy of the partnership agreement for H-D Mineral
Properties.

12.

Lease No. 7 was executed by Don C. Dennis, individually and as Trustee of the J. M. Dennis Trust;
however, it was acknowledged by Don D. Dennis, rather than Don C. Dennis.

REQUIREMENT: Don C. Dennis, individually and as Trustee of the J. M. Dennis Trust should
ratify Lease No. 7 with the ratrfrcatron being acknowledged by Don C. Dennis. The properly
executed and acknowledged ratification should be recorded in Lea County, New Mexico.

13.

At one time, Barron Duff Dennis owned a 1/48 mineral interest in the SE/4 SW/4 of Section 26.
Lease No. 8 was executed by Jessie A. Dennis as sole heir of Barron Dennis. We have not examined
any probate proceedings conducted for the Estate of Barron Duff Dennis.

REQUIREMENT: Submit for examination a certified transcript of the probate proceedings
conducted for Barron Duff Dennis in Lea County, New Mexico. We reserve possible further
requirement.
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14.

By Mineral Deed dated July 10, 1967 recorded in Book 306, page 98, Deed Records, Fredia
frene Madding, formerly Fredia Ray! anht | conveyed to New Mexico Bank and Trust Company, Trustee
pursuant to the provisions of that certain Trust Agreement known as the Fredia Irene Madding Income
Trust dated July 10, 1967, a 1/4 mineral mterest in the SE/4 SW/4 of Section 26. A subsequent oil and
gaslease purportmg to cover this interest dated March 20, 1985, recorded in Book 388, page 203, Qil and
Gas Records, is from First Interstate Bank(of Lea County, Trustee of the Freda Irene Madding Wright
Trust, and Lease No. 14 is from Wells Fargo Bank New Mexico, N.A., successor by merger to Norwest
Bank New Mexico, N.A., Trustee for Fredia [rene Madding Wright Trust.

There are several problems with this chain of title:
' |
1. We do not know if the Fredia Irene Madding Wright Trust is one and the same trust as the
Fredia Irene Madding Income Trust dated July 10, 1967.

2. We do not know how the succession of interest of the trustee from New Mexico Bank and
Trust Company to First Interjstate Bank of Lea County to Norwest Bank New Mexico, N.A.
and finally to Wells Fargo Bank New Mexico, N.A. occurred.

J

REQUIREMENT A: If in fact WeHs Fargo Bank New Mexico, N.A. is the Successor Trustee of

the Fredia Irene Madding Income T Trust dated July 10, 1967, Lease No. 14 should be ratified by

the Bank as Trustee of such trust fand the ratification should be recorded in Lea County, New

Mexico.

REQUIREMENT B: If Wells Fargo Bank New Mexico, N.A. is not the Successor Trustee of the
Fredia Irene Madding Income Trust dated July 10, 1967, you should investigate this matter to
determine the identity of the successor trustee and acquire a ratification of the lease from the
successor trustee.

REQUIREMENT C: If in fact Wells Fargo Bank New Mexico, N.A. is the Successor Trustee of
the Fredia Irene Madding Income Trust dated July 10, 1967, submit for examination the
documents reflecting the succession of interest from the New Mexico Bank and Trust Company,
Trustee of the Trust, to First Interstate Bank of Lea County, as Trustee, to Norwest Bank New
Mexico, N.A., Trustee, and finally to Wells Fargo Bank New Mexico, N.A., Trustee. These
documents should be recorded in'Lea County, New Mexico.

REQUIREMENT D: Submit for exammatron a copy of the Trust Agreement for the Fredia Irene
Madding Income Trust dated July 10 1967.

15.

We call to your attention the fact that Lease No. 14 provides for minimum royalties and also states
that no assignment of the lease or mterest in the lease may be made without approval of the lessor which
consent shall not be unreasonably withheld. In addition, this lease contains numerous other unusual
provisions which we have set forth above.

REQUIREMENT A: Advisory as to the unusual provisions contained in Lease No. 14.

REQUIREMENT B: Submit for, examination the written consent of Bert Ronald Wright and
Barbara Wright Seward to the as“signments of the lease.

16.

By Mineral Deed dated May 3, 2002, recorded in Book 1145, page 470, Lea County Records,
Wells Fargo Bank New Mexico, N.A., Trustee of the Fredia Irene Madding Wright Trust u/t/a dated July
10, 1967, purported to convey to Bert Ronald Wright and Barbara Wright Seward, in equal shares, a 1/10
mmeral interest in the SE/4 SW/4 of Sectron 26. At the time of the conveyance, the bank owned as
trustee a 1/4 mineral interest rather than a 1/10 mineral interest. Subsequently, by Correction Mineral
Deed dated July 8, 2003, recorded in Book 1238, page 171, Lea County Records, Wells Fargo Bank New
Mexico, N.A., as Trustee of the Fredia Rr‘ene Madding Wright Trust u/t/a dated July 10, 1967, conveyed
to Bert Ronald Wright and Barbara Wrrght Seward, in equal shares, a 1/4 minerai interest in said lands.
This correction mineral deed contains a defective acknowledgment in that it was not acknowledged by
the bank in its capacity as trustee of the trust.
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Subsequently, by Mineral Deed dated July 16, 2003, recorded in Book 1240, page 686, Lea

County Records, Barbara Wright Seward c;onveyed to Paul D. Seward and Barbara J. Seward, Trustees
of the Seward Family Trust u/d/t dated June 26, 2003, a 1/2 of 1/10 mineral interest in said lands. We
believe it was the intent of Barbara Wright Seward to convey all of her mineral interest to the trust rather
“than 1/20 mineral interest. However, we have credited title as if Barbara Wright Seward only conveyed

a 1/20 mineral interest to the trust.

REQUIREMENT A: The original pf the Correction Mineral Deed recorded in Book 1238, page
171, should be resubmitted to Wells Fargo Bank New Mexico, N.A. so that it may be re-
acknowledged showing the capacity of the bank as Trustee of the Fredia lrene Madding Wright
Trust w/t/a dated July 10, 1967. The re-acknowledgment instrument should be recorded in Lea
County, New Mexico. '
' |

REQUIREMENTB: Ifitwastheintent of Barbara Wright Seward to convey to the Seward Family
Trust u/d/t dated June 26, 2003 all pf her mineral interest, being a 1/8 mineral interest in the SE/4
SW/4 of Section 26, Barbara Wright Seward should quitclaim all of her interest in said land to the
trust. The quitclaim should be recorded in Lea County, New Mexico. After the execution and
recordation of the quitclaim-deed, JBarbara Wright Seward and Paul D. Seward, Trustees of the
Seward Family Trust u/d/t dated J::.:ne 26, 2003, should ratify Lease No. 14 and the amendment
thereto. The ratification should be recorded in Lea County, New Mexico.

17.

The materials examined include the oil and gas leases described in the attached Exhibit “A” the
primary terms of which have long since expired but the leases have not been released of record.

REQUIREMENT: Submit for examination a release of the leases described in the attached
Exhibit “A” from the record title owners thereof or, in the alternative, submit for examination an
Affidavit of Non-Development and|Non-Production which shows that the leases have expired due
to lack of production or operations on the lands covered by the leases or lands pooled therewith.

18.

Assignment No. 3 above is subject to a Geophysical Exploration Agreement, West Salty Dog
Project, dated December 15, 2000, between the assignor and assignee.

We have not examined this agreement.

REQUIREMENT: Submit for examination a copy of the Geophysical Exploration Agreement
dated December 15, 2000. o

19.

Lease Nos. 10,12 and 13 describfed in this title opinion are new leases, and the underlying leases
described in our QOriginal Drilling Title Opinion dated January 6, 2003 have not been released of record.

REQUIREMENT:  Submit for examination a release from the record title owners of Lease Nos.
10, 12 and 13 as described in our Original Drilling Title Opinion.

20.

We have credited the original inte;rests of the working interest owners above based upon aworking,
interest spreadsheet which you have provided. This worksheet shows, in part, that the interests are as

follows:

David Petroleum Corp., et al. .0312500
Devon Energy Production Company, L.P. .0097656
Steve Holifield, Sr. ‘ 0799154
Chesapeake Exploratiod Limited Partnership 3196614
Marshall & Winston, Inc.| .2666667
Quanah Exploration Limited Partnership .0833333
David H. Arrington Oil & Gas, Inc. 2094076

The only difference in the interests is that for Marshall & Winston, we credited a .2666667 interest rather
than a .20 interest as was shown in your spreadsheet. Subsequently, we used these numbers, and in
particular, the interests credited to Holifield, Chesapeake, Marshall & Winston, David H. Arrington, to
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allocate the .0097656 interest acquired from Devon Energy Production Company, L.P. The resulting
interests are those shown in the division of interest above.

We point out our method of calculatlon of the interests of the working interest owners because the
Exhibit "A" to the joint operating agreement we have examined does not reflect the same interests.

REQUIREMENT: If all parties are in agreement with the interests calculated, the Exhibit A
to the Operating Agreement dated November 20, 2003 should be revised to show these interests.
Following the revision, the operatrng agreement should be executed by all parties, and a copy of
the fully executed agreement should-be submitted to us for our examination.

21.
' }

Described above as Instrument Nos. 7, 8, 9 and 10 are proposed assignments from David H.
Arrington Qil & Gas, Inc. to Marshall & Wmston Inc Steve L. Holifield, Sr., Chesapeake Exploration
Limited Partnership and Quanah Exploratron Limited Partnershrp of theirrespective interestsinthe leases
owned by Arrington.

REQUIREMENT: The proposed assignments to the parties described above should be revised
to reflect the interests shown in the division of interest. (You are aware that the interests shown
as being assigned will need to be drossed up for purpose of calculating the interests shown in the
division of interest above.) The fully executed and acknowledged assignments shouid then be
recorded in Lea County, New Mexico. Please note that Lease Nos. 11, 15 and 16 must be ratified

and extended prior to any assignments to your working interest owners.

22.

The copy of the Quanah Participation Agreement that we have examined is incomplete in that it
does not include any of the exhibits.

REQUIREMENT: We leave it to your discretion whether you wish for us to examine a
complete copy of the Quanah Participation Agreement.

23.

The Amended Pooling Designatiojn described above was executed on behalf of David Petroleum
Corp. by William B. Owen, Land Manager.

REQUIREMENT: Submit for examination the document whereby the land manager of David
Petroleum Corp. is authorized to execute documents on behalf of the company.

24.
Alll parties credited with an interest above should execute your usual division order.

REQUIREMENT: Advisory.

25.

The materials examined reflect that the date of first sales from captioned land is May 10, 2004.

REQUIREMENT: Advisory. )
COMMENT

We do not cover questions of ‘boundary or area, inchoate liens, unrecorded instruments or
production purchase -contracts, prior dedrcatron of gas reserves, errors or omissions of abstracters or
public officials, compliance with or enforcement of any regulations or orders of governmental authorities
having jurisdiction, the existence on the premises of contaminants or hazardous materials, naturally
occurring or otherwise, environmental matters orany other matters not covered by the materials examined
cr which could be determined only by an investigation upon the ground or by a survey of the land. This
cpinion is rendered solely and exclusrvely for the use and benefit of DAVID H. ARRINGTON OIL & GAS,

INC. and for no other party and may be relied upon only by it.
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Respectfully submitted,

STUBBEMAN, McRAE, SEALY,
LAUGHLIN & BROWDER, INC.

By: M/\' /Z

Allen G. Harvey
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- EXHIBIT “A”

Tract 1 - S/2 SE/4 of Section 26:

1.

Dated August 7, 1967, recorded in Book 253, page 454, Oil and Gas Records, from June D.

- Speight, as lessor, to Union Oil Company of California, as lessee, for a primary term of five years

from date.

Dated August 14, 1973, recorded in Book 286, page 678, Qil and Gas Records, from June D.
Speight, as lessor to Samedan Oil Corporation, as lessee, for a primary term of five years from
date.

Dated March 14, 1978, recorded in Book 313, page 97, Oil and Gas Records, from June D.
Speight, as lessor, to Samedan Oil Corporation, for a primary term of three years from August 14,
1978.

Dated March 22, 1982, recorded;in Book 349, page 387, QOil and Gas Records, from June
Danglade Speight, as lessor, to Abernathy Exploration Co., for a primary term of three years from
date.

Note: This lease is owned of record by Abernathy Exploration Co., Bobby F. Abernathy, Daniel
G. Abernathy, Business Men’s Assurance Company of America, Gerson Bakar, FBC
Petroleum Investment Partnershrp No. 1, First National Bank of Fort Worth, Trustee,
Preston Gerron, William Grant George S. Kaufman, Edward J. Ledder, and Alfred Wilsey.

Dated October 25, 1994, recordep in Book 508, page 258, Oil and Gas Records, from June
Danglade Speight, as lessor, to D@vid Petroleum Corp., as lessee, for a primary term of three
years from date. This lease is owned of record by Santa Fe Energy Resources, Inc., McMillan
Production Company, Inc., Permian Exploration Corporation, David Petroleum Corp. and Nearburg
Exploration Company, LLC. ‘

Tract 2 - N/2 SE/4 of Section 26:

6.

10.

11.

12.

Dated May 19, 1965, recorded in/Book 238, page 264, Oil and Gas Records, from Marshall &
Winston, Inc., as lessor, to A. C. Holder as lessee, for a primary term of five years from date.

Dated May 19, 1965, recorded m Book 238, page 282, Oil and Gas Records, from. Donald
Winston, Trustee of the Francrsca S. Winston Trust, as lessor, to A. C. Holder, as lessee, for a
primary term of five years from date.

Note: The two foregoing leases are owned of record by Union Oil Company of California.

Dated May 20, 1973, recorded m Book 286, page 659, Oil and Gas Records, from Marshall &
Winston, Inc., as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five years
from date.

Dated May 20, 1973, recorded in Book 286, page 661, Oil and Gas Records, from Donald
Winston, Trustee u/t dated December 31, 1941, aslessor, to Samedan Oil Corporation, as lessee,
for a primary term of five years from date.

Dated March 16, 1978, recordedun Book 309, page 62, Oil and Gas Records, from Marshall &
Winston, Inc., as lessor, to Samedan Oil Corporation, as lessee, for a primary term of five years.
from date.

Dated March 16, 1978, recorded in Book 309, page 349, Oil and Gas Records, from Donald
Winston, Trustee u/t dated December31 1941, aslessor to Samedan OrlCorporatron as lessee,
for a primary term of five years from date.

Note: The foregoing two leases are owned of record by Bass Enterprises Production Co., Perry
R. Bass, Nancy Lee Basé, Samedan Qil Corporation and Abernathy Exploration Co.

Dated October 28, 1994, recorded in Book 507, page 566, Oil and Gas Records, from Marshall
& Winston, Inc., as I«=ssor to David Petroleum Corporation, as lessee, for a primary term of three
years from date
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Dated October 28, 1994, recordedrm Book 508, page 253, Qil and Gas Records, from Winston
Partners, Ltd., as lessor, to David Petroleum Corporation, as lessee, for a primary term of three
years from date

Note: The foregoing two leases are owned of record by David Petroleum Corporation, Santa Fe
Energy Resources, Inc., McMillan Production Company, Inc., Permian Exploration
Corporation and Nearburg Exploratron Company, LLC.

Tract 3 - NE/4 SW/4 of Section 26:

14.

A

15.

16.

17.

19.

20.

21.

Dated April 26, 1965, recorded in Book 238, page 276, Oil and Gas Records, from J. E. Crabb and
wife, Ellen Crabb, as lessors, to A. C Holder, as Iessee for a primary term of five years from date.
This lease is owned of record by Umon Oil Company of California.

Dated August 23, 1977, recorded i 1rp Book 307, page 141, Oil and Gas Records, from Edith Crabb,
Independent Executrix of the Estate of R. C. Crabb, Jr., as lessor, to Samedan Oil Corporation,

as lessee, for a primary term of five years from date.

Dated July 12, 1978, recorded in Book 312, page 282, Oil and Gas Records, from First National
Bank of Midland, Agent and Attomey in-Fact for John Ed Crabb, as lessor, to Samedan Qil
Corporation, as lessee, for a primary term of five years from date.

Note: The foregoing two leases are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass Samedan Oil Corporation and Abernathy Exploration Co.

Dated April 10, 1985, recorded in Book 384, page 856, Oil and Gas Records, from Lidia Crabb,
Trustee of the John E. Crabb Trust as lessor, to Robert P. Byron, as lessee, for a primary term
of three years from date.

Dated April 10, 1985, recorded in |Book 384, page 856 and in Book 388, page 228, Oil and Gas
Records, from Lidia Crabb, Trustee of the John E. Crabb Trust, as lessor, to Robert P. Byron, as

lessee, for a primary term of threé years from date.

/

Dated May 2, 1985, recorded in Book 388, page 225, Oil and Gas Records, from Edith M. Crabb,
a widow, as lessor, to Robert P. Byron as lessee, for a primary term of three years from date.

Note: The foregoing three Ieases are owned of record by Horizon Exploration Company.

Dated January 19, 1994, recorded in Book 498, page 446, Qil and Gas Records, from Nations
Bank of Texas, N.A., Trustee of the Gay Crabb Karger Trust, et al., as lessors, to Randy V. Watts,
as lessee, for a primary term of tl}wree years from date. This lease is owned of record by David
Petroleum Corp., Santa Fe Energy Resources, Inc., McMillan Production Company, Inc., Permian
Exploration Corporation and Nearbiirg Exploration Company, LLC.

Dated January 20, 1997, recordefd in Book 782, page 204, Lea County Records, from Nations
Bank of Texas, N.A., Trustee of the Gay Crabb Karger Trust, et al., as lessors, to Randy V. Watts,
as lessee, for a primary term of three years from date.

Tract 4 - W/2 SW/4 of Section 26:

22.

23.

24,

25.

Dated May 17, 1965, recorded m Book 238, page 274, Oil and Gas Records, from Carcline C.
Dewey, as Iessor to A. C. Holder as lessee, for a primary term of five years from date.

Dated May 17, 1865, recorded in Book 238, page 280, Qil and Gas Records, from E. A.
Wahistrom, et ux, as lessor, to A.iC. Holder, as lessee, for a primary term of five years from date.

Note: The foregoing two leases are owned of record by Union Qil Company of California.
Dated December 22, 1972, recorded in Book 286, page 637, Qil and Gas Records, from Caroline

C. Dewey, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five years from
date.

Dated January 10, 1973, recorded in Book 286, page 635, Oil and Gas Records, from Roberta

Jane Wahlstrom, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five
years from date.
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30.

31.

32.
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Dated September 6, 1977, recorded( in Book 305, page 317 QOil and Gas Records, from Caroline
C. Dewey, as lessor, to Samedan Oil Corporation, as lessee, for a primary term of five years from
December 22, 1977.

Dated August 23, 1977, recorded in Book 305, page 319, Oil and Gas Records, from Roberta
Jane Wahlstrom, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five
years from January 10, 1978.

Note: The foregoing two Ieases are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass Samedan Qil Corporation and Abernathy Exploration Co.

Dated April 18, 1985, recorded in ;Book 385, page 144, Oil and Gas Records, from Caroline
Dewey Chew, as lessor, to Robert P; Byron, as lessee, for a primary term of three years from date.

Dated April 18, 1985, recorded in B;ook 385, page 144 and re-recorded in Book 388, page 220,
QOil and Gas Records, from Carohne Dewey Chew, as lessor, to Robert P. Byron, as lessee, for
a primary term of three years from date.

Dated March 18, 1985, recorded ln Book 388, page 223, Oil and Gas Records, from Christine
Jane Bell, as lessor, 1o Robert P. Byron as lessee, for a primary term of five years from date.

Note: The foregoing three leases are owned of record by Horizon Exploration Company.

Dated December 14, 1993, record(éd in Book 498, page 486, Oil and Gas Records, from H-D
Mineral Properties to Randy V. Watts originally for a primary term of three years from date but

extended to be for a primary term of six years from date.

Dated July 27, 1993, recorded in Book 498, page 492, Oil and Gas Records, from Christine Jane
Bell, et vir, as lessors, to Randy V./Watts, as lessee, for a primary term of five years from date.

Note: Thetwo foregoing leases are owned of record by David Petroleum Corp., Santa Fe Energy
Resources, Inc., McMillan Production Company, Inc., Permian Exploration Corporation and

Nearburg Exploration Company, LLC.

Tract 5 - SE/4 SW/4 of Section 26:

33.

34.

38.

36.

37.

38,

39.

40.

Dated April 26, 1965, recorded in} Book 238, page 266, Oil and Gas Records, from Barry R.
Freeman, et ux, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated April 26, 1965, recorded in Book 238, page 268, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to A. C. Holden, as lessee, for a primary term of five years from date.

Dated May 17, 1965, recorded in Book 238, page 270, Qil and Gas Records, from W. E. Gore,
et ux, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated April 26, 1965, recorded in Book 238, page 272, Oil and Gas Records, from Fredia Wright
Watson Madding, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated April 26, 1965, recorded in Book 238, page 278, Oil and Gas Records, from Frankie
Monteith, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Note: The forégoing five leases are owned of record by Union Oil Company of California. .

Dated January 2, 1973, recorded in Book 286, page 639, Oil and Gas Records, from Frankie
Monteith, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five years from
date. v

Dated January 2, 1973, recorded in Book 286, page 841, Oil and Gas Records, from W. E. Gore,
et ux, as lessors, to Samedan Qil Corporation, as lessee, for a primary term of five years from
date, |

Dated January 29, 1973, recordeol in Book 286, page 643, Oil and Gas Records, from New Mexico
Bank and Trust Company, Trustee for Freda Wright Watson Madding, as lessor, t¢ Samedan Qil

Corporation, as lessee, for a primary term of five years from date.
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43.

45.

48.

47.

48.

49.

50.

51.

52.

53.

54,

55.

56.

57.
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Dated February 8, 1973, recorded in Book 286, page 845, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to Samedan Ol ( Corporatron as lessee, for a primary term of five years from
date. ,

Dated January 25, 1973, recorded in/Book 286 page 647, Oil and Gas Records, from Joe Dennis,
et ux, as lessors, to Samedan Oil Corporation, as lessee, for a primary term of five years from
date.

Dated February 13, 1974, recorded hn Book 286, page 649, Qil and Gas Records, from Frances
J. Freeman, as lessor, to Samedan I0il Corporation, as lessee, for a primary term of five years
from date.

Dated September 6, 1977, recorded in Book 305, page 321, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to Samedan Oil Corporatron as lessee, for a primary term of five years from
February 6, 1978.

Dated October 24, 1977, recorded in Book 308, page 541, Qil and Gas Records, from W. E. Gore,
et ux, as lessors, to Samedan Qil Cbrporation, as lessee, for a primary term of three years from
January 2, 1978.

Dated Qctober 24, 1977, recorded in Book 307, page 84, Oil and Gas Records, from New Mexico
Bank and Trust Company, as Trustee for Freda Wright Watson Madding , as lessor, to Samedan
Oil Corporation, as lessee, for a primary term of three years from January 29, 1978.

Dated November 29, 1977, recorded in Book 307, page 671, Oil and Gas Records, from Frankie
Monteith, as lessor, to Samedan Qil Corporation, as lessee for a primary term of five years from
Januaryz 1978.

Dated July 31, 1978, recorded in Book 312, page 745, Qil and Gas Records, from Joe Dennis, et
ux, as lessors, to Samedan Qil Corporation, as lessee, for a primary term of three years from date.

Dated September 22, 1978, recorded in Book 313, page 661, Oil and Gas Records, from Frances
J. Freeman, as lessor, to Samedan Oil Corporation, as lessee, for a primary term of five years
f_rom February 13, 1979.

Dated December 23, 1980, recorded in Book 334, page 113, Oil and Gas Records, from New
Mexico Bank and Trust Company, Trustee for Freda Wright Watson Madding Trust, as lessor, to
Lee House, as lessee, for a primary term of three years from January 28, 1981.

Dated December 19, 1980, recorded in Book 334, page 115, Oil and Gas Records, from W. E.
Gore, et ux, as lessors, to Lee House as lessee, for a primary term of three years from January
2, 1981.

Note: The foregoing eightleases|are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass, Samedan Qil Corporation and Abernathy Exploration Co.

Dated March 20, 1985, recorded in Book 388, page 203, Oil and Gas Records, from First

Interstate Bank of Lea County, Trustee of the Freda Irene Madding Wright Trust, as lessor, to
Michael S. Richardson, as Iessee for a primary term of three years from date.

Dated March 27, 1985, recorded in Book 388, page 207, Oil and Gas Records, from Frances J.
Freeman, as lessor, to Robert P.Byron, as lessee, for a primary term of three years from date.

Dated March 18, 1985, recorded in Book 388, page 210, Oil and Gas Records, from Sandra Lee
Ponder Joy, as lessor, to Robert P, Byron, as lessee, for a primary term of five years from date.

Dated April 8, 1985, recorded in Book 388, page 213, Oil and Gas Records, from Don Dennis,
Executor, as lessor, to Robert P.‘ Byron, as lessee, for a primary term of three years from date.

Dated March 18, 1985, recorded|in Book 388, page 218, Oil and Gas Records, from W. E. Gore,
et ux, as lessors, to Robert P. Byron, as lessee, for a primary term of five years from date.

Note: The foregoing five leases are owned of record by Horizon Exploration Company.

Dated April 28, 19923, recorded i m Book 498, page 484, Oil and Gas Records, from Clarabel Gore,
as lessor, to Randy V Watts, as lessee, for a primary term of five years from date.
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Dated May 6, 1993, recorded in Book 498, page 488, Oil and Gas Records, from Frances J.
Freeman, as lessor to Randy V. Watts as lessee, for a primary term of three years from date.

Dated December 10, 1993, recorded in Book 498, page 490, Oil and Gas Records, from United
New Mexico Trust Company, Trustee of the Fredia Madding Wrrght Trust, as lessor, to Randy V.
Watts, as lessee, originally for a pnmary term of three years from date but extended to be for a
primary term of four years from date.

Dated December 27, 1993, recorded in Book 498, page 482, Oil and Gas Records, from Sandra
Lee Ponder Joy, as lessor, to Randy’V. Watts, as lessee, for a primary term of three years from
date.

Dated December 6, 1994, recorded in Book 509, page 349, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to Randy V. Watts as lessee, for a primary term of one year from date.

Dated December 6, 1994, recorded in Book 509, page 280, Oil and Gas Records, from G. T.
McAlpin, et ux, as lessors, to Randy V. Watts, as lessee, for a primary term of one year from date.

Note: The foregoing six leases are owned of record by David Petroleum Corp., Santa Fe Energy
Resources, Inc., McMillan ﬂroductron Company, Inc., Permian Exploration Corporation and
Nearburg Exploratron Company, LLC.

Dated January 31, 1995, recorded in Book 511, page 694, Oil and Gas Records, from Don C.
Dennis, et al., as lessors, to Randy V. Watts, as lessee, for a primary term of two years from date.

Dated February 14, 1995, recorded in Book 511, page 700, Oil and Gas Records, from Jessie A.
Dennis, as lessor, to Randy V. Watts, as lessee, for a primary term of two years from date.

Note: The foregoing two leases are owned of record by Randy V. Watts and wife, J. Michelle
Watts and/or David Petroleum Corp., Santa Fe Energy Resources, Inc., McMillan
Production Company, Inc. and Permian Exploration Corporation.

Dated October 24, 1995, effective December 7, 1995, recorded in Book 524, page 336, Oil and
Gas Records, from lora B. McAlpm as lessor, to Randy V. Watts, as lessee, orlgmally for a
primary term of one year from December 7, 1995 but extended to be for a primary term of two
years from said date.

Dated October 24, 1995, effectiveé December 7, 1995, recorded in Book 528, page 558, Qil and
Gas Records, from G. T. McAlpin, et ux, as lessors, to Randy V. Watts, as lessee, originally for
a primary term of one year from December 7, 1995 but extended to be for a primary term of two
years from said date.

Dated April 16, 1997, recorded in Book 798, page 511, Oil and Gas Records, from Jessie A.
Dennis, as lessor, to Randy V. Watts, as lessee, for a primary term of two years from date.

Note: The foregoing three leases are owned of record by Randy V. Watts and wife, J. Michelle

Watts, but it appears that! David Petroleum Corp. may claim an interest.
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STUBBEMAN, McRAE, SEALY, LAUGHLIN & BROWDER, INC.
ATTORNEYS AT LAW

MIDLAND, TEXAS
FASKEN CENTER » TOWER TWO
‘550 WEST TEXAS AVENUE, SUITE 800 « 78701
P.0. BOX 1540 70702

ALLEN G. HARVEY §15/682-1618
LICENSED IN TEXAS AND NEW MEXICO FACSIMILE 915/682-1351
DIRECT DIAL 888-0290 FACSIMILE 915/852-4884

aharvey@stubbemaniawfirm.com

January 6, 2003

ORIGINAL DRILLING TITLE OPINION

David H. Arrington Oil & Gas, Inc.

214 W. Texas, Suite 400 ' y
P. O. Box 2071

Midland, TX 79702

Attn:  Mr. David H. Arrington

Re: June Danglade Speigjht, et al. oil and gas leases covering the following land in LEA
COUNTY, NEW MEXICO:

Township 15 South, Range 34 East, N.M.P.M.
Section 26: 8/2,

P
7 Q re&vxgﬁm - 4&&»@5 Lt e
(/U. S?’-‘\/l/‘rv’

containing 320 acres, more or less.

Gentlemen:
We havé examined the following:
ABSTRACT
Abstract No. 02-621, in four parts, certified by Elliott. & Waldron Title & Abstract Co., Inc. as

ng the mineral estg? only of captioned land for the period from inception of the records to
November 13, 2002 at 7:00’a.m., containing 1,052 pages.

Based upon examination of the foregoing and subject to the title requirements hereinafter made,
we find that as of November 13, 2002 at 7:00 a.m., title to captioned land is vested as follows:

FEE TITLE

Surface Estate:

Not reported; however, the surface énd mineral estates were completely severed on July 28, 1937.

Mineral Estate:

S/2 SE/4 of Section 26:

June Danglade Speight, as her separate property ..... LeaseNo.1 .............. D All

N/2 SE/4 of Section 26:
Marshall & WInston, INC. .. ..o Lease NO.2 ... ... o, 3/4
Winston Partners, Ltd. . ........ ... ... .. ... .. ... LeaseNo.3 ... ... . ... .... 1/4

NE/4 SW/4 of Section 26:

Bank of America, N.A., Trustee of the
Gay Crabb Karger Trust ............oiviina.. leaseNo. 4 ................ 57.50%

Bank of Americé, N.A., Trustee of the
Lawrence E. KargerTrust ... ........ ... ... ... ..... LeaseNo.4 ... .......... ... 17.50%
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- 3ank of America, N.A., Trustee of the - . N ;
Billy Easley Trust ... . LeaseNo. 4 ................ 25.00%

W/2 SW/4 of Section 26:

H-D Mineral Properties,apartnership . . .............. LeaseNo.5 ........... ... . ... 1/2

Bobby V. Bell and wife, Christine Jane Bell, -

as jointtenants  .......... e LeaseNo.6 ................... 1/2

SE/4 SW/4 of Section 26:

Don C. Dennis, Trustee of the

JM. Dennis Trust . ... . i LeaseNo. 7 ... ... .. .. ... ... 1/16

Don C. Dennis, as his separate property ............. LeaseNoO. 7 .................. 1/48

The heirs or devisees of Barron Duff Dennis .......... LeaseNo.8 .................. 1/48

JoAnn DeNitto, as her separate property ............. Lease No.9 ... .. e - 1/48

Angela McAlpin, Personal Representative

of the Estate of G. T. McAlpin, deceased ............. LeaseNo. 10 .............. ... 1/16

Lora B. McAlpin, as her separate property ............ LeaseNo. 11 ...... e 116>

* The royalty attributable to this interest is owned by Lora B. McAlpin, Trustee of the Lora B. McAlpin Trust
dated July 23, 1991.

Sandra Lee Ponder Joy, as her separate property ...... leaseNo. 12 .................. 1/.8'

Western Commerce Bank, Trustee of the ﬁrances J.

Freeman Revocable Living Trust u/t/a dated 9/1/92 . . ... LleaseNo. 13 ........ ... ...... 1/8

Wells Fargo Bank New Mexico, N.A., successor to

Norwest Bank New Mexico, Trustee of the Fredia

Irene Madding Wright Trust u/t/a dated 7/10/67 ........ LeaseNo. 14 . ........... ... 3/20

Bert Ronald Wright, as his separate property .......... LeaseNo. 14 ................. 1/20

Barbara Wright Seward, as her separate property ... ... LeaseNo. 14 ................. 1/20

The heirs or deviseesof W.E. Gore ... .............. Unleased ..................... 1/8

Charlsie E. Savage, whose marital status is unknown ... Lease No.' 15 o 1/16

G. G. Gore, whose mérital statusisunknown .. ........ LeaseNo. 16 ................. 1/16

OIL AND GAS LEASEHOLD ESTATE

S/2 SE/4 of Section 26:

David H. Arrington Qil & Gas, Inc. . .................. Lease No.1 ........... 1/2 x 3/4 Wi

Devon SFS Operating, Inc.  ...................... leaseNo. 1 ........... 1/4 x 3/4 Wi

Chesapeake Exploration Limited Partnership . ......... LeaseNo.1 ........... 14 x 3/4 Wi

N/2 SE/4 of Section 26:

David H. Arrington Qil & Gas, Inc. . .................. Lease Nos. 2 &3 ....... 12 x3/4 Wi

Devon SFS Operating, Inc.  ......... ...ttt Lease Nos. 2 &3 ... .... 14 x 3/4 W

Chesapeake Exploration Limited Partnership . ......... Lease N0s. 2&3 . ...... 1/4 x 3/4 W
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NE/4 SW/4 of Section 26:

David H. Arrington Qil & Gas, Inc. .. ............. ..., Lease No. 4

Devon SFS Operating, Inc.

e ... lLease No. 4

Chesapeake Exploration Limited Partnership .......... Lease No. 4

W/2 SW/4 of Section 26:

..............

..............

........
........

.6 .plus 1/4x1/2x13/16 W~

T
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1/2 x 3/4 Wi
1/4 x 3/4 W

1/4x3/4 WI

1/2x1/2x3/4 WI

.6 .plus 1/2x1/2x13/16 Wi~

1/4 x 112 x 3/4 W

1/4 x 1/2 x 3/4 WI

.6 .plus 1/4x1/2x13/16 WI*

3/4 x 1/8 x 3/4 WI
1/2 x 1/16 x 4/5 W "
1/2 x 1/8 x 13/16 Wi 2
1/2x1/8 X 77.5% Wi 3

1/2 x 5/16 x 3/4 WI

1/4 x 1/16 x 4/5 W1’
1/4 x 1/8 x 13/16 W1 2
14 x 1/8 X 77.5% W1 ?
114 x 5/16 x 3/4 W

1/4 x 1/8 x 3/4 WI
1/4 x 1/16 x 4/5 W’
1/4 x 1/8 x 13/16 W1 2
1/4 x 1/8 x 77.5% W1 ®
1/4 x 5/16 x 3/4 W

1/8 ULMI

David H. Arrington Qil & Gas, Inc. . ... .oovevvvnnnn .. Lease No. 5
........................ Lease No
Devon SFS Operating, Inc. . ... ..ot Lease No. 5
........... veuivu......LeaseNo
Chesapeake Exploration Limited Partnership .. ........ Lease No. 5
...................... Lease No
* These interests are subject proportionately to a 1/16 overriding royalty interest owned as follows:
Dale Douglas, whose wife is Renee Douglas 1.00%
Alpine Petroleum, Inc. 1.00%
John R. McRae 1.00%
The Monument Abo Company 3.25%
SE/4 SW/4 of Section 26:
David H. Arrington Qil & Gas, Inc. . ... ... " Lease Nos. 7,8&9
Lease No. 10
Lease No. 13 plus .. ...
Lease No. 12 plus....
Lease Nos. 11,
14,15 & 16
Devon SFS Operating, Inc. . ........... LeaseNo. 10 ..................
Lease No. 13
Lease No. 12
Lease Nos. 11,
14,15 & 16
Chesapeake Exploration Limited ,
Partnership. . ...................... Lease Nos. 7,8 &9
Lease No. 10
Lease No. 13
Lease No. 12
Lease Nos. 11,
14, 15 & 16
Unleased . ...
Notes: !

Dale Douglas, whose wife is Renee Douglas
Alpine Petroleum, Inc.

John R. McRae ‘

The Monument Abo Company

Dale Douglas, whose wife is Renee Douglas
Alpine Petroleum, Inc. '

John R, McRae

The Monument Abo Company

HADOCS\23651M1\AGHDTO.WPD

1.00%
1.00%
1.00%
2.00%

1.00%
1.00%
1.00%
3.25%

These interests are subject proportionately to a 5% overriding royalty interest owned as follows:

. ‘ , ! .
These interests are subject pr‘opomonately to a 1/16 overriding royalty interest owned as follows:
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3 These interests are subject proportionately to a 2.5% overriding royalty interest owned as follows:
Dale Douglas, whose wfife is Renee Douglas .8333333%
Alpine Petroleum, inc. ' .8333333%
John R. McRae .8333334%

EXISTING OIL AND GAS LEASES

fé. Lease No. 1: yno% /80‘5. - Swadwdad
0 f)\“’w Date: March 16, 2000. 3-1k-03 /3-\-0On

Recorded: Book J110‘!3, page 692, Lea County Records.

Lessor: June D. Speight.

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: S/2 SE/4 of Section 26,
containing 80 acres, more or less.

Interest Covered: All.

Primary Term: Three years from date.

Royalties: 1/4 on oil and gas.

Shut-In Gas

Well Royalties: On or before ninety days after a well is shut-in and annually
thereafter lessee may pay an advanced shut-in royalty equal to
31. OO per net acre of lessor's gas acreage then held under the
lease.

Depository: None provided. All payments are to be made to the lessor at P. O.
Box 1687 Lovington, New Mexico 88260.

Delay Rentals: None provided. This is a paid-up lease.

VZ@S Pooling Provision: Lessee is authorized to pool the lands covered by the lease with

other lands into units not to exceed the standard proration unit fixed
by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico, plus a tolerance

of 10%.

Lease Form: Producers 88 - Producers Revised 1994 New Mexico Form 342P,
Paid-Up.

Unusual Provisions: 12. . Notwithstanding anything contained herein to the contrary,

it is hereby understood and agreed that at the expiration of
the primary term, this lease shall terminate as to all lands
covered hereby not then included in or otherwise aliocated
to a "well unit”, as hereinafter defined, unless lessee is
producing oil, gas or other hydrocarbons from any well on
the leased premises or lands pooled therewith, oris drilling
upon said fands across the expiration of the primary term as
provided for in the body of this lease, and does not allow
more than 180 days to elapse between the completion or
abandonment of one well on such {and and the
commencement of another well thereon until the leased
premises have been fully "developed”, as hereinafter
defined. Operations for drilling of the first such development
well must be commenced (a) within 180 days after the
expiration of the primary term if production is established
under this lease prior to the expiration of the primary term,
or (b) within 180 days of completion of the well which is
being drilied, tested or completed across the expiration of

HADOCS23651MNAGHDTO.WPD
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the primary term. Should lessee fail to timely commence a
well in accordance with the aforesaid 180 day continuous
drilling or development prior to the point in time the leased
‘premises have been fully developed, then this lease shall
terminaté as to all lands not included in or otherwise
“allocated to a well unit. For the purpose hereof, the term
“well unit” shall mean the proration or spacing unit created
for a well capable of producing oil and/or gas or other
- hydrocarbons in paying quantities as in accordance with the
applicable rules and regulations of the New Mexico Oil and
“Gas Commission or other governmental authority having
jurisdiction, and the term “fully developed” shall mean the
“point in time when the entirety of the leased premises has
been included in a well unit or units as defined. Atthe end
of the continuous drilling program, if any, this lease will
automatically terminate as to all lands covered hereby which
“have not been so fully developed, and as to the lands so
- fully developed shall terminate as to all depths lying more
than 100 feet below the total depth drilled on the Jeased
premises or lands pooled therewith. ¥

13. Payment of shut-in gas royalties will not be permitted to
~ maintain this lease in force for any period longer than two
consecutive years, without the written consent of lessor.

¥
o M-LeaseNo2: 1.\1/ “UT b = Swhendad
NN\“ g(/@“( Date: Mareh 30, 2000. 3 -Ro -e's/_ag&‘s S . Q&
Recorded: Book 1013, page 92, Lea County Records.
Lessor: Marshall & Winston, Inc,. —= Sowe &3 O e Gosdea,
Lessee: David H. Arrington Qil & Gas, Inc.
Land Covered: Township 15 South, Range 34 East, N.M.P.M.
Section 26 N/2 SE/4 9
\
Township 15 South, Range 35 East, N.M.P.M.
Section 23:  E/2, SE/4 NW/4, E/2 SW/4, NW/4 SW/4
Section 26:  Wi/2
Section 27: S/2 SE/4, SE/4 SW/4
Section 34: NW/4 NE/4,
containing 1,040 acres, more or less.
Interest Covered: 3/4 interest in the N/2 SE/4 of Section 26.
Primary Term: Three years from date.
Royailties: 1/4 on oil and gas.
Shut-in Gas ' : -
Well Royalties: On or before sixty days after the date on which a well is shut-in and

annu“ally thereafter, lessee shall pay as royalty the sum of
$1,040.00 per well for each shut-in gas well. The lease may not be
extended by payment of such annual shut-in gas well payments in

excess of two annual periods.

Depository: All payments are to be made to the lessor at P. O. Box 50880,
Midlénd, Texas 79710-0880. ¥
Delay Rentals: None provided. This is a paid-up lease.
Q{é) ¢ Pooling Provision: Lessee is authorized to pool the lands covered by the lease with

other lands into units not to exceed 40 acres plus a tolerance of
10% for oil and 640 acres plus a tolerance of 10% for gas.

HADOCS\23651\MINAGHDTO.WPD
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Speciai typewritten form.

13.

14.

15.

Lessee agrees to fumnish Lessor, at the request of Lessor,
'free of charge, one legible copy of any and all well or lease
‘data, information or reports concering any well, prgposed
‘well or any transaction affecting the leased premise$ when
such data, information or reports become available,
‘including, but not limited to, acoustical, electrical, gamma
ray, neutron, spectral or any other type log, drilling reports,
_completion reports, potential tests, drill stem tests, plugging
'and abandoning reports, assignments, drillihg opinions,
 division order opinions or any other title opinions, that affect
title to said lands. All such data, information and reports
shall, when requested and available, be mailed direct to
Lessor at the address set out above.

At the end of the primary term, if Lessee is engaged in
_drilling operations or if Lessee has completed a well on the
leased premises either as a dry hole or a commercial
producer within one hundred eighty (180) days prior to the
expiration of the primary term, this lease shall remain in
effect so long as operations are commenced and
~prosecuted with a cessation of no more than one hundred
" eighty (180) days between the completion of one well on
" said land as a well capable of producing oil and/or gas in
paying quantities or a dry hole and commencement of
- drilling of the next well on said land. Completion shall be
considered the date the well reaches total ‘depth.
Commencement shall be considered the date a rig capable
of reaching total depths is placed on location.

As used herein, the term “proration unit’” means a tract as -
nearly in‘the form of a square as possible allocated by the

. appropriate governmental regulatory body to a well, which

tract is of such size as to entitle the well to a full allowable.

. Anything herein to the contrary notwithstanding, this lease
- will terminate at the end of the primary term or at the.end of

any continuous development program as herein provided as
to the following:

(a) Each proration unit on which a dry hole has been
drilled, and each undrilled proration unit; and

(b) . Allhorizons below 100 feet below the deepest depth
drilled.on each proration unit.

At the end of the primary term or any extensions allowed
hereunder and at the request of Lessor, Lessee agrees to
prepare and deliver a release of all lands and horizons not
earned under this lease.

|
Note: Lease No. 3 is on the same form and contains the same terms and provisions as Lease No. 2,

except as follows:

o« Lease No. 3:

/ ' <

2 Date:
=

|- 2~ 2-Recorded:

N Y“"()(

Lessor:

Land Covered:

Interest Covered:

HADOCS\23651NAGHDTO.WPD
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March 30, 2000. -30-03 /3-30-0¢
Book 1013, page 689, Lea County Records. —~
Winston Partners, Ltd. I

Township 15 South, Range 34 East, N.M.P.M.

Section 286:

N/2 SE/4.

1/4 interest.
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Depository: clo Sargent Management, 4800 First Bank Place, Minneapolis,
anesota 55402.

‘ , .

Unusual Provisions: Same as Lease No. 2. LA 2t o

Lease No. 4: J
! o Date: (
B,
Q\} N ?" Recorded:

Lessor: Bank of America, N.A., Trustee of the Gay Crabb Karger Trust, the
Billy Easley Trust and the Lawrence E. Karger Trust.

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: NE/4 SW/4 of Section 26,
containing 40 acres, more.'or less.

Interest Covered: All interest (See Requirement No. 7)

Primary Term: hree[ years frgm date and as long thereafter as oil and gas or

ther of therrf’is produced in paying quantities from said lands or
lands thh which said land is pooled hereunder and the rovalties are
paid as provided.

Royalties: 1/4 on oil and gas.

Shut-In Gas '

Well Royalties: On orbefore ninety days after the date on which (1) production from
any well is shut-in or suspended or the lease is no longer
mamtamed by compliance with other provisions hereof whichever
is the later date and annually thereafter lessee may pay as royaity
a sum of $1.00 per acre or a minimum of $50.00 whichever is
great‘er for each and every shut-in gas well. In no event shall shut-
in well payments maintain the lease in force for a cumulatlve period
exceedmg two years. v

Depository: All payments are to be made to the lessor at P. O. Box 830308,
Dallas, Texas 75283.

Delay Rentals: None provided. This is a paid-up lease.

s Pooling Provision: Lessee is authorized to pool the lands covered by the lease with
X — other lands into units for oil not to exceed 40 acres and units for gas
not to exceed 640 acres.

Lease Form: Bank of America special form.

Unusual Provisions: 3. (9) Lessee agrees that if it enters into any contract for

sale of any Products from this lease, which shall
extend for 3 (three) years from the effective date of
such sales contract and such contract does not have
adequate provisions for redetermination of price at
intervals of not less frequently than annually, then
Lessee, its successors and assigns, shall in advance
of executing any such sales contract provide Lessor
with a full and complete copy of the proposed
contract for the purpose of allowing Lessor to
determine whether Lessee may sell Lessor‘q royalty
share of Products under Lessee’s proposed sales
contract. Lessor shall, within thirty (30) days’ of
receiving such sales contract, notify Lessee as to
whether Lessee may sell Lessor's royalty share of
Products under Lessee’s proposed sales contract.
In the event Lessor approves Lessee’s proposed

HADOCS\23651\MINAGHDTO.WPD
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sales contract, Lessee shall pay the Lessor 1/4 (one-
fourth) of all consideration received by or for the
benefit of Lessee under said contract, without

- deducting any post-production costs or expenses,
including without limitation, cost or expenses for
dehydrating, transporting, compressing, ﬂ?%‘eating,
gathering, or otherwise rendering marketable or
marketing the Products. In the event Lessor does
not approve Lessee’s proposed sales contract, then
Lessor's royaity shall nonetheless, be calculated by
using the highest price paid or offered for Products
of comparable quality in the general area where
produced and when run.

(h) Lessor, at its sole option and discretion, may from
time to time elect to take in kind and separately
dispose of its royalty share of the gas for such
periods of time as Lessor may designate in writing.
In the event Lessor elects in writing to take and
separately dispose of its royalty share of the gas, an
appropriate gas balancing agreement shall be
entered into between the parties. It is expressly
agreed, however, that the inclusion of an option to
permit Lessor to take its royalty gas in kind shall not
modify or limit Lessee’s duty to pay royalties as
provided herein or to market the gas at such times,
and from time to time, as Lessor does not choose to
take and separately dispose of its royalty gas.

(@ Within 120 days following the first sale of oil or gas
produced from the leased premises, settlement shall
be made by Lessee or by its agent for royalties due
hereunder with respect to such oil or gas sold off the
premises, and such royaities shall be paid monthly
thereafter without the necessity of Lessor executing
a division or transfer order. If said initial royalty
payment is not so made under the terms hereof, this
lease shall terminate as of 7 a.m. the first dgy of the
month following the expiration of said 120-day
period. After said initial' royalty payments, with
respect to oil or gas produced during any month, if
royalty is not paid hereunder on or before the last
day of the second succeeding month, this lease shall
terminate at midnight of such last day.

THIS IS A PAID-UP OIL & GAS LEASE, ALL DELAY
RENTALS REFERRED TO HEREIN ARE PAID IN
FULL

No assignment of this lease, or interest therein, may be
made without written approval of the Lessor, such approval
shall not be unreasonably withheld.

Lessor herein executes and delivers this lease without
warranty of title either express or implied.

Lessee shall advise Lessor in writing as to the location of
each well drilled upon the premises, or on land pooled
therewith, on or before seven (7) days after commencement
of operations, and shall advise Lessor in writing as to the
date of completion or abandonment of each wel drilled
within thity (30) days after such completion or
abandonment. Lessee agrees to furnish Lessor with all well
drilling, completion and production data, reports, title
opinions, logs and information when specifically requested
by the Lessor. Lessee agrees that immediately following
this instrument being recorded in the county records where
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the leased premises are located that Lessee will provide
Lessor with a copy of this fully recorded instrument as it
‘appears in said records.

15.  If at the end of the primary term this lease is still ig, force,
this lease shall expire as to all that part of said land (as
hereinafter described) on which there is not a producing oil
-or -gas well or on which Lessee is not then drilling or
reworking a well. At the end of the primary term, Lessee
shall select and designate a producing unit around and
including each producing oil or gas well or drilling or
reworking well, the area of such unit to be limited to and
“conform with the minimum area provided for or established
‘directly or indirectly in the applicable rules and regulations
of the appropriate governing body of the state in which the
subject acreage is located with reference to the spacing of
wells or the size of producing units. As to each producing
unit so designated, this lease shall continue in force so long
~as oil or gas ir produced in paying quantities therefrom or so
long as drilling or reworking operations are prosecuted
thereon as provided in paragraph 6 and shall be limited in
“depth from the surface down to and including 50 feet below
' the base of the deepest producing formation however such
fower depth limit shall not exceed 100 feet below the
deepest producing perforation within the wellbore situated
on that producing unit; and Lessee shall execute a release
of this lease as to the balance of the land covered hereby as
well as formations at depths below the respective producing
units. In the absence of field rules promulgated by the
appropriate governing body of the state in which such
acreage is located, the term “producing unit” as used herein
means the following number of acres, depending on the
depth to which the well has been drilled, and whether the
well is an oil or gas well: A. 40 acres for an oil well
completed at any depth; B. (i) 80 acres for a gas well
completed at a depth of less than 2,000 feet subsurface; (ii)
160 acres for a gas well completed at a depth of 2,000 feet
subsurface to 6,000 feet subsurface; (jii) 320 acres for a gas
~ well completed at a depth of 6,000 feet subsurface to 9,000
feet subsurface; (iv) 640 acres for a gas well completed at
a depth greater than 9,000 feet subsurface. If a portion of
Lessee’s rights terminate as provided in this Paragraph 15,
then Lessee shall designate in writing the acreage it is
- allowed to retain around each oil well and each gas well and
such written designation shall be filed for record in the
county in which such acreage is located. Lessee shall be
~ entitled to designate the number of acres above specified in
a form of his choosing so long as no side is more than twice
as long as any other side. The provisions of this paragraph
15 shall not have the effect of relieving the Lessee of its
obligations to develop the lease with reasonable diligence
after oil or gas is first discovered in paying quantities.

Oq- Lease No. &: 1.8 /LA z-‘f PO | Ld

<. )-Date:
N\/ )( /‘g
M Recorded:
Lessor;

Lessee:;

Lands quered:

HBADOCS\23651\MINAGHDTO, WPD

June 21, 2000. ©-2\~03 /-21\-0m

! e S
Book 1029, page 127, Lea County Records.

H-D Mineral Properties

David H. Arrington Qil & Gas, Inc.

W/2 SW/4 of Section 26,

containing 80 acres, more or less.



Interest Covered:
Primary Term:
Royalties:

Shut-in Gas
Well Royalties:

Depository:

Pooling Provision:

Lease Form:

Unusual Provisions:
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1/2 interest. . ' -
Three years from date.

1/4 on oil and gas.

P

On or before ninety days after a well is shut-in and annually
thereafter lessee may pay as royalty an amount per year equal to
$5. OO‘ per net mineral acre for the acreage within the- proration unit
allocated to such gas well. After the end of the primary term,

payment of shut-in gas royalty will maintain the lease only as to the
prorapon unit allocated to such shut-in well and only for any single
pernod not to exceed two years provnded however, lessee shall be
entltled to evoke the shut-in royalty provisions from time to time for
periods not to exceed two years, provided that lessee shall have
actually marketed gas in paying quantities from said land or land
pooled therewith in good faith after the end of each prior period for

wh:ch lessee is paid shut-in gas royalty under the lease.

All payments are to be made to the lessor at P. O. Box 3061,
Midland, Texas.

Lessee is authorized fo pool the lands covered by the lease with
otherilands into units not exceeding 40 acres for oil or 320 acres for
gas plus a tolerance of 10% each. -

Producers 88H/98 Paid-Up with/Pooling.

2. The review period for purposes of determining whether
production is in paying quantities shall -be the 365
consecutive-day period chosen by Lessor.

3. (e) Lessee agrees that all royalties accruing under this
lease (including those paid in kind) shall be without
deduction for, and the value thereof shall ‘not be
reduced directly or indirectly so as to offset all or any
part of, the cost of producing, gathering,:ﬁstoring,
separating, treating, dehydrating, compressing,
processing, transporting and otherwise making the
oil, gas and other products hereunder ready for sale
or use. Lessee shall directly reimburse Lessor for
any charges, expenses or price differentials
occasioned by allowance for such costs and withheld
by any purchaser, gatherer, processor, pipeline
company, Lessee or others.

® Notwithstanding anything contained in paragraph 3
or elsewhere in this lease to the contrary, Lessor at
any time and from time to time on sixty (60) days
prior notice in writing to Lessee may require that
payment of all or any part of the royalties accrued to
Lessor under this lease on oil, gas or any product be
made in kind effective as of the first day of the
calendar month next following the expiration of said
sixty (60) day period or if payment of any such
royalties are then being made to Lessor in kind,
require that such in kind payment cease and that
payment of such royalties thereafter be made as
otherwise provided in this paragraph 3. In the event
Lessor elects to take in kind, Lessee shall make all
its leasehold and pipeline facilities available for
Lessor's use without charge or deduction therefor.

(h) Within ninety (90) days following the date of first sale
of oil and/or gas produced from said land, all
royalties from such production due Lessor by virtue
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of this lease shall be paid to Lessor. Thereafter,
royalty shall be paid to Lessor on or before the last
day of the second month succeeding the month of
production. in the eventroyalty is not so timely paid,
Lessee agrees that it will pay to Lessor intﬁﬁst on
the amount so due at the NationsBank of Texas,
N.A., prime rate per annum for the royalties so
owing, said interest to commence on the day
following the date such royalty is owing by the terms
hereof.

- After the discovery of oil and/or gas on said land, Lessee
- shall further develop said land as a reasonably prudent

operator would do in the same or similar circumstances.
Lessee shall adequately protect the oil and gas under said

- land from drainage from adjacent lands. The term “adjacent
" lands” refers to any offsetting proration unit, Including any

proration unit with a common corner to said land. In the
event a well or wells producing oil and/or gas in paying
quantities should be brought in on adjacent lands and
draining said land, Lessee agrees, within one hundred
twenty (120) days after such offset well commences actual
production, to commence drilling such offset well or wells as
are necessary to prevent drainage from said land. In lieu of
drilling of such offset to any such oil or gas well, Lessee
shall have the option of either releasing this Lease as to the
stratigraphic equivalent of the zone or horizon which
corresponds with that being produced in the offset well and
within a tract of land in as near the form of a square as
possible and constituting what would be the proration unit

~ established in conformity with the field rules or spacing laws

prescribed or permitted with respect to such offset well, with
Lessee retaining all other rights within such tract, or pay
Lessor monthly, as compensatory royalty, a sum equal to

- the payments which would be payable under this Lease on

the production from such offset well had same been
produced from said land and, as long as Lessee may elect
to pay such royalty in lieu of drilling an offset well,‘Lessee
shall have satisfied its offset obligation to Lessor as to such
well.

Notwithstanding anything contained herein to the contrary,
upon the expiration of _six_(6) months from the end of the
primary term hereof, this lease shall terminate as to all lands .
covered hereby, except as to each well capable of
producing oil and/or gas in paying quantities together with
the proration unit allocated thereto (the size of said proration
unitbeing hereby defined as the number of acres prescribed
by the proper governmental authority, as the minimum
number of acres required for the production of the maximum
allowable from a well in the particular field and from the
particular sand or formation involved) as of the date of such
termination from the surface down to the depth of 100 feet
below the: deepest producing depth in each such well
capable of: producing oil and/or gas in paying quantities.
Thereafter, Lessee shall promptly execute and deliver to
Lessor a recordable release of this lease as to all lands and
depths as to which the lease has so terminated. If after
thity (30) days written notice to Lessee by Lessor
requesting such release, Lessee fails to deliver such release
to Lessor, then this lease shall automatically termindte as to
all of said land. Upon such partial termination each such
producing proration unit shall become a separate lease
subject to all of the terms and provisions hereof, so that
production: and/or operations from one such producing
proration unit shall not constitute production and/or
operatnons.on any other such proration unit. Itis agreed that
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as long as this lease remains in force as to any part of said
land, any portion of the land as to which this lease expires
may, nevertheless, be used by Lessee, its successors and
assigns, to the extent reasonably necessary for ingress and
egress for gathering, transporting, treating, processing, and
storing oil and/or gas produced from the land as B which
this lease remains in force.

13.  Lessee agrees to furnish to Lessor, upon written request
‘and without cost, daily drilling reports, copies of all logs run,
‘surveys made, and any other well information pertaining to
'wells drilled on said land, or on land pooléd therewith,
copies of reports and forms filed by Lessee with the state,
‘regulatory agencies in connection with such wells, and
copies of all title opinions obtained by Lessee covering said
land. Lessor agrees to hold all such information confidential
-s0 long as this lease is in force as to any part of said land,
~or until such earlier time as such information is otherwise
generally available to the public.

Note: Lease No. 6 is on the same form and contains the same terms and provisions as Lease No. 1,

* except as follows:

- Lease No.6: waz 193 g,;,-,\.._“,.\...é\ 2 -28 -0

] . - =
/,9}” Date: March 28, 2000. >-18%.073
,0\"% ’

{ /\) i Recorded: Book 1013, page 727, Lea County Records.
\Wr\‘ Lessor: Bobby V. Bell gnd wife, Christine Jane Bell.
Land Covered: W/2 SW/4 of Section 26,

containing 80 acres, more or less.

Interest Covered: 1/2 interest.

Primary Term: Three years from date.
Royalties: 3/16 on oil and gas.

Depository: All payments are to be made to the lessor at 2525 Ridgeview Road,

Camden, Arkansas 71701.

Unusual Provisions: None.

Note: Lease No. 7 is on the same form and contains the same terms and provisions as Lease No. 1,
except as follows:

' Lease No. 7:

0/ (_2:.5
(2 Date: February 1, 2002. T~ -O357
\ NE }"30 Recorded: Book 1142, page 787, Lea County Records.
- ‘
N Lessor: Don C. Dennis, individually and as Trustee of the J. M. Dennis
Trust.
Land Covyered: - SE/4 SW/4 of Section 28,

-
containing 40 acres, more or less.

£E

Interest Covered: 1/12 interest.
Primary Term: Three years from date.
Royalties: 1/4 on oil and gas.

HADOCS\23651\MINAGHDTO.WPD
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Depository: All payments are to be made to the lessor at P. O. Box 1738,
| Lubbock, Texas 79408,

Unusual Provisions: 12. Notwithstanding anything contained hereinabove to the
contrary, it is understood and agreed that at the eﬁpiration
of the primary term, this lease shall terminate as to'all lands
covered hereby not included in or otherwise allocated to a
“well unit” as hereinafter defined, unless lessee is producing
oil, gas or other hydrocarbons from any well on the leased
premises, or lands pooled therewith, or is drilling upon said
lands across the expiration of the primary term as provided
for in the body of this lease, and does not allow more than
180 days to elapse between the completion or
abandonment of one well on such land and the
commencement of another well thereon until the leased
premises have been “fully developed”, as hereafter defined.
Operations for drilling of the first such development well
must be commenced (a) within 180 days after the expiration
of the primary term if production is established under this
lease prior to the expiration of the primary term, or (b) within
180 days of completion of the well which is being drilled,
tested or completed across the expiration of the primary
term. Should lessee fail to timely commence a well in
accordance with aforesaid 180 days continuous drilling or
development prior to the point in time the leased premises
have been fully developed then this lease shall terminate as
to all lands not included in or otherwise allocated to a well
unit. Forthe purpose thereof, the term “well unit” shall mean
the proration or spacing unit created for a well capable of
producing oil and/or gas or other hydrocarbons in paying
quantities as in accordance with-the applicable rules and
regulations of the New Mexico Oil Conservation Division or
other government authority having jurisdiction, and the term
“fully developed” shall mean the point in time when the
entirety of the leased premises has been included in a well
unit or units as defined. The date of completion of a well
shall be the date of a potential test if a producing well and
the date of plugging if a dry hole or abandoned well. At the
end of the continuous drilling program, if any, this lease will
automatically terminate as to ali lands covered hereby which
have not been so fully developed and as to lands so fully
developed shall terminate as to all depths lying more than
100’ below the base of the deepest zone or stratigraphic
interval producing in a well lessee has theretofore drilled
thereon, which zone or stratigraphic interval is to be
identified from the electric log or logs of said well.

13. Lessor's royalty shall never bear or be chargeable with,
either directly or indirectly, any part of the costs or expenses
of producing, gathering, storing, separation, treating,

- dehydrating, compressing, processing, transporting, and
otherwise making the oil, gas and other products hereunder
ready for sale or use,

14. Payment of shut-in gas well royalties will not be permitted to
maintain this lease in force for any period longer than two
(2) consecutive years, without the written consent of lessor.

Note: Lease No. 8is on the same form and contains the same terms and provisions as Lease No. 1,

except as follows:
o

14

o Y‘*v Lease No. 8:

Res
o Date: February 1, 2002. 2 ~\ ~D ST
}ax Recorded: Book 1140, page 7086, Lea County Records.

RHADOCS\23651\M1\AGHDTO.WPD
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Lessor: : o Jessia‘ A. Dennis,-sole heir of Barron Dennis.
Land Covered: SE/4 SW/4 of Section 26,

| contai;ning 40 acres, more or less. o
Interest Covered: Appaxj'ently 1/48 interest. See Requirement No. 12 below.
Primary Term: Threa_years from date.
Royalties: 1/4 on oil and aas.

Depository: All payments are to be made to the lessor at 231 Mlddlebury, San
Antonio, Texas 78217. :

Unusual Provisions: Sama as Lease No. 7.

Note: Lease No. 9 is on the same form and contains the same terms and provisions as Lease No. 1,
except as follows:

0\/. Lease No. 8:

)/zy Date: February 1, 2002. T -t~
\ m /f)\/ Y Recorded: Book 1139, page 683, Lea County Records.
N Lessor: JoAnn DeNitto.
Land Covered: SE/4 SW/4 of Section 26,
containing 40 acres, more or less.
Interest Covered: 1/48 interest.
Primary Term: Three years from date.
Royalties: 1/4 Of oil and gas.
Depository: All payments are to be made to the lessor at 2036 Mustang Drive,

Levelland Texas 79338,
Unusual Provisions: Same as Lease No. 7.

Note: Lease No. 10is on the same form and contains the same terms and provisions as Lease No. 1,
except as follows:

Lease No. 10: '
Date: | April 10, 2000, $-t6-=3

Recorded: : Book 1023, page 636, Lea County Records.
Lessor: Angela McAlpin, Personal Representative of the Estate of G. T.
McAlpin.

Land Covered: SE/4 SW/4 of Section 26, | @ L 32 e
ey A- 03 ) =202/l

contalnmg 40 acres, more or less. & ¢.&
<

@R ax %wg‘ N
< ‘c‘smv (/‘Lde-g\ A \ Q@_Q ft ‘

Interest Covered: ‘ 1/ 1@ interest. e

)

Thrae years from date.
|

Royalties: 1/5 on oil and gas.

Depository: All payments are to be made to the lessor at 665 Lincoln Court,
Grand Junction, Colorado 81503,

HADOCS23651INAGHDTO.WPD
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Unusual Provisions: None.

. \ : .
Note: Lease No. 11 is on the same form gnd contains the sam v . bo«) < go):m)’ﬁ’\ﬁ-"z

except as follows: N Y T
p o | ows =\ ~‘~::§@M§@% et
— // T o Qodh —=2 gfmg*;m'
oy S m-»-l-r—-s‘-——'-""""“"’“'“""""""'”w"‘ y
: December 12, 2000. “
oo \s—“*\\/ Wwwm";nmhgﬁm“wwwﬁ ~~~~~~~~~~~~~~~~~~~~~~~~
{/7 Recorded: Book 1059, page 438, Lea

Lessor: Lora B. McAlpin. S ——

Land Covered: SE/4 SW/4 of Section 26, X s

containing 40 acres, MO Ol e

Interest Covered: 1/16 interest.

Primary Term: Three years from date.

Royalties: 1/4 on oil and gas.

Depository: All payments are to be made to the lessor c/o Robert McAlpin, 1817

Welch Ave., Apt. A, College Station, Texas 77840.
Unusual Provisions: Noné.

Note: Lease No. 12 is on the same form and contains the same terms and provisions as Lease No. 1,
except as follows: ~
Tb? leagad 1-2%~03F bj David Verrelaunw Cavp

l.ease No. 12: 108 /qg 2.
Date: " March 16, 2000.
Recorded: C“ Book‘ 1013, page 729, Lea County Records.
Lessor: ) Sandra Lee Ponder Joy.
Land Covered: SE/4'SW/4 of Section 26,

containing 40 acres, more or less.

Interest Covered: 1/8 interest.

Primary Term: Three years from date.

Royalties: 22.5% on oil and gas.

Depository: All payments are to be made to the lessor at Rt. 2, Box 1890,

Cranfills Gap, Texas 76637.

Unusual Provisions: None.

Note: Lease No. 13 is on the same form|and éonteins the same terms and p gvisions as Lease No. 1,
except as follows: Gr;awmv N o pofes €8 aw-»»cwe&\

A
Lease No. 13: A srrock & Ra. RG'-U-M\# =Wouw & P BN

A £
i / tasid o Div ir / ¥t

Date: February 16, 2000. 2.10.23 tefoy
Recorded: Bool‘< 1013, page 155, Lea County Records. t
Lessor: Frances J. Freeman, a/k/a Patsy Shipp Freeman, a widow.

HADOCS\23651\MNAGHDTO.WPD
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Land Covered:

interest Covered:
Primary Term:
Royalties:

Depository:

Unusual Provisions:

Adacs

Lease No. 14:

s
-

Date:
Recorded:

Lessor:

Lessee:

Land Covered:

Interest Covered:
Primary Term:
Royalties:

Shut-In Gas
Well Royalties:

Depository:

Pooling Provision:

Lease Form:

Unusual Provisions:
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SE/4 SWi4 of Section 26, ' | -
containing 40 acres, more or less.

1/8 inferest. 'y
Threelyears from date.

3/16 on oil and gas.

All payments are to be made to the lessor at 208 E. Llano, Hobbs,
New Mexico 88240.

None.}
W ©-s-ol

& - S 06

Book 1029, page 292, Lea County Records.

Wells. Fargo Bank, New Mexico, N.A., successor by merger to
Norwest Bank, New Mexico, N.A., Trustee for the Fredia lrene
Madding Wright Trust.

David H. Arrington Qil & Gas, Inc.
SE/4ESW/4 of Section 26,
containing 40 acres, more or less.
1/4 interest.

Three years from date.

1/4 on oil and gas.

Q_E, .

On or before ninety days after the date on which (1) the gas well is
shutdin or (2) this lease is no longer maintained by other provisions
hereof whichever is the later date lessee may pay as royalty a sum
of $25.00 for each acre ascribed to the gas well pursuant to
paragraph 7 of the lease provided, however, in no event shall the
amount of such royalty be less than $50.00 after applying the
proportionate reduction provision contained in the lease. In no
event shall shut-in well payments maintain the lease in force for a
cumulative period exceeding two years.

All payments are to be made to the lessor at P. O. Box 5825,
Denver, Colorado 80217.

Lessee is guthorized to pool the lands covered by the lease with

other lands into units for oil not to exceed 40 acres each and for gas
640 'acres each.

A special typewritten form (2-22-2000/Cheyenne).
3. ) Except as may be permitted for proceeds received
by Lessee under Subparagraphs (c) and (d) above,
all royalties payable to Lessor shall be free, clear
and without deduction for any costs of maiketing,
gathering, transporting, separating, processing,
dehydrating, compressing or other costs in making
the oil and gas available and marketable at the place
of sale or use; provided, however, Lessee shall have

free use of oil and gas for lease operations
conducted on the leased premises under the terms
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of this lease (but in no event shall such free use of
oil and gas extend to fuel gas used in plant
operations).

Lessee agrees that it will not enter into any gontract
for the sale of oil or gas production from this lease
which shall extend more than three (3) years from
the effective date -of such contract, unless such
contract has adequate provisions for the
redetermination of price at intervals not less
frequently than one year. Upon written request by
Lessor, Lessee shall advise Lessor of the price and
other pertinent terms under which production from
the leased premises is being sold. In the event
Lessee enters into a gas purchase contract
containing whatis commonly referred to as a “take or
pay” provision and the purchaser under such gas
purchase contract makes any payment or payments
of any nature to Lessee for failure to take delivery of
a required minimum volume of gas, then Lessor shall
be entitled to a fractional share of all such payment
or payments so made to Lessee, such fractional
share to be the same as provided in Subparagraph
(b) above.

Lessee is unconditionally obligated to Lessor make
the payment of royalties hereunder, irrespective of
the failure or bankruptcy of any third party oil or gas
purchaser and without the necessity of Lessor
executing a division order or transfer order. Further,
Lessee shall bear full responsibility for payment of all
royalties hereunder, irrespective of any split-stream
marketing of production. Accounting and payments
to Lessor of royalties from the production of oil and
gas from any well shall commence and thereafter be
paid in full compliance with the applicable provisions
of the laws of the State of New Mexico and failure to
so comply shall entitle Lessor to the remedies
therein provided. If Lessee at any time fails to make
royalty payments to Lessor in compliance with the
applicable provisions of the laws of the State of New
Mexico Lessor may, at Lessor's option, cancel this
lease by giving Lessee thirty (30) days advance
written notice of such cancellation. Lessee may
avoid such cancellation by paying Lessor all sums
(including interest) then owed by Lessee prior to the
expiration of said thirty (30) day period. Acceptance
by Lessor of royalties which are past due shall not
act as a waiver or estoppel of Lessor's right to
receive or recover any and all interest due thereon
under the provisions hereof, unless a written
acknowledgment executed by Lessor expressly so
provides. Lessee shall pay all costs of litigation,
including reasonable attorney’s fees, expert witness
and consultation fees, incurred by Lessor in
connection with any lawsuit in which Lessor is
successful in recovering any royalties or interest
attributable to Lessee’s failure to timely pay royaities
as required herein.

If production is obtained from the leased prfémises,
the minimum royalty payable hereunder after the
primary term shall be $25.00 per acre per annum for
each acre ascribed to a well pursuant to Paragraph
7 on January 1 of each year in question. The only
credits applicable to this annual minimum royaity are
royalties actually paid during the year in question.
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Lessee shall pay to Lessor the actual royalties
provided for herein as they accrue. Within thirty (30)
days after the end of each year, upon written request
from Lessor, Lessee shall furnish Lessor with a
detailed statement of the actual productjgn and
royaities paid for the year in question and any
applicable credits. If such statement shows that the
minimum royalty provided for herein has not been
paid, Lessee shall remit the difference to Lessor with
the statement. Should Lessee fail to furnish such
statement or fail to pay the minimum payment
required within thirty (30) days-after written notice by
Lessor that such statement has not been received,
then Lessee shall have an additional thirty (30) days
to cure such default, failing which, this lease shall
terminate. Each year shall stand on its own, and
Lessee shall not apply any excess paid during one
year to a deficiency existing in any other year. The
annual periods provided for herein shall begin on
January 1% of the year immediately following the
~ year in which production is first obtained from the
leased premises. The provision for minimum royalty
shall in no way alter, limit, lessen, restrict, change or
impair the obligation of Lessee to develop the leased
premises reasonably and with due diligence.

‘Notwithstanding anything herein to the contrary, in order to
“maintain this lease in force and effect after the expiration of

the primary term as to the portion of the leased premises not
then ascribed to a producing well or shut-in well pursuant to

' the provisions of this Paragraph, Lessee shall be required to
" continuously drill wells on said lands (or lands pooled

therewith) after the expiration of the primary term so that
there is no cessation- of more than 180 consecutive days

. between the completion of one well and the commencement

of a subsequent well, thereby providing a contirnuous drilling
schedule after the expiration of the primary term.

. Commencement of the first well in such continuoussdrilling

program shall occur on (i) the expiration of the primary term
or (i) (180) days after the completion of the last well drilled

- on said lands within the primary term, whichever is later. If

at any time after the expiration of the primary term Lessee
fails to maintain said continuous drilling schedule, then this

" lease shall automatically terminate as to all of the leased

premises, SAVE AND EXCEPT the interval from the surface

- down to depth to which lessee sets production casing in said

well located on said unit:

(a) each well producing oil from said lands in paying
quantities, together with minimum acreage allowed

by the governmental authority having jurisdiction,
and

(b) each well producing gas from said lands in paying
quantities, or capable of producing gas in paying
quantities with all shut-in royalty payments then due
having been paid thereon, together with the
minimum acreage allowed by the governmental
authority having jurisdiction,

() the acreage around oil wells and gas wells b be a

near the form of a square or rectangle as is
practicable (but if a rectangle, the longest sides shall
be no more than twice the length of the shortest
sides) with the well located at a legal spacing
distance within its boundaries. UPON THE
TERMINATION OF THIS LEASE EXCEPT AS TO
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EACH OIL WELL AND EACH GAS WELL AND THE
NUMBER OF ACRES HEREINABOVE SPECIFIED
AROUND EACH SUCH WELL, EACH SEPARATE
TRACT AROUND AN OIL WELL AND EACH
SEPARATE TRACT AROUND A GASWELL SHALL
BE TREATED AS A SEPARATE LEASE THAT IS
SUBJECT TO THE PROVISIONS HEREOF. Insuch
event, the continuation of this lease as to each such
separate lease shall be determined by the
application of the provisions hereof to each particular
separate lease. Within sixty (60) days after the
termination of this lease except as to each oil well
and each gas well and the number of acres
hereinabove specified around each such well,
'Lessee shall designate and file of record a plat and
legal description of the particular acreage ascribed
to each well, fumishing Lessor a copy of such
instrument.

" No assignment of this lease or interest herein may be made
‘without written approval of the Lessor which consent shall

not be unreasonably withheld.

Lessee shall advise Lessor in writing as to the location of
each well drilled upon the premises or on land pooled
therewith, on or before seven (7) days after commencement
of operations and shall advise Lessor in writing as to the
date of completion or abandonment of each well drilled
within thity (30) days after such completion or
abandonment. Lessee agrees to furnish Lessor with all well
drilling, completion and production data, reports, logs and

- information when specifically requested by the Lessor.

If at the end of the primary term this lease is still in force this
lease shall expire as to all that part of said land (as
hereinafter described) on which there is not a producing oil
or gas well or on which Lessee is not then drilling or
reworking a well, At the end of the primary term:lLessee

- shall select and designate a producing unit around and
~ include each producing oil or gas well or drilling or reworking
~ well, the area of such unit to be limited to and conform with

the minimum area provided or established directly or
indirectly in the applicable rules and regulations of the
appropriate governing body of the state in which the subject
acreage is located with reference to the spacing of wells or
the size of producing units. As to each producing unit so
designated, this lease shall continue in force so long as oil
or gas is produced in paying quantities therefrom or so long
as drilling or reworking operations are prosecuted thereon
as provided in paragraph 6 and shall be limited in depth
from the surface down to and including fifty (50) feet below
the deepest depth drilled and Lessee shall execute a
release of this lease as to the balance of the land covered
hereby as well as formations at depths below the respective
producing units in the absence of field rules promulgated by
the appropriate governing body of the state in which such
acreage is located. The term producing unit as used herein
means the following number of acres depending on the
depth to which the well has been drilled and whether the
well is an oil or gas well: A. 40 acres for an oil well
completed at any depth plus a tolerance of 10% thefeof. B.
(1) 80 acres for a gas well completed at a depth of less than
2000 feet subsurface plus a tolerance of 10% thereof. (ll)
160 acres for a gas well completed at a depth of 2001 feet
subsurface to 6000 feet subsurface plus a tolerance of 10%
thereof. (ll) 320 acres for a gas well completed at a depth
of 6001 feet subsurface to 9000 feet subsurface plus a
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‘tolerance of 10% thereof. (IV) 640 acres for a gas well
-completed at a depth greater than 9001 feet subsurface
‘plus a tolerance of 10% thereof. If a portion of Lessee's
rights terminate as provided in this paragraph 15 then
[ Lessee shall designate in writing the acreage it is allowed to
'retain around each oil well and each gas well afl such
| written designation shall be filed for record in the county in
|which such acreage is located. The provisions of this
‘ ‘paragraph 15 shall not have the effect of relieving Lessee of
"its obligations to develop the lease with reasonable diligence
after oil or gas is first discovered in paying quantities.

19.  Wells Fargo Bank New Mexico, N.A. which éxecutes this
Lease in its fiduciary capacity as Trustee and not in its

- corporate capacity makes no warranties or representations

of title either express or implied, and any liability asserted
against the Trustee due to its execution of this Lease shall

be satisfied solely from assets held by them as Trustee of

" the Fredia Irene Madding Wright Trust at the time of such

assertion.

Note: Lease No. 15 is ofi the same form and contains the same terms and provisions as Lease No. 1,

except as follows:
0{(__ Lease No, 15:

) &%

w2~ Date:
lo

kﬂ Recorded:

‘1“\/,) (’ 3 g

Nf‘ o Lessor:
Land Covered:
Interest Covered:
Primary Term:
Royalties:

Depository:

Unusual Provisions:

January 5, 2001. V=S .0
Book 1059, page 436, Lea County Records.
Charlsie E. Savage.

SE/4 SW/4 of Section 26.

Apparently 1/16 interest. See Requirement No. 3 below.

Three years from date,

1/4 on oil and gas.

All payments are to be made to the lessor at P. O. Box 7, Deming,

New Mexico 88031.

None.

Note: Lease No. 16 is on the same form and contains the same terms and provisions as Lease No. 1,

except as follows:

Lease No. 16:

Ul’\

2% Date:

T

Ny
MN\ Ji . Lessor:

_ Recorded:

Land Covered:

interest Covered:
Primary Term:

Royalties:

HADOCS\23651MIAGHDTO.WPD

January 5, 2001. V~-57- o™\
Book 1061, page 451, Lea County Records.

G. G. Gore.

SE/4 ‘SW/4 of Section 26,

containing 40 acres, more or less.

Apparently 1/16 interest. See Requirement No. 3 below.

Three years from date.

1/4 on oil and gas.
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Depository: All péyments are to be made to the lessor at 2020 S. Columbus
Road, Deming, New Mexico 88030.
Unusual Provisions: None.
ASSIGNMENTS @
1. By Assignment dated Octoder 1, 2001, recorded in Book 1111, page 205, Lea County

Records, David H. Arrington Oil & Gas, Inc, assigned a 5% overriding royalty interest in Lease No. 10 to
Dale Douglas 1%, Alpine Petroleum, Inc. 1%, John R. McRae 1% and The Monument Abo Company 2%.
The overriding royalty interest is subject to proportionate reduction.

|

2. By Assignment dated October 1, 2001, recorded in Book 1111, page 207, Lea County
Records, David H. Arrington Qil & Gas, Inc; assigned a 2.5% overriding royalty interest in Lease No. 12
to Dale Douglas as to .833333%, Alpine Pe“troleum, Inc. .833333% and John R. McRae .833334%. The
overriding royalty interest is subject to proportionate reduction.

3. By Assignment dated October 1, 2001, recorded in Book 1111, page 2089, Lea County
Records, David H. Arrington Oil & Gas, lnc;. assigned a 6.25% overriding royalty interest in Lease Nos.
6 and 13 to Dale Douglas 1%, Alpine Petrﬂaleum, Inc. 1%, John R. McRae 1% and The Monument Abo
Company 3.25%. The overriding royalty interest is subject to proportionate reduction.

4, By Assignment dated October 2, 2001, recorded in Book 1120, page 835, Lea County
Records, David H. Arrington Qil & Gas, Inc. assigned to Devon SFS Operating, Inc. 25% of the assignor’s
interest in Lease Nos. 1-6 and 10 - 16. In this assignment the assignor reserved an overriding royalty
interest equal to the difference between exi{sting burdens and 25% of production subject to proportionate
reduction. This assignmentis subject to that certain Geophysical Exploration Agreement, West Salty Dog

Project, dated December 15, 2000 between the assignor and assignee.

5. By Assignment dated effecti}‘ve May 1, 2002, recorded in Book 1151, page 375, Lea County
Records, David H. Arrington Qil & Gas, Inc. assigned to Chesapeake Exploration Limited Partnership a
25% leasehold interest in Lease Nos. 1 -16. In this assignment the assignor reserved an overriding
royalty interest equal to the difference between 25% of production and existing lease burdens, subject
to proportionate reduction. This assignmentis subject to that certain Participation Agreement, West Salty
Dog Prospect, dated effective May 1, 2002 between David H. Arrington Oil & Gas, Inc. and Chesapeake
Exploration Limited Partnership and that certain Operating Agreement attached as Exhibit “F" to the
Geophysical Exploration Agreement dated December 15, 2000 between assignor and Deven SFS
Operating, Inc. '

PATENT INFORMATION

Captioned land was patented by the United States of America to Cory L. Farrow by Patent No.
703578 dated August 26, 1919, recorded}in Book 1, page 408, Patent Records. _

EASEMENTS
Not covered by this title opinion.
'ENCUMBRANCES
None.
TAXES

Taxes are not assessed against severed mineral interests in New Mexico.

TITLE REQUIREMENTS

1. '

At one time Edith M. Crabb, a widow, owned a one-half mineral interest in the NE/4 SW/4 of
Section 26. This woman is deceased and the materials examined reflect that her Will was admitted to
probate in Cause No. 8738 in the County Court of Midland County, Texas. By Distribution Deed dated
January 1, 1991, recorded in Book 4711' page 33, Deed Records, Billy Easley purporting to be the
Independent Executor of the her estate conveyed the one-half mineral interest to himself and Gay Crabb

Kargerin equal shares. In this same instrument, Billy Easley and Gay Crabb Karger conveyed the interest

HADOCS\2365 1MINAGHDTO.WPD
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to NCNB Texas National Bank, Trustee. We have not examined the probate proceedings conducted for
the Estate of Edith M. Crabb, and it does not appear that any ancillary proceedings have been conducted
for her estate in Lea County, New Mexico.

REQUIREMENT A: Submit for examination an authenticated transcript of the probate
proceedings conducted for the estate of Edith M. Crabb in Cause No. 8738 in the Courfty Court
of Midland County, Texas.

REQUIREMENTB: Anancillary probate proceeding should be conducted for the estate of Edith
M. Crabb in Lea County, New Mexico.

2.

At one time Caroline C. Dewey owned as her separate property a one-half mineral interest in the
W/2 SW/4 of Section 26. By Deed dated\November 26, 1984, recorded in Book 416, page 11, Deed
Records, Caroline C. Dewey, a widow, conveyed to Caroline Andrea Dewey Chew, purportedly as her
sole and separate property, the one-half mineral interest. Because consideration was recited in this
instrument, a presumption arises that the lnterestacqwred by Caroline Chew was the community property
of her and her spouse, if any. Any subsequent conveyance without the joinder of the spouse is void. In
this connection we know that by a Deed dated April 7, 1986, recorded in Book 426, page 608, Deed
Records, Caroline Andrea Dewey Chew, twnthout the joinder of her spouse, if any, conveyed to H-D
Mineral Properties the one-half mineral mterest If Caroline Chew was married on November 26, 1984,
which is the date she acquired the mineral mterest from Caroline Dewey, the interest acquired would be
presumed to be the community property of her and her spouse.

REQUIREMENT: Submit for examination an Affidavit of Marital History regarding Caroline
Andrea Dewey Chew. We reserve\possmle further requirement.

3. Eu\x&% U—’"““‘"S

On April 24, 1950, W. E.. Gore and w;fe Clarabel Gore acquired a 1/4 mineral interest in the SE/4
SW/4 of Section 26. Apparently, W. E. Gore predeceased his wife because by Mineral Deed dated
October 30, 1995, recorded in Book 516, page 746, Deed Records, Clarabel P, Gore, a widow, conveyed
to Charlsie E. Savage and G. G. Gore in equal shares all of her interest in the SE/4 SW/4 of Secti'on 26.
The materials examined do notinclude any probate proceedings conducted for the Estate of W. E. Gore.

REQUIREMENT: Submit for examlnatnon a certified transcript of any probate proceedings
conducted for the Estate of W. E. Gore in New Mexico. Because of this missing probate, we have
credited Charlsie E. Savage and G G. Gore as each owning a 1/16 mineral interest in the SE/4
SW/4 of Section 26, and we have treated the 1/8 community property interest which passed
through the Estate of W. E. Gore. as being unleased.

4.

At one time Frances J. Freeman, a/k/a Patsy Shipp Freeman, owned a 1/8 mineral interest in the
SE/4 SW/4 of Section 26. This woman‘ died on January 20, 2001 and probate proceedings were
conducted for her estate in Cause No. 2001 82 in the District Court of Lea County, New Mexico. Pursuant
to the terms of her Will, she devised all of the remainder of her estate which would include her interest
in captioned land to Western Commerce Bank, Trustee u/t/a known as the Frances J. Freeman Revocable
Trust Agreement dated February 8, 1983/ as amended by its first amendment dated July 1, 1987, as
amended by its second amendment dated April 17, 1990 and as further amended and restated by the
third amendment dated September 1, 1992 Western Commerce Bank was appointed as Personal
Representative of the Estate. By Deed of Dlstnbutnon dated February 27, 2002, recorded in Book 1132,
page 739, Lea County Records, Western Commerce Bank as Personal Representatlve of the Estate
conveyed to itself as Trustee of the Frances J. Freeman Revocable Trust dated February 8, 1983 as.
amended all of the interest of the deoedent at the time of her death in any real property in the State of
New Mexico. Her interest in captioned land was not specifically described.

The materials examined also mclude a Mineral Deed dated June 2, 1993, recorded on March 23,
2001 in Book 1069, page 781, Lea County\ Records, whereby Frances J. Freeman conveyed to Western
Commerce Bank, Trustee of the Frances J. Freeman Revocable Living Trust u/t/a dated Septefber 1,

1992, all of her interest in the SE/4 SW/4 of Section 26. We note that this mineral deed was recorded
after the death of the grantor.

Based upon the materials examined, we do not know if the Frances J. Freeman Revocable Trust
dated February 8, 1983 as amended is one and the same trust as the Frances J. Freeman Revocable
Living Trust u/t/a dated September 1, 1992. We note that Lease No. 13 which covers this interest was
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executed by Frances J. Freeman prior to the time that the deed to Western Commerce Bank as Trustee
was recorded. Accordingly, the lease is valid.

REQUIREMENT: In the event of production, you should investigate this matter to determine
whetherthe Frances J. Freeman Re‘vocable Living Trust u/t/a dated September 1, 1992 is@ne and
the same as the Frances J. Freeman Revocable Trust dated February 8, 1983 as amended. We

reserve possible further requirement.

5.

At one time G. T. McAlIpin owned a 1/16 mineral interest in the SE/4 SW/4 of Section 26 as his
separate property. According to a Notlce of Probate recorded in Book 834, page 581, Lea County
Records, this man died on September 26, ‘1996 and probate proceedings were conducted for his estate
in Cause No. RA 97-285 (PB) in the Dlstpct Court of Rio Arriba County, New Mexico. The Personal
Representative is Angela McAlpin. We have not examined the probate proceedings conducted for this

man’s estate.

REQUIREMENT: Submit for eXamination a certified transcript of the probate proceedings
conducted for the Estate of G. T. McAlpin in the District Court of Rio Arriba County, New Mexico.

6.

Lease No. 3 was executed by Steven M. Wyman and Frederick Winston on behalf of Winston
Partners, Ltd. The copy of the Articles of Limited Partnership which we have examined, recorded in Book
384, page 152, Miscellaneous Records, shpw that Elizabeth W. Wyman, James T. Wyman and Frederick
Winston are the General Partners, and it requires that any two of the General Partners may act to bind
the partnership. We do not know how Steven M. Wyman became one of the General Partners.

" REQUIREMENT: Submit for examination the document whereby Steven M. Wyman became
« a General Partner of Winston Partners, Ltd. such that we may verify that the lease was executed
properly.

7.

By three separate conveyances, one dated January 1, 1991, recorded in Book 471, page 33, Deed
Records and the other two dated November 5, 1991, recorded in Book 478, pages 477 and 480, Deed
Records, NCNB Texas National Bank, Trustee, became vested with all of the mineral interest in the NE/4
SW/4 of Section 26. Lease No. 4 was executed by Bank of America, N.A., Trustee of the Gay Crabb
Karger, Trust, the Billy Easley Trust and the Lawrence E. Karger Trust. We do not know how Bank of
America, N.A. succeeded to NCNB Texas{National Bank as Trustee. In addition, we have not examined

the Trust Agreements for the Gay Crabb Karger Trust, the Billy Easley Trust and the Lawrence E. Karger
Trust.

/‘ REQUIREMENT A: Submit for examination the document whereby Bank of America, N.A.
' succeeded NCNB Texas National Bank as Trustee.

REQUIREMENT B: Submit for examination a copy of the trust agreements for the Gay Crabb
Karger Trust, the Billy Easley Trust and the Lawrence E. Karger Trust.

8.

Atone time, Lawrence E. Karger and wife, Gay Crabb Karger, owned a one-half mineral interest
in the NE/4 SW/4 of Section 26. By mstrument dated December 12, 1988, recorded in Book 449, page
178, Deed Records, these people conveyed the interest to themselves as Trustees under Declaratson of
Trust dated August 29, 1988 for the beneﬂt of the Karger family. Subsequently, by two separate Deeds,
both dated November 5 1991, Gay Crabb Karger and Lawrence E. Karger, Trustees u/t/a dated August

29, 1988, conveyed the lnterest to themselvesmdwnduany We have not examined the Trust Agreement
dated August 29, 1988.

REQUIREMENT: Submit for examination the Trust Agreement dated August 29, 1988 for the
benefit of the Karger family. 3

9.

Lease No. 4 from Bank of America, N.A. is for a primary term of three years from date and as long
thereafter as oil and gas or either of them is produced in paying quantities from said land or lands with
which said land is pooled hereunder and the royalties are paid as provided. In addition, no assignment
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of the lease or interest therein may be madje without written approval of the lessor, such approval shall
not be unreasonably withheld.

REQUIREMENT A: Advisory as to the unusual provisions contained in Lease No. 4.

K REQUIREMENT B: Submit for examination the written consent of the lessor of Lease‘%o. 4 to
Assignment Nos. 4 and 5 above.

10.

Lease No. 5 was executed by F. Ferrell Davis, General Partner of H-D Mineral Properties, a
partnership. We have not examined the Partnership Agreement and cannot advise you as to the authority
of F. Ferrell Davis to execute the lease.

/ REQUIREMENT: Submit forexamination a copy of the Partnership Agreement for H-D Mineral
Properties.

11.

Lease No. 7 was executed by Don C. Dennis, individually and as Trustee of the J. M. Denms Trust;
howeyer, it was acknowledged by Don D. Denms rather than Don C. Dennis.

REQUIREMENT: Don C. Dennls individually and as Trustee of the J. M. Dennis Trust should
ratify Lease No. 7 with the ratlﬂcatlon being acknowledged by Don C. Dennis. The properly
executed and acknowledged ratification should be recorded in Lea County, New Mexico.

12.

At one time, Barron Duff Dennis ov‘vned a 1/48 mineral interest in the SE/4 SW/4 of Section 26.
Lease No. 8 was executed by Jessie A. D‘ennis as sole heir of Barron Dennis. We have not examined
any probate proceedings conducted for the Estate of Barron Duff Dennis.

/ REQUIREMENT: Submit for examination a certified transcript of the probate proceedings
conducted for Barron Duff Dennls in Lea County, New Mexico. We reserve possuble further
requirement.

13.

By Mineral Deed dated July 10, 1967 and recorded in Book 308, page 98, Deed Records, Fredia
Irene Madding, formerly Fredia Rayl Wrigh‘t, conveyed to New Mexico Bank and Trust Company, Trustee
pursuant to the provisions of that certain "l'rust Agreement known as the Fredia Irene Madding Income
Trust dated July 10, 1967, a 1/4 mineral interest in the SE/4 SW/4 of Section 26. A subsequent oil and
gas lease purporting to cover this interest dated March 20, 1985, recorded in Book 388, page 203, Oil and
(Gas Records, is from First Interstate Bank of Lea County, Trustee of the Freda Irene Madding Wright
Trust, and Lease No. 14 is from Wells Fargo Bank New Mexico, N.A., successor by merger to Norwest
Bank New Mexico, N.A., Trustee for Fredia Irene Madding erght Trust

J There are several problems with this chain of title:

We do not know if the Fredja Irene Madding Wright Trust is one énd the same trust as the
Fredia Irene Madding Income Trust dated July 10, 1967.

We do not know how the SL;JCCeSSion of interest of the trustee from New Mexico Bank and

Trust Company to First Interstate Bank of Lea County to Norwest Bank New Mexico, N.A.
and finally to Wells Fargo Bank New Mexico, N.A. occurred.

the Fredia irene Madding Income \Trust dated July 10, 1967, Lease No. 14 should be ratified by
the Bank as Trustee of such trust and the ratification should be recorded in Lea County, New
Mexico,

@
REQUIREMENT B: If Wells Fargo Bank New Mex:co N.A. is not the Successor Trustee of the
Fredia Irene Madding Income Trust dated July 10, 1967, you should investigate this matter to

determine the identity of the successor trustee and acquire a ratification of the lease from the
successor trustee,

/ REQUIREMENT A:  If in fact Wells Fargo Bank New Mexico, N.A. is the Successor Trustee of
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- REQUIREMENT C: Ifin fact Well‘s Fargo Bank New Mexico, N.A. is the Successor Trustee-of
/ the Fredia Irene Madding Income Trust dated July 10, 1967, submit for examination the
v documents reflecting the success:on of interest from the New Mexico Bank and Trust Company,
Trustee of the Trust, to First Interstate Bank of Lea County, as Trustee, to Norwest Bank New
Mexico, N.A., Trustee, and funally\to Wells Fargo Bank New Mexico, N.A. TrUSteemThese

documents should be recorded in Lea County, New Mexico.

REQUIREMENT D: Submit for eXam-ina-tion a copy of the Trust Agreement for the Fredia Irene
Madding Income Trust dated July 10, 1967.

14.

We call to your attention the fact that Lease No. 14 provides for minimum royailties and also states
that no assignment of the lease orinteresti :n the lease may be made without approval of the lessor which
consent shall not be unreasonably thhheld {n addition, this lease contains numerous other unusual
provisions which we have set forth above.

REQUIREMENT A: Advisory as to the unusual provisions contained in Lease No. 14.

REQUIREMENT B:  Submit for e*amination the written consent of the lessor of Lease No. 14
to Assignment Nos. 4and 5. ... .

15.

By Mineral Deed dated October 30 1995, recorded in Book 516, page 746, Deed Records,
Clarabel P, Gore, a widow, conveyed to Charls;e E. Savage and G. G. Gore, in equal shares, all of her
interest in the SE/4 SW/4 of Section 26.; In this deed consideration was recited. For this reason the
interest acquired by the grantees is presumed to be the community property of them and their respective
spouses, if they are married. Lease Nos. 15 and 16 were executed by Charlsie E. Savage and G. G.
Gore, respectively, each purporting to act m their sole and separate property. However, due to the fact
that consideration was recited in the deed whereby they acquired their interests, the community property
assumption arises. Any subsequent conveyance of an interest in real property, including a lease thereof,
without the joinder of the spouse is void but may be ratified.

_ / REQUIREMENT: Submit for examination an Affidavit of Marital History regarding Charisie E.
Savage and G. G. Gore. We reserve possible further requirement.

18.

As noted above, captioned land is made up of five separate tracts. The oil and gas leases which
you haye acquired all contain a pooling provision.

REQUIREMENT: In the eventithat you intend to drill a well on captioned land which requires
pooling, it will be necessary for you to file a pooling designation with the County Clerk of Lea .
County, New Mexico designating your pooled unit prior to the earliest expiration date of any lease
covering any part of your pooled unit.

17.

' The materials examined include the oil and gas leases described in the attached Exhibit “A” the
primary terms of which have long since expired but the leases have not been released of record.

_/’) REQUIREMENT: Submit for examination a release of the leases described in the attached
| Exhibit “A” from the record title owners thereof or, in the alternative, submit for examination an
Affidavit of Non-Development and Non-Production which shows that the leases have expired due
to lack of production or operations/on the lands covered by the leases or lands pooled therewith.

18.

Assignment No. 4 above is subjept to a Geophysical Exploration Agreement, West Saj ty Dog
Project, dated December 15, 2000, between the assignor and assignee and Assignment No. 5 &bove is

subject to a Participation Agreement, West Salty Dog Prospect, dated effective May 1, 2002, between
the assignor and assignee.

We have not examined either of the agreements described in these assignments.
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REQUIREMENT: Submit for examination a.copy of the agreements described in Assignment

\/ Nos. 4’and 5.

We call to your attention the unusual provisions contained. in the Leases described abd¥e.

19.

REQUIREMENT: Advisory.

20.

This opinion cannot cover such matters as area, boundaries, location on the ground, or other

matters which can be determined only by an actual ground survey.

REQUIREMENT: Priorto comlpencing drilling operations on captioned land, you should have
the location of the well which you iqtend to drill staked by a competent surveyor to ensure that the
well you propose to drill will be properly located on captioned land.

COMMENT

We do not cover questions of boundary or area, inchoate liens, unrecorded instruments or
production purchase contracts, prior dedi:cation of gas reserves, errors or omissions of abstracters or
public officials, compliance with or enforcement of any regulations or orders of governmental authorities
having jurisdiction, the existence on the ‘premises of contaminants or hazardous materials, naturally
occurring or otherwise, environmental matters or any other matters not covered by the materials examined
or which could be determined only by an ihvestigation upon the ground or by a survey of the land. This
opinion is rendered solely and exclusively\forthe use and benefit of David H. Arrington Oil & Gas, Inc.

and for no other party and may be relied q‘;pon only by it.
Respectfully submitted,

STUBBEMAN, McRAE, SEALY,
LAUGHLIN & BROWDER, INC.

By: M\ /Z w :
Allen G. Harvey

AGH:elt

The abstracts examined
are returned herewith.
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© EXHIBIT “A”

Tract 1 - N/2 SE/4 of Section 26:

1.

Dated August 7, 1967, recorded ln B&ok 253, page 454, Qil and Gas Records, from @\une D.
Speight, as lessor, to Umon Oil Company of California, as lessee, for a primary term of five years
from date.

Dated August 14, 1973, recorded m Book 286 page 678, Oil and Gas Records, from June D.
Speight, as lessor to Samedan O|l\ Corporation, as lessee, for a primary term of five years from
date. ,

Dated March 14, 1978, recorded m Book 313, page 97, Qil and Gas Records, from June D.
Speight, as lessor to Samedan Qil Corporatlon for a primary term of three years from August 14,
1978.

Dated March 22, 1982, recorded |in Book 349 page 387, Oil and Gas Records, from June
Danglade Sperght as lessor, to Abemathy Exploration Co., for a primary term of three years from
date.

Note: This lease is owned of record by Abernathy Exploration Co., Bobby F. Abernathy, Daniel
G. Abernathy, Business Mens Assurance Company of America, Gerson Bakar, FBC
Petroleum Investment Partnershnp No. 1, First National Bank of Fort Worth, Trustee,

Preston Gerron, William Grant George S. Kaufman, Edward J. Ledder, and Alfred Wilsey.

Dated October 25, 1994, recorded in Book 508, page 258, Qil and Gas Records, from June
Danglade Speight, as lessor, to Davnd Petroleum Corp., as Iessee for a primary term of three
years from date. This lease is owr/wed of record by Santa Fe Energy Resources, Inc., McMillan
Production Company, Inc., Permian/Exploration Corporation, David Petroleum Corp. and Nearburg
Exploration Company, LLC.

Tract 2 - N/2 SE/4 of Section 26:

6.

10.

11.

12.

Dated May 19, 1965, recorded in Book 238, page 264, Oil and Gas Records, from Marshall &
Winston, Inc., as lessor, to A. C. Holder, as lessee, for a primary term of five years from.date.

Dated May 19, 1965, recorded |n Book 238, page 282, Oil and Gas Records, from Donald
Winston, Trustee of the Francrsca(S Winston Trust, as lessor, to A. C. Holder, as lessee, for a
primary term of five years from date.

Note: The two foregoing leases are owned of record by Union Oil Company of California.

Dated May 20, 1973, recorded in|Book 286, page 659, Qil and Gas Records, from Marshall &
Winston, Inc., as lessor, to Samedan Oil Corporation, as lessee, for a primary term of five years
from date.

Dated May 20, 1973, recorded in Book 286, page 661, Qil and Gas Records, from Donald
Winston, Trustee u/t dated December 31, 1941, as lessor, to Samedan Qil Corporation, as lessee,
for a primary term of five years from date.

Dated March 16, 1978, recorded in Book 309, page 62, Oil and Gas Records, from Marshall &

Winston, Inc., as lessor, to Samedan Oil Corporation, as lessee, for a primary term of five years
from date.

Dated March 18, 1978, recorded in Book 308, page 349, Oil and Gas Records, from Donald
Winston, Trustee u/tdated December31 1941, aslessor, to Samedan Oil Corporatron as lessee,

for a primary term of five years frdm date

Note: The foregoing two leases are owned of record by Bass Enterprises Production Co., Perry
R. Bass, Nancy Lee Bass,‘Samedan Oil Corporation and Abernathy Exploration Co
@
Dated October 28, 1894, recorded in Book 507, page 566, Oil and Gas Records, from Marshall
& Winston, Inc., as lessor, to Davrd Petroleum Corporatron as lessee, for a primary term of three
years from date.
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Dated October 28, 1994, recorded \m Book 508, page 253, Oil and Gas Records, from Winston
Partners, Ltd., as lessor, to David Petroleum Corporation, as lessee, for a primary term of three
years from date

Note: The foregoingtwo leases ar‘e owned of record by David Petroleum Corporation, Santa Fe
Energy Resources, Inc., McMnIIan Production Company, Inc., Permian E ration
Corporation and Nearburg Exploratron Company, LLC.

Tract 3 - NE/4 SW/4 of Section 26:

14.

15.

16.

17.

18.

19.

20.

21.

Dated April 26, 1965, recorded in Book 238, page 276, Oil and Gas Records, from J. E. Crabb and
wife, Ellen Crabb, as lessors, to A. C Holder, as lessee, for a primary term of five years from date.
This lease is owned of record by Union Oil Company of California.

Dated August 23, 1977, recorded in Book 307, page 141, Oiland Gas Records, from Edith Crabb,
Independent Executrix of the Estate of R. C. Crabb, Jr., as lessor, to Samedan Oil Corporation,
as lessee, for a primary term of fxve years from date.

Dated July 12, 1978, recorded in B‘ook 312, page 282, Oil and Gas Records, from First National
Bank of Midland, Agent and Attorney-in-Fact for John Ed Crabb, as lessor, to Samedan Ol
Corporation, as lessee, for a primary term of five years from date.

Note: The foregoing two leases are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass, Samedan Qil Corporation and Abernathy Exploration Co.

Dated April 10, 1985, recorded in Book 384, page 856, Oil and Gas Records, from Lidia Crabb,
Trustee of the John E. Crabb Trust as lessor, to Robert P. Byron, as lessee, for a primary term
of three years from date.

Dated April 10, 1985, recorded in Book 384, page 856 and in Book 388, page 228, Qil and Gas
Records, from Lidia Crabb, Trustee of the John E. Crabb Trust, as lessor, to Robert P. Byron, as
lessee, for a primary term of three| 'years from date.

Dated May 2, 1985, recorded in Book 388, page 225, Oil and Gas Records, from Edith M. Crabb,
a widow, as lessor, to Robert P. Byron as lessee, for a primary term of three years from date.

Note: The foregoing three leases are owned of record by Horizon Exploration Company.

Dated January 19, 1994, recorded in Book 498, page 446, Qil and Gas Records, from Natlons
Bank of Texas, N.A., Trustee of the Gay Crabb Karger Trust, et al., as lessors, to Randy V. Watts,
as lessee, for a primary term of three years from date. This lease is owned of record by David
Petroleum Corp., Santa Fe Energy Resources, Inc., McMillan Production Company, Inc., Permian
Exploration Corporation and Nearburg Exploratlon Company, LLC.

Dated January 20, 1997, recorded in Book 782, page 204, Lea County Records, from Nations
Bank of Texas, N.A., Trustee of the Gay Crabb Karger Trust, et al., as lessors, to Randy V. Watts,
as lessee, for a primary term of three years from date.

Tract 4 - W/2 SW/4 of Section 26:

22.

23.

24.

25.

Dated May 17, 1965, recorded in Book 238, page 274, Oil and Gas Records, from Caroline C.
Dewey, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated May 17, 1965, recorded in Book 238, page 280, Oil and Gas Records, from E. A.
Wahlstrom, et ux, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Note: The foregoing two leases are owned of record by Union Oil Company of California

Dated December 22, 1972, recorded in Book 286, page 637, Oil and Gas Records, from Caroline
C. Dewey, as lessor, to Samedan O|l Corporation, as lessee, for a primary term of five years from
date.

Dated January 10, 1973, recorded in Book 286, page 635, Oil and Gas Records, from Roberta

Jane Wahlistrom, as lessor, to Samedan Qil Corporatlon as lessee, for a primary term of five
years from date.
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27.

28,

29,

30.

31,

32.
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Dated September 6, 1977, recorded in Book 305, page 317, Oil and Gas Records, from Caroline
C. Dewey, as lessor, to Samedan oil Corporation, as lessee, for a primary term of five years from
December 22, 1977.

Dated August 23, 1977, recorded in Book 305, page 319, Oil and Gas Records, from Roberta
Jane Wahlstrom, as lessor, to Samedan Oil Corporation, as lessee, for a primary terfof five
years from January 10, 1978.

Note: The foregoing two leases are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass, Samedan QOil Corporation and Abernathy Exploration Co.

Dated April 18, 1985, recorded in Book 385, page 144, Oil and Gas Records, from Caroline
Dewey Chew, as lessor, to Robert P. Byron, as lessee, for a primary term of three years from date.

Dated April 18, 1985, recorded in Book 385, page 144 and re-recorded in Book 388, page 220,
Oil and Gas Records, from Carolinfe Dewey Chew, as lessor, to Robert P. Byron, as lessee, for

a primary term of three years from date.

Dated March 18, 1985, recorded in Book 388, page 223, Oil and Gas Records, from Christine
Jane Bell, as lessor, to Robert P, Byron, as lessee, for a primary term of five years from date.

Noté: The foregoing three leases :are owned of record by Horizon Exploration Company.

Dated December 14, 1993, recorqed in Book 498, page 486, Oil and Gas Records, from H-D
Mineral Properties to Randy V. Watts originally for a primary term of three years from date but

extended to be for a primary term ¢f six years from date.

Dated July 27, 1993, recorded in Book 498, page 492, Oil and Gas Records, from Christine Jane
Bell, et vir, as lessors, to Randy V.}Watts, as lessee, for a primary term of five years from date.

Note: Thetwo foregoing leases are owned of record by David Petroleum Corp., SantaFe Energy
Resources, Inc., McMillan Productlon Company, Inc., Permian Exploration Corporation and
Nearburg Exploratnon Company, LLC.

Tract 5 - SE/4 SW/4 of Section 26:

33.

34,

35.

36.

37.

38.

39,

40.

Dated April 26, 1965, recorded in Book 238, page 266, Oil and Gas Records, from Barry R.
Freeman, et ux, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated April 26, 1965, recorded in Book 238, page 268, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated May 17, 1965, recorded in Book 238, page 270, Oil and Gas Records, from W. E. Gore,
et ux, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Dated April 26, 1965, recorded in Book 238, page 272, Oil and Gas Records, from Fredia Wright
Watson Maddmg as lessor, to A. C. Holder, as lessee, for a primary term of ﬂve years from date.

Dated.April 26, 1965, recorded in Book 238, page 278, Oil and Gas Records, from Frankie
Monteith, as lessor, to A. C. Holder, as lessee, for a primary term of five years from date.

Note: The foregoing five leases are owned of record by Union Qil Company of California.
Dated January 2, 1973, recorded!in Book 286, page 639, Oil and Gas Records, from Frankie

Monteith, as lessor, to Samedan Qil Corporatnon as Iessee fora prlmary term of five years from
date.

Dated January 2, 1973, recorded i |rp Book 286, page 641, Oil and Gas Records, from W. E. Gore,

et ux, as lessors, to Samedan Oil Corporation, as lessee for a primary term of five years from
date.

Dated January 29, 1973, recorded i m Book 286, page 643, Oiland Gas Records, from New@Mexmo
Bank and Trust Company Trustee for Freda Wright Watson Madding, as lessor, to Samedan Oil
Corporation, as lessee, for a pnmary term of five years from date.
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42.

43.

44.

45.

46.

47.

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.
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Dated February 8, 1973, recorded in Book 286, page 645, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to Samedan Oll Corporation, as lessee, for a primary term of five years from
date.

Dated January 25, 1973, recorded in Book 286 page 647, Oil and Gas Records, from Joeﬁenms
et ux, as lessors, to Samedan Oil Corporation, as lessee, for a primary term of five years from
date.

Dated February 13, 1974, recorded in Book 286, page 649, Oil and Gas Records, from Frances
J. Freeman, as lessor, to Samedan Ol Corporation, as lessee, for a primary term of five years
from date.

Dated September 6, 1977, recorded in Book 305, page 321, Oil and Gas Records, from Lora B.
McAIlpin, as lessor, to Samedan o]l Corporation, as lessee, for a primary term of flve years from
February 6, 1978.

Dated October 24, 1977, recorded in Book 306, page 541, Oil and Gas Records, from W. E. Gore,
et ux, as lessors, to Samedan Ol Corporatlon as lessee, for a primary term of three years from
January 2, 1978.

Dated October 24, 1977, recorded in Book 307, page 84, Qil and Gas Records, from New Mexico
Bank and Trust Compdny, as Trustee for Freda Wright Watson Madding, as lessor to Samedan
Oil Corporation, as lessee, for a pnmary term of three years from January 29, 1978.

Dated November 29, 1977, recorded in Book 307, page 671, Oil and Gas Records, from Frankie
Monteith, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five years from
January 2, 1978.

Dated July 31, 1978, recorded in Book 312, page 745, Oil and Gas Records, from Joe Dennis, et
ux, as lessors, to Samedan Qil Corporation, as lessee, for a primary term of three years from date.

Dated September 22, 1978, recorded in Book 313, page 661, Oil and Gas Records, from Frances
J. Freeman, as lessor, to Samedan Qil Corporation, as lessee, for a primary term of five years
from February 13, 1979. :

Dated December 23, 1980, recorded in Book 334, page 113, Oil and Gas Records, frorn New
Mexico Bank and Trust Company, Trustee for Freda Wright Watson Madding Trust, as lessor, to
Lee House, as lessee, for a primary term of three years from January 29, 1981. o

Dated December 19, 1980, recorded in Book 334, page 115, Qil and Gas Records, from W. E.
Gore, et ux, as lessors, to Lee House, as lessee, for a primary term of three years from January
2, 1981.

Note: The foregoing eightleases are owned of record by Bass Enterprises Production Company,
Perry R. Bass, Nancy Lee Bass, Samedan Qil Corporation and Abernathy Exploration Co.

Dated March 20, 1985, recorded in Book 388, page 203, Oil and Gas Records, from First

Interstate Bank of Lea County, Trustee of the Freda Irene Madding Wright Trust, as lessor, to
Michael S. Richardson, as lessee, 'for a primary term of three years from date.

Dated March 27, 1985, recorded in Book 388, page 207, QOil and Gas Records, from Frances J.
Freeman, as lessor, to Robert P. Byron, as lessee, for a primary term of three years from date.

Dated March 18, 1985, recorded m Book 388,‘ page 210, Oil and Gas Records, from Sandra Lee
Ponder Joy, as lessor, to Robert P. Byron, as lessee, for a primary term of five years from date.

Dated April 8, 1985, recorded in Book 388, page 213, Oil and Gas Records, from Don Dennis,
Executor, as lessor, to Robert P. Byron as lessee, for a primary term of three years from date.

Dated March 18, 198&, recorded i in Book 388, page 218, Qil and Gas Records, from W. E. Gore,
et ux, as Iessors to Robert P. Byron as lessee, for a primary term of five years from dafk.

Note: The foregoing five leases are owned of record by Horizon Exploration Company.

Dated April 28, 1993, recorded in B(ook 498, page 484, Oil and Gas Records, from Clarabe) Gore,
as lessor, to Randy V Watts, as lessee, for a primary term of five years from date.
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Dated May 6, 1993, recorded in Book 498, page 488, Oil and Gas Records, from Frances-J.
Freeman, as lessor, to Randy V. Watts, as lessee, for a primary term of three years from date.

Dated December 10, 1993, recorded in Book 498, page 490, Oil and Gas Records, from United
New Mexico Trust Company, Trustee of the Fredia Madding Wright Trust, as lessor, to Randy V.
Watts, as lessee, originally for a pnmary term of three years from date but extended to"Be for a
primary term of four years from date

Dated December 27, 1993, recorded in Book 498, page 482, Oil and Gas Records, from Sandra
Lee Ponder Joy, as lessor, to Randy V. Watts as lessee, for a primary term of three years from
date.

Dated December 6, 1994, recorded in Book 509, page 349, Oil and Gas Records, from Lora B.
McAlpin, as lessor, to Randy V. Watts, as lessee, for a primary term of one year from date,

Dated December 6, 1994, recorded in Book 509, page 280, Oil and Gas Records, from G. T.
McAlpin, et ux, as lessors, to Randyv Watts, as lessee, for a primary term of one year from date.

Note: The foregoing six leases are owned of record by David Petroleum Corp., Santa Fe Energy

Resources, Inc., McMillan Productlon Company, Inc., Permian Exploration Corporation and
Nearburg Exploratron Company, LLC.

Dated January 31, 1995, recorded in Book 511, page 694, Oil and Gas Records, from Don C.
Dennis, et al., as lessors, to Randylv Watts, as lessee, for a primary term of two years from date.

Dated February 14, 1995, recorded in Book 511, page 700, Oil and Gas Records, from Jessie A.
Dennis, as lessor, to Randy V. Watts as lessee, for a primary term of two years from date,

Note: The foregoing two leases are owned of record by Randy V. Watts and wife, J. Mnchelle
Watts and/or David Petroleum Corp., Santa Fe Energy Resources, Inc., McMillan

Production Company, Inc. and Permian Exploration Corporation.

Dated October 24, 1995, effective;December 7, 1995, recorded in Book 524, page 336, Oil and
Gas Records, from Lora B. McA!p\n as lessor, to Randy V. Watts, as lessee, originally for a
primary term of one year from December 7, 1995 but extended to be for a primary term of two
years from said date.

Dated October 24, 1995, effective December 7, 1995, recorded in Book 526, page 558,:0il and
Gas Records, from G. T. McAlpin, et ux, as lessors, to Randy V. Watts, as lessee, originally for
a primary term of one year from December 7, 1995 but extended to be for a primary term of two
years from said date.

Dated April 16, 1997, recorded in Book 798, page 511, Oil and Gas Records, from Jessie A.
Dennis, as lessor, to Randy V. Watts, as lessee, for a primary term of two years from date.

Note: The foregoing three leases are owned of record by Randy V. Watts and wife, J. Michelle
Watts, but it appears that David Petroleum Corp. may claim an interest.
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STUBBEMAN, McRAE, SEALY, LAUGHLIN & BROWDER, INC.

ATTORNEYS AT LAW

MIDLAND, TEXAS
FASKEN CENTER » TOWER TWO
5§50 WEST TEXAS AVENUE, SUITE 800 « 78701

P.O, BOX 1540 + 79702
ALLEN G. HARVEY 432/682-1618

LICENSED IN TEXAS AND NEW MEXICO FACSIMILE 432/862-1351

DIRECT DIAL 688-0280 FACSIMILE 432/682-4884
ahaney@stubbemaniawtirm.com

August 15, 2003

SUPPLEMENTAL DRILLING TITLE QPINION

David H. Arrington Oil & Gas, Inc.
214 W. Texas, Suite 400

P. 0. Box 2071

Midland, TX 79702

Attn:  Mr. David H. Arrington

Re:  June Danglade Speight, et al. oil and gas leases covering the following land in LEA
COUNTY, NEW MEXICO:

Township 15 South, Ra‘x_nge 34 East, N.M.P.\M,
Section 26:  S/2, |

| W . Sd]&\ Doy
containing 320 acres, more or less

| | Poor £ WLQSQAMQMWUW

Gentlemen:

Reference is made to our Orlgnpal Drllhng Title Opinion dated January 8, 2003 addressed to you
covering captjoned land based upon an abstract covering captioned land for the period from inception
of the records to November 13, 2002 at 7:00 a.m. We have now examined the records of Lea County,
New Mexico pertaining to c.aptnoned lamd for the period from November 13, 2002 at 7:00 a.m. to July 31,

2003 at 7:00 a.m. based upon the indices and copy of the records maintained by Caprock Title Company,
Inc.

Based upon examination of the foregoing and subject to the title requirements contained in our
Criginal Drilling Title Opinion, which remann unsatisfied, and the additional title requirements hereinafter
made, we find that as of July 31, 2003 at 7:00 a.m., title to captiocned land is vested as follows

FEE TITLE
Surface Estate:
Not reported; however, the surface anjd mineral estates were completely severed on iuly 28, 1937.

Mineral Estate:

S/2 SE/4 of Section 26:

June Danglade Speight, as her separate property ..... leaseNo. 1 ...... ... ... ........ All
NJ/2 SE/4 of Section 26: |

Marshall & Winston, Inc. . ................ L. leaseNo. 2 ....... ... ...... .. 3/4
Winston Partners, Ltd. ........ ... e leaseNo.3 . ....... ... .. ... ... 1/4
NE/4 SW/4 of Section 26:

Bank of America, N.A., Trustee of the

Gay Crabb Karger TROSt © oo LleaseNo. 4 ... .. ......... .. 57.50%

HADOCS\23651 441 SUPFDTO.WPD
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Bank of America, N.A., Trustee of the

Lawrence E. Karger Trust .. .. ... vnnnnn. LeaseNo. 4 .............

Bank of America, N.A., Trustee of the

Billy Easley Trust .. ... .. .. e leaseNo. 4 .............

W/2 SWi4 of Section 26:

H-D Mineral Properties, apartnership . .. ............. LeaseNo.5 .............

Bobby V. Bell and wife, Christine Jane Bell,

asjointtenants ... L Lease Nq. 6 ...

SE/4 SW/4 of Section 26:

Don C. Dennis, Trustee of the

JM. Dennis Trust ... ... ... . . .. .. LeaseNo. 7 .............

Don C. Dennis, as his separate property ............. LeaseNo. 7 ....... ... ...

The heirs or devisees of Barron Duff Dennis .. ........ leaseNo. 8 .............

JoAnn DeNitto, as her separate properfy ............. LeaseNo.9 .............
~/Angela McAlpin, Personal Representative

of the Estate of G. T. McAlpin, deceased ............. Lease No. 10 ............

/ Lora B. McAlpin, as her separate property ............ Lease No. 11

L3

dated July 23, 1991.

Sandra Lee Ponder Joy, as her separate property . ... .. leaseNo.12 ............

Western Commerce Bank, Trustee of the Frances J.

Freeman Revocable Living Trust u/t/a dated 9/1/92 . . ... leaseNo. 13 ............

Bert Ronald Wright, as his separate prpperty .......... LeaseNo. 14 ............

Barbara Wright Seward, as her separéte property ...... leaseNo. 14 ... .. ... ....

Paul D. Seward and Barbara Wright Seward, Trustees

of the Seward Family Trust u/t/a dated 6/26/03 ...... .. LleaseNo. 14 ... ... ... ..
- The heirs or devisees of W. E. Gofe%f.a & ............. Unleased ...............

Charlsie E. Savage, whose marital status is unknown ... lLeaseNo.15 ... ... ... ..

G. G. Gore, whose marital status is unknown . ... ... ... Lease No. 16

OIL AND GAS LEASEHOLD ESTATE

S/2 SE/4 of Section 26:

David H. Arrington Qil& Gas, Inc. . . ................. leaseNo. 1 . ..........
Devon Energy Production Company, L.P. ..., ..... ... LeaseNo. 1 ...........
Chesapeake Exploration Limited Partnership N Lease No. 1 ...........
N/2 SE/4 of Section 26:

David H. Arrington Qit& Gas, Inc. . . ................. Lease Nos. 2 &3

Devon Energy Production Company, L.P. ... ... ..... Leése Nos. 2&3

.......

HADOCS\Q236 51 INSUPPDTO.WERD

o0 17.50%

The royalty attributable to this interest is owned by Lora B. McAlpin, Trustee of the Lora B. McAlpin Trust

1/2 x 3/4  WI
174 x 3/4 WI

114 x 3/4 W

12 x3/4 Wi

114 x3/4 Wl ,°
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Chesapeake Exploration Limited Partnership ... ... .. .. Lease Nos. 283 ....... 1/4 x 3/4 Wi

j . e v VA s - TV D
NE/4 SW/4 of Section 26: . e)‘_»&w& e \b\ : el
. T © o %\/ 2

David H. Arrington Oit & Gas, Inc. = ... . ... : AT LeaseNo. 4 . .......... 1/2 x 3/4 WI

Devon Energy Production Company, L.P. ............ Leése No.4 ........... 174 x3/4 W

Chesapeake Exploration Limited Partnership . . . e leaseNo. 4 ........... " 1/4 x3/4 W

W/2 SW/4 of Section 26:

David H. Arrington Qif & Gas, inc. .. ................. LeaseNo. 5 ... .... 1/2 x 1/2 x 3/4 Wi

...................... Lease No. 6 .plus 1/2x1/2x13/16 Wi~

Devon Energy Production Company, L.P. ............ fease No.5 ....... 114 x 1/2 x 3/14 WI
....................... Lease No.6 . plus 1/4 x 1/2x 13/16 Wi*

.......... Llease No. 5 ....... 1/4x1/2x3/4 Wi
...................... Lease No.8 .plus 1/4x1/2x13/16 Wi~

*

These interests are subject proport;ionately to a 1/16 overriding royalty interest owned as follows:

Dale Douglas, whose wife is Renee Douglas 1.00%
Alpine Petroleum, inc. 1.00%
John R. McRae 1.00%

The Monument Abo Company 3.25%

SE/4 SW/4 of Section 26:

David H. Arrington Oil & Gas, Inc. ... .. .. lease Nos. 7, 8&9 . ............. 3/4 x 1/8 x 3/4 WI

Lease No. 10 plus . ....... 1/2 X 1/16 x 4/5 W| '
L.ease Nos. 11,
14, 15 & 16 plus........ 1/2 x 7/16 x 3/4 Wi
Devon Energy Production Company, L.P.. LeaseNo.10 . ................. 1/4 x 1/16 x 4/5 W
‘ Lease Nos. 11,
14,15 & 16 plus........ 1/4 x 7/16 x 3/4 WI
Chesapeake Exploration Limited
Partnership. . ................. . .... LeaseNos. 7,889 .............. 1/4 x 1/8 x 3/4 WI
Lease No. 10 plus........ 1/4 x 1/16 x 4/5 Wi
l.ease Nos. 11, .
14,15 & 16 plus........ 1/4 X 7/16 x 3/4 \Wi
David Petroleum Corp.. . . ............ leaseNo. 12 ... ... .................. 1/8 x 3/4 Wi
Lease No.13....... plus .. ....... .. £1/8 x 25/32 W/
UNIBASO - . oottt 1/8 ULMI
Notes: ' These Interests are subject proportionately to a 5% overriding royalty interest owned as follows:

Dale Douglas, whase wife is Renee Douglas 1.00%
Alpine Petroleum,|inc. 1.00%
John R, McRae 1.00%
The Monument Abo Company 2.00%

EXISTING OIL. AND GAS LEASES
/ Unchanged except as follows:

Lease No. 1: N\~ 2i-b-0

By Amendment dated January 19, 2003, recorded in Book 1204, page 803, Lea County Records,
the primary term of the lease was amended to be for a term of four years from March 16, 2000.

HADQCS\23631\ISUPPOTO. WPD
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By Amendmentdated Decembqu 2002, recorded in Book 1205, page 816, Lea County Records,
the lease was amended to be for a primary term of four years from March 30, 2000 with regard to the N/2
SE/4 of Section 26. By Amendment dated March 21, 2003, recorded in Book 1217, page 456, Lea

County Records, the lease was amended so that the primary term was extended to six years from March
30, 2000 with regard to the remainder of the lands covered by the |ease.

Lease No. 3: f/M- J[-3-2

By Amendment dated January 1 O 2003, recorded in Book 1204, page 801, Lea County Records,
the lease was amended so that the pnmary term is for a term of four years from March 30, 2000.
Lease No.5: (/M- T

By Amendment dated January 28 20083, recorded in Book 1204, page 799, Lea County Records, -
the lease was amended so that the prlmary term was for a term of four years from June 21, 2000.

M- of-sf

By Amendment dated December 3, 2002, recorded in Book 1193, page 143, Lea County Records,
the lease was amended so that the primary term was for a term of four years from March 28, 2000.

Lease No, 6:

Lease No. 10:

Lease No. 10, described in ourOriginal Driliing Title Opinion, dated April 10, 2000, recorded in

Book 1023, page 636, Lea County Records, has apparently expired. Lease No. 10 is now described as
follows:

3(’}/‘l[(Date:

May 9, 20083. ST A0

Recorded: Book 1232, page 800, Lea County Records.

Lessor: Angela McAlpin for life by and through her attomey-in-fact, Roger
Davidson.

Lessee: David H. Arrington Qil & Gas, Inc.

Land Covered: SE/4 SW/4 of Section 26, containing 40 acres, more or less.

Interest Covered: Apparently a 1/16 interest. See Requirement No. 22 below.

Primary Term: Three ze‘ars from date.

Royalties:

Shut-In Gas
Well Royalties:

Delay Rentals:

Depository:

Unusual Provisions:

l.ease Form:

1/5 on oil and gas.
:
On or before ninety days after a well is shut-in and annually thereafter,

Lessee may pay an advance shut-in royalty equal to $1.00 per net acre of
Lessor's gas acreage then held under the lease.

None provided. This is a paid-up lease.

All payments are to be made to the Lessor at 665 Lincoln Court, Grand
Junction, CO 81503.

None.

Producers Revised 1981 New Mexico Form 342P - Paid-Up.

vgb\ \w& <>

=
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Lease No. 12, described inour Ongma! Drilling Title Opinion, dated March 16, 2000, recorded in
Book 1013, page 729, Lea County Records, has apparently expired. Lease No. 12 is now described as

Date:
Recorded:
Lessor:
Lessee:

Land Covered:

Interest Covered:

Primary Term:
Royalties:

Shut-In Gas
Well Royalties:

Delay Rentals:

Depository:

Unusual Provisions:

l.ease Form:

Lease No. 13:

January 232, 2003, effective March 17, 2003,

Book 1205, page 432, Lea County Records.

Sandra Lee Ponder Joy.

David Peﬂroleum Corp.

D///'Lmé N /m( #i¢ g.“f”

SE/4 SW/4 of Section 26, containing 40 acres, more or less.

1/8 interest.

Three years from March 17, 2003.

1/4 on oil'and gas.

On or before 180 days after a well is shut-in and annually thereafter,
Lessee may pay an advance shut-in royalty equal to $1.00 per net acre of
Lessor's gas acreage then held under the lease.

None provided. ThlS is a paid-up lease.

All payments are to be made to the Lessor at 17421 E. State Highway 22,

Cranfills Gap, TX 76637.

None.

Producers 88 Paid-Up.

Lease No. 13, described in our Origmal Drilling Title Opinion, dated February 16, 2000, recorded

in Bock 1013, page 1 85, Lea County Records has apparently expired. Lease No. 13 is now described
as follows:

Date:
Recorded:

Lessor:

Lessee:;

Land Covered:

Interest Covered:

Primary Term:
Royalties:

Shut-In Gas
Well Royalties:

HADOCS\23651\41\SUPPOTO.WPD

March 16, 2003.

Book 1213, page 653, Lea County Records.

Western Commaerce Bank, Trustee of the Frances J. Freeman Revocable

Trust.

David Petroleum Corp.

1/8 interest.

Three years from date.

7/32 on oil and gas,

On or before ninet

j)/’/ﬂ& é‘?ﬂ Ao J:%N e {r\ﬁ,,faﬂ.

SE/4 SW/4 of Section 26, containing 40 acres, more or less.

y days after a well is shut-in and annually thereafter,

Lessee may pay an advance shut-in royaity equal to $1.00 per net acre of
Lessors ‘gas acreage then held under the lease. According to Paragraph
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No. 14 of the lease, Lessee’s right to continue the lease beyond the primary
term by a payment of shut-in gas royalty shall be limited to a maximum
period of two years from the expiration of the primary term of the lease,

Delay Rentals: None provided. This is a paid-up lease.
Depository: All payments are to be made to the Lessor at P. O. Box 1627, Lovington,
NM 88260

Unusual Provisions: 13.  Although Lessee has the right hereunder to use the surface estate
ofthe abm‘/e described lands, Lessee:shall nevertheless pay to the surface
owner reasonable sums for damages to the surface estate, including
reasonable sums for damages to improvements and for the damages to
livestock and grazing lands. Surface damage payments to the surface
owner shall be at least the customary or going rate.

- 156, At\the expiration of the primary term hereof, Lessee agrees to
commence a continuous drilling program on *said land” and thereafter
continue [such program until all the New Mexico Oil Conservation
Commission or other governing state or federal regulatory authority
proration umts have been drilled, allowing not more than 180 days to elapse
between the completion or abandonment of one well and commencement
operattone for the drilling of another well. Should Lessee fail to commence
this program or subsequently default in the performance thereof, then in
either event this lease shall terminate as to all lands covered hereby, save

and excépt the New Mexico QOil Conservation Commission or other

governiné state or federal regulatory agency proration unit for each
producxng well or shut-in well. There shall be no liability on the continuous
drilling program save and except for the termination of this [ease as to non-
productlve proration units as above provided. All rights below 100 feet
below the deepest producing formation will revert to the Lessor at the
explratlon of the primary term or termination of the continuous devslopment
program herein provided, whlchever is later.

16. Notwnhstandlng anythmg to the contrary elsewhere in this lease,

this lease is made by Lessor without warranty of any kind, express or
implied.

18. Lessee agrees that all royalties accruing to Lessor under this lease
shall be without deduction for cost of marketing, producing, gathering,
storing, separating, treating, dehydrating, compressing, processing,
transporting and otherwise making the oil, gas and other products
hereunder ready for sale.

19. No division order shall be required prior to any payment of Lessor
hereunder but Lessee may require an agreement of division from Lessor
contammg the following only: Lessor's name, address,

number and Lessor's interest. Lessee agrees that such an agreement of
division shall constitute a customary and reasonable division order.

ADDITIONAL ASSIGNMENTS

8. By Certificate dated October 31, 2002, recorded in Book 1188, page 306, Lea County
Records, Devon SFS Operating, Inc. merged with and into Devon Energy Production Company, L.P.

TPOOLINQ DESIGNATION

The materials examined mclude a Designation of Pooied Unit, in counterpart, ail effective January
27,2003, recorded in Book 1211, page 838, Book 1211, page 843 and Book 1211, page 848, Lea County
Records whereby David H. Amngton Qil & Gas, Inc., Devon Energy Production Company, L.P. and
Chesapeake Exploration Limited Partnershtp desugnate the S/2 of Section 26 as a pooled unit for
production from the proposed Green Eyed Squealy Worm Well No. 1. The exhibit to the counterparts
describes Lease Nos. 1-16 as described in our Original Drilling Title Opinion. The exhibit does not
describe new Lease Nos. 10, 12 and 13 described in this supplemental title opinion.

ced “*o @-er& \Poe(n—m n
HADOCS\Z3651U SUPPDTO.WFD

\o\Ot_cy‘m_ —eoPY DQ ?Qes \d
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STATUS OF TITLE REQUIREMENTS

1.
A and B. Nothing submitted.
2.
Nothing submitted.
3.
Nothing submitted.
4,

Nothing submitted. Due to the‘fact new Lease No. 13 was executed by Western Commerce
Bank, Trustee of the Frances J. Freeman Revocable Trust, you must investigate this matter to determine
whether the Frances J. Freeman Revocable Living Trust u/t/a dated September 1, 1992 is one and the
same as the Frances J. Freeman Revocable Trust dated February 8, 1983, as amended. In addition, we

should be submitted a copy of the trust égreement pursuant to which the bank executed new Lease No.

13.

5.
Nothing submitted.

8.
Nothing submitted.

7.
A andB. Nothing submitted.

8.
Nothing submitted.

Q.
A. Advisory.
B. Nothing submitted.

10.
Nothing submitted.

1.
Nothing submitted.

12.
Nothing submitted.

13.
A, B, Cand D. Nothing submitted.

14,

A and B, Nothing submitted.

HADOCS\23651\ \SUPPDTO.WPD
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185.
Nothing submitted.

16.

Partially satisfied. Under the heading “Pooling Designation” above, we have described a
Designation of Pooled Unit which was\executed by the then working interast owners of Lease Nos. 1-16
described in our Original Drilling Title Oplmon Lease Nos. 10, 12 and 13 described in this supplemental
title opinion are new and were not descrlbed in the exhibit to the Designation of Pooled Unit. In addition,
the designation was not executed by Davxd Petroleum Corp. Accordingly, David H. Arrington Oil & Gas,
Inc., Devon Energy Production Company, L.P., Chesapeake Exploration Limited Partnership and David
Petroleum Corp. should amend the Desrgnatlon of Pooled Unit described above to include Lease Nos.

10, 12 and 13. The amended deSIgnrj:\tion should be recorded in Lea County, New Mexico.

17.
Nothing submitted. |
18.
Nothing submitted.
19.
Advisory.
20.

Nothing submitted.

ADDITIONAL TITLE REQUIREMENTS
21, ‘

As noted above, l.ease Nos. 10, 12 and 13 described in this supplemental title opinion are new
leases and the underlying leases have not been released of record.

REQUIREMENT: Submit ﬁor examination a release of Lease Nos. 10, 12 and 13 as described
in our Original Drilling Title Opinion from the record title owners thereof.

22.

New Lease No. 10 described above is from Angela McAlpin for life, by Roger Davidson, her
attorney-in-fact. We do not know how Angela McAlpin acquired a life estate in the interest which we have
credited to her as Personal Representatlve of the Estate of G. T. McAlpin, deceased. §ee Requirement
No. 5 of our Original Drilling Title Opnmon in this regard. In addition, we have not examined the power of
attorney pursuant to which Roger Dawdson executed Lease No. 10 on behalf of Angela McAlpin. Finally,
we do not know the identities of the remamdermen of the interest purportedly owned by Angela McAlpin.

REQUIREMENT A: Submit for examination a copy of the power of attorney pursuant to which
Roger Davidson executed Lease Ne. 10 on behalf of Angela McAlpin.

REQUIREMENT B: Submit for examination the document which grants Angela McAlpin a life
estate in the SE/4 SW/4 of Sectnon 26, together with the identity of the remaindermen. The

satisfaction of Requirement No 5 in our Qriginal Drilling Title Opinion may satisfy this requirement.
At that time, it may be necessary to require that the remaindermen ratify the lease.

23.

New Lease No, 13 covering the SE/4 SW/4 of Section 26 states in Paragraph 13 thereof that
although lessee has the right hereunder to use the surface estate of the above described lands, lessee
shall nevertheless pay to the surface owner reasonable sums for damages to the surface estate, including

H\DOCS\I6SIMU'SURPDTOWPD -+ 13
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reasonable sums for damages to imprO\;/ements and for the damages to livestock and grazing lands.
Surface damage payments to the surface owner shall be at least the customary or going rate.

REQUIREMENT: In the event you acquire an interest in Lease No. 13 from David Petroleum
Corp., it will be necessary for you to settle surface damages as requirement in Paragraph 13 of
Lease No. 13.

24.

Lease No. 4 dated April 1, 2000 is for a term of three years from date. It appears that this lease
has expired.

REQUIREMENT: Submit for examination an extension of Lease No. 4.
25.

Lease No. 14 dated June 5, 2000 is for a primary term of three years from date. It appears that
this lease has expired.

REQUIREMENT: Submit for examination an extension of Lease No. 14,

Respectfully submitted,
STUBBEMAN, McRAE, SEALY,
LAUGHL|N & BROWDER, INC.
By:

AHen G Harvey

AGH:sab

HADOCS\23651\41\SUPPDTO.WPD
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4 West T Area Code: 432
éLite 400 (zei;a7s97o1 ) Davip H. ARRINGTON O1L & Gas, INC. Phorr?: : 282-6585

P.0. Box 2071 \ Fax 682-4139
Midland, Texas 79702

November 15, 2003

Marshall & Winston, Inc.
Attn: Mr. Kevin Hammit
PO Box 50880

Midland, TX 79710

Re: PARTICIPATION AGREEMENT
Our West Salty Dog Prospect
Green Eyed Squealy Worm 26-1 Well
S/2, Section 26, T-15-S, R+ 34-E
Lea County, NM

Ladies and Gentlemen:

David H. Arrington Oil & Gas, Inc. (“Seller”), has previously acquired an interest in and to
certain oil and gas lease(s) covenng the referenced exploration prospect area (the “Prospect
Area”) that is more particularly described in Exhibit “A” attached hereto and by this reference
made a part hereof. The oil and gas lease(s) described on said Exhibit “A” is hereinafter
referred to as the “Lease”, whether one or more.

This agreement, effective Novem‘ber 20, 2003, together with all exhibits attached hereto and
by this reference made a part hereof (the “Agreement”) shall confirm and set forth the
- understanding of, and agreement to, the terms and conditions whereby Marshall & Winston,
Inc. (“Buyer”) is acquiring the right to an assignment of an undivided interest in and to the
Lease and is agreeing to participate pursuant to the terms and conditions herein in the drilling
and testing of a certain oil and\gas exploration test well (the “Test Well”) on the lands
covered by such Lease.

I
INTEREST

1.1 Upon execution of this Agréement, Buyer agrees to pay Seller forty nine thousand fifty
four dollars and forty cents ($49,054.40), being equal to $575 per acre based on 85.312 acres
(being 26.666% of 320 acres).

1.2  Upon Buyer's payment of the aforesaid consideration, Seller shall make an assignment
to Buyer of an undivided twenty percent (20%) of 8/8ths working interest in the Lease (After
Payout Interest “API”), subject only to a proportionate share of the lessor’s royalty burdening
such Lease and a retained overriding royalty interest equal to the difference between twenty

1



five percent (25%) and the lesso‘r’s royalty provided for in such Lease (the “Reserved ORRI”).
The form of assignment is as set forth on Exhibit “B” attached hereto (“Assignment”). In the
event said Lease covers less than the entire mineral estate in the lands covered thereby, then
the Reserved ORRI provided for‘ herein shall be proportionately reduced. Seller will deliver a
net revenue interest of 75%, proportionately reduced to the twenty percent (20%) of 8/8ths
working interest in the Lease assigned to Buyer.

1.3 This Agreement creates an Area of Mutual Interest covering the area identified on the
attached Exhibit “C” (“AMI”). ThlS AMI shall cover and apply to any oil and gas leases,
farmout agreements, term assignments, option agreements or other similar agreements to
acquire oil and gas interests, moluswe of force pooled interests covering lands situated within
the AMI. The AMI shall be effectxve December 16, 2003 and shall continue in effect through
May 1, 2004, terminating at 12: 01 a.m. May 2, 2004

(a) Should any party acquire, during the term of the AMI, any interest in the
oil and gas estate, including without limiting the foregoing a lease for oil
and gas exploration, an option to acquire a lease or other ownership
interest in the oil and gas estate, a farm-in, or any type of agreement by
which such an interest may be earned or otherwise acquired (including
force pooled interests), covering any like interest in lands any part of
which are within the AMI (an interest so owned or acquired insofar and
only insofar as it covers lands within the AML, as it then exists being herein
called an (“Acqu:red Interest”) such party (the “Acquiring Party”) shall
promptly not|fy the other parties hereto, in writing, of such acquisition, the
consideration paid or to be paid for the Acquired Interest, any other
obligations (including, without limitation, drilling obligations) undertaken or
to be undertaken as a part of such acquisition and any other terms of
such acquisition. In addition, the written notification shall contain all
available title information, and copies of leases, agreements by which the
interests may be acqwred and all other pertinent instruments. The written
notice shall 'also describe in detail the cost and expense of such
acquisition and any other obligation which may be incurred pursuant
thereto. Each of the parties shall, within fifteen (15) days after receipt of
such notice, hotify the Acquiring Party, in writing, whether or not it wishes
to par’umpate in such acquisition; provided, however, that failure of any
party hereto to respond within the time and in the manner set forth above
shall be deemed to be an election not to participate in such acquisition.

Such notice shall be made monthly and to each section of land separately
and shall cover all acquisitions completed within the preceding month, and
any election to participate must be made on all of the acquisitions within
the notice. lt\lS the intent of the parties that an election may not be made
as to a part or parcel of any notice.

\

(b)  Should any party hereto properly elect to participate in an acquisition of an
Acquired Interest, such party shall pay (or to the extent not yet due, agree
to pay when|due) its participating percentage Seller (80%) and Buyer
(20%) subject to provision 5. AREA OF MUTUAL INTEREST in that

2



(d)

(e)

certain Participation Agreement, West Salty Dog Prospect, Lea County,
New Mexico by and between David H. Arrington Oil & Gas, Inc and
Chesapeake Exploration Limited Partnership effective May 1, 2002 copy
attached hereto as Exhibit “E”, (as hereinafter used in this paragraph,
“Participating Percentage”), and of the actual costs incurred by the
Acquiring Party in making such acquisition and agree to assume its
Participating Percentage of any other obligations which are undertaken as
part of such acquisition, and upon receipt of such payment, such party
shall be assigned as herein provided the Participating Percentage of the
Acquired Interest. Following an election to participate, the Acquiring Party
shall invoice each participating party for its determined Participating
Percentage of the actual costs of the Acquired Interests, and such invoice
shall be payable within fifteen (15) days of receipt thereof. Any
participating party that fails to timely tender the full consideration set forth
in the invoice as provided herein shall be deemed to have elected not to
participate in the Acquired Interest. -

Notwithstanding anything contained herein to the contrary, in the event
that either party hereto acquires an oil and gas lease at a state, federal, or
other public or competitive auction, then the Acquiring Party may give
written notice of the acquisition as provided above; however, in this
instance, the party receiving the notice shall have three (3) business days
from receipt of the written notice in which to notify the Acquiring Party, in
writing, whether or not it wishes to participate in such acquisition, and
following an election to participate, such party shall submit payment for its
proportionate share of the invoiced share of the actual costs of
acquisition to the Acquiring Party within ten (10) days of the election.
Failure of any party hereto to respond within the time and submit payment
in the manner set forth above shall be deemed to be an election not to
participate in such acquisition.

If both parties hereto elect to participate in any Acquired Interest, then any
such Acquired Interest shall thereafter be subject to this Agreement. If
one but not both of the parties elect to participate in such Acquired
Interest, such Acquired Interest will not be subject to this Agreement.

Following an election by both parties to participate in an Acquired Interest
acquired within the AMI, the Acquiring Party shall assign and convey or
cause to be assigned and conveyed unto Seller, or to Seller’'s designee,
an overriding royalty interest (“ORRI”) equal to four percent of eight
eighths (4% of 8/8ths); provided however, said ORRI shall not work to
reduce the available net revenue under the Acquired Interest to less than
75%. (Example: Acquired Interest available net revenue is 77.5%, then
the ORRI would be 2.5%). The ORRI shall be proportionately reduced in
the event that the Acquired Interest covers less than the full undivided
mineral estate or leasehold estate. The form of Assignment of Overriding



Royalty shall be the general form as set forth on Exhibit “B” attached
hereto.

(f) Any assignments to be made pursuant to the AMI shall be made on the
general form attached hereto as Exhibit “B” for the Acquired Interest, with
an appropriate adjustment regarding the deletion of the paragraph
providing for the retention of an ORRI by the Assignor, where applicable.

(@) This AMI and the provisions herein shall not apply to acquisitions of
interest(s) by merger, consolidation, acquisition of all or substantially all of
the assets of another entity or subsidiary or parent company to a
subsidiary, or an acquisition in which the purchase acquires a majority of
the stock of an entity.

1.4  The assignment to Buyer of an interest in the Lease will be subject to the provisions
contained in the Lease and to the additional burdens and obligations set forth in this
Agreement, including a proportionate share of the Reserved ORRI provided for herein. Seller
shall warrant the title to the undivided interest in the Lease assigned and conveyed unto Buyer
against all parties claiming or attempting to claim the same, or any portion thereof, by, through
or under Seller, but not otherwise. Seller represents that (i) it is unaware of any liens, claims
or encumbrances affecting the Lease, (ii) the Lease is valid and subsisting in accordance with
it's terms, (iii) it has no knowledge of any claim having been made regarding failure to perform
under the terms of the Lease, (iv) to the best of it's knowledge and belief, no default has
occurred with respect to any material provisions of the Lease, (v) it is the present owner of the
Lease, (vi) it owns sufficient interest in the Lease to satisfy this Agreement, and (vii) it has the
right and authority to enter into this Agreement.

.
TERMS FOR DRILLING TEST WELL

2.1 Seller and Buyer agree that all drilling and operations on the Prospect Area will be
governed by the terms and conditions of the Operating Agreement attached as Exhibit “D”
hereto and made a part hereof (the “OA”) which names Seller, as Operator. Should there be
any conflict between the terms and conditions of this Agreement and the terms and conditions
of the OA (or any replacement or superseding Operating Agreement), the terms and
conditions of this Agreement shall control for so long as this Agreement is in effect. Buyer
does hereby adopt, ratify and confirm the OA insofar and only insofar as the OA governs and
controls the Lease, lands and depths set forth on Exhibit “A”, Prospect Area.

2.2 The Test Well is to be drilled in a good and workmanlike manner to a depth sufficient to
penetrate and test the Morrow formation at a depth of approximately 13,600 feet subsurface,
whichever is the lessor depth (the “Contract Depth”) unless hole conditions preclude the well
from attaining Contract Depth. Surface location as currently proposed is 1974’ FSL and 1129’
FEL of Section 26, T15S, R34E, Lea County, New Mexico.



2.3 As a portion of the consideration being exchanged between the Seller and Buyer in
connection with the execution and delivery of this Agreement, and as an additional
inducement to Seller to enter into this Agreement, Buyer hereby obligates itself and covenants
and agrees with Seller to participate in and pay for an undivided twenty six and 66.6/100
percent (26.666%) of 8/8ths of the cost, risk and expense of drilling, completing and operating
the Test Well until said well has reached payout ( Before Payout Interest “BPI” ). For
purposes herein, payout shall be defined as that point in time when the net proceeds, as
hereinafter defined, from the sale of all production of the oil and/or gas produced from the
Test Well, or credited to said well, either by reason of transferred allowable, unit allocation or
any other means, attributable to the BPI, equals one hundred percent (100%) of the cost and
expense, both tangible and intangible, of drilling, equipping (an oil well through the oil storage
tanks and a gas well through the Christmas tree), testing, completing and operating said well
(“Payout”). The “Net Proceeds” are defined as the total proceeds received from, credited or
allocated to production, less severance, production and other taxes payable on the production
therefrom, together with all royalties, shut-in gas royalties, overriding royalties and payments
out of production presently in effect.

2.4  Notwithstanding any other provision of this Agreement to the contrary, Buyer shall bear
and pay twenty six and 66.6/100 percent (26.666%) of 8/8ths of the cost, risk and expense
associated with the plugging and abandonment of the Test Well in the event that all parties
elect to plug said well prior to said well reaching Payout.

2.5 Should the Test Well reach Payout status, Seller shall have a one(1) time election to
either; (i) back-in for six and 66.6/100 percent (6.666%) of 8/8ths of Buyers twenty six and
66.6/100 percent (26.666%) of 8/8ths BPI in the Test Well at no cost to Seller or, (ii) not to
back-in and retain Sellers BPI in the Test Well. Seller shall have five (5) days exclusive of
weekends and federal holidays from the date the well reaches Payout to make their election.
Failure by Seller to timely make their election, shall be deemed an election to back-in for six
and 66.6/100 percent (6.666%) of 8/8ths of Buyers twenty six and 66.6/100 percent
(26.666%) of 8/8ths BPl in the Test Well at no cost to Seller. Buyer's interest in all
subsequent wells drilled pursuant to this Agreement shall be twenty percent (20%) of 8/8ths.

.
WELL INFORMATION AND DATA

3.1 During the drilling of the Test Well, authorized employees, agents and representatives
of each non-operating party participating in the drilling, sidetracking, completing or reworking
of any well drilled on the Prospect Area pursuant to the terms of this Agreement or the OA
shall be entitled to receive copies of all geological and geophysical information obtained from
such operation and shall have access to the rig floor, at their own respective cost, risk and
expense, to observe all operations conducted by the Operator. Operator shall provide
advance notice to each of the non-operating parties in order that they may have their
employees, agents or authorized representatives present to witness the running of logs, tests
of shows encountered and production tests.



V.
OVERRIDING ROYALTY INTERESTS

4.1  All oil, gas and/or mineral leases purchased or acquired or renewed by Seller or Buyer
(including those acquired by farmout or similar agreements) subsequent to the date of this
Agreement within the AMI shall be subject to an overriding royalty interest in favor of Seller, or
and any other burdens on such lease (the “Reserved ORRI”); provided, however, in the
event its designees, equal to the difference between twenty five percent (25%) and lessor’s
royalty that any such lease covers less than the entire mineral estate in the lands covered
thereby or if less than all of the working interest is acquired in said lease, then the overriding
royalty interest provided for herein shall be proportionately reduced. This overriding royalty
interest shall be borne by the parties hereto in proportion to their ownership in such acquired

lease.

V.
NOTICES

5.1  Any notice or information required to be furnished hereunder shall be in writing or by
fax and given to the following parties:

SELLER: BUYER:

David H. Arrington Oil & Gas, Inc. Marshall & Winston, Inc.

PO Box 2071 PO Box 50880 79705
214 W. Texas, Suite 400 6 Desta Drive, Ste. 3100 (zip +8+03)
Midland, TX 79701 Midland, TX 79710

Attn:  David H. Arrington Atin:  Kevin Hammit
Office:432.682.6685 Office:432.684.6373

Fax: 432.682.4139 Fax: 432.682.1316
5.2  Seller and Buyer shall have the right to change their respective addresses for notice
purposes by giving written notice of such change to the other party.

VI.
GENERAL TERMS

6.1 This Agreement and all operations conducted on the AMI and the Lease shall be
subject to all valid and applicable laws, orders, rules and regulations of any governmental
body having jurisdiction over such operations. The obligations of the parties hereunder are
intended to be separate and not joint or collective, and nothing in this Agreement nor any act
by Seller or Buyer shall ever be construed or implied as creating a mining partnership,
commercial partnership, or other partnership relation; it being the intention of the parties
hereto not to create, and this Agreement shall never be construed to create, a mining or other

partnership or joint venture.



6.2 Each party’s obligations as set out in this Agreement are several and not joint and each
party shall be individually responsibie for its own obligations as set out in this Agreement and

in the OA.

6.3 This Agreement shall be effective November 20, 2003 and shall expire on the earliest
date of either (i) Payout in the Test Well, or (ii) Plugging of Test Well prior to Payout.

6.4 This Agreement and the interest in the Lease assigned and conveyed to Buyer
pursuant to this Agreement may be assigned or transferred, in whole or in part, without the
prior written consent of Seller; provided, however, that any such assignment shall nevertheless
be void unless it is made expressly subject to this Agreement for so long as this Agreement is

in effect .

6.5 THIS AGREEMENT, THE OTHER DOCUMENTS EXECUTED AND DELIVERED
PURSUANT HERETO AND THE LEGAL RELATIONSHIP BETWEEN THE PARTIES WITH
RESPECT TO THIS AGREEMENT, SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF TEXAS WITHOUT REGARD TO
RULES GOVERNING CONFLICTS OF LAW.

6.6 BUYER REPRESENTS AND ACKNOWLEDGES THAT IT IS KNOWLEDGEABLE OF
THE OIL AND GAS BUSINESS AND OF THE USUAL AND CUSTOMARY PRACTICES OF
PRODUCERS SUCH AS SELLER AND THAT BUYER HAS HAD ACCESS TO THE LEASE,
THE OFFICES AND EMPLOYEES OF SELLER, AND THE BOOKS, RECORDS AND FILES
OF SELLER RELATING TO THE LEASE IN MAKING THE DECISION TO ENTER INTO
THIS AGREEMENT AND CONSUMMATE THE TRANSACTIONS CONTEMPLATED
HEREBY. BUYER HAS RELIED SOLELY ON THE BASIS OF ITS OWN INDEPENDENT
DUE DILIGENCE INVESTIGATION OF THE LEASE AND, ACCORDINGLY, BUYER
ACKNOWLEDGES THAT SELLER HAS NOT MADE, AND SELLER HEREBY EXPRESSLY
DISCLAIMS AND NEGATES ANY REPRESENTATION OR WARRANTY, EXPRESS,
IMPLIED, OR ARISING AT COMMON LAW, BY STATUTE OR OTHERWISE, RELATING TO
THE LEASE, INCLUDING WITHOUT LIMITATION ANY REPRESENTATION OR
WARRANTY WITH RESPECT TO TITLE TO THE LEASE (EXCEPT AS EXPRESSLY
PROVIDED IN PARAGRAPH 1.4 ABOVE) OR THE QUALITY, QUANTITY OR VALUE OF
THE RESERVES OF OIL, GAS OR OTHER HYDROCARBONS IN OR UNDER THE LEASE.
BUYER ACKNOWLEDGES THAT THE DISCLAIMERS CONTAINED IN THIS PARAGRAPH
ARE “CONSPICUOUS” FOR PURPOSES OF ANY APPLICABLE STATE OR FEDERAL
SECURITIES LAW, RULE, REGULATION OR ORDER.

6.7 Buyer represents and acknowledges that prior to entering into this Agreement, Buyer
was advised by and has relied solely on its own legal, tax and other professional counsel
concerning this Agreement, the Lease and the value thereof. Buyer represents and
acknowledges that it is able to bear the economic risk of any oil and gas investment Buyer is
obligated to or might choose to make in the Lease and well(s) to be drilled thereon and that
Buyer is capable of evaluating the merits and risks of investments in the Lease and well(s) to
be drilled thereon. Buyer represents and acknowledges that it is acquiring an interest in the
Lease for its own account and not for distribution or resale in any manner that would violate
any state or federal securities law, rule, regulation or order.



6.8 This Agreement contains the entire understanding of the parties hereto with respect to
the subject matter hereof and supersedes all prior and contemporaneous agreements,
understandings, negotiations and discussions among the parties with respect to such subject
matter. No representations, inducements, promises, or agreements, oral or otherwise, which
are not embodied in this Agreement shall be of any force or effect.

6.9 If any one or more of the provisions of this Agreement shall be determined to be invalid,
illegal or unenforceable in any respect, the validity, legality and enforceability of the remaining
provisions contained herein shall not in any way be affected or impaired, and the offending
provision or provisions shall be reformed, and the remaining provisions interpreted so as to
give effect, to the maximum extent permissible, to the agreement of the parties as set out

herein.

If the foregoing terms and conditions confirm your understanding of our Agreement, please
execute in the space provided below for your signature and return one (1) fully executed original
of this Agreement along with your check.

IN WITNESS WHEREOF, this instrument is executed in multiple originals each of which
shall be considered an original for all purposes.

Yours very truly,

DAVID H. ARRINGTON OIL & GAS, INC.

By:

DAvjd H. Arrington, President ~

ACCEPTED AND AGREED TO THIS 1 3™ pAYOF & Jew.d. | 2003.

MARSHALL & WINSTON, INC.

)

By | l_ Aoty V™ §
Clarence R. Chandler, President




EXHIBIT “A”

|
Attached to and made a part of that certain Participation Agreement EFFECTIVE November
20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”) and Marshall &

Winston, Inc. (“Buyer”).

PROSPECT AREA

T15S, R34E, Lea County, New Mexico

S/2 Section: 26 ALL DEPTHS

OIL & GAS LEASES SUBJECT TO THIS AGREEMENT

Lease 1: NM 21-6-0

Date: March 16, 2000

Recorded: Book 1013 at Page 692

Lessor: June D. Speight

Lessee: ‘David H. Arrington Oil & Gas, Inc.

Lands Covered: S/25E/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,

‘Lea County, New Mexico
As amended by Amendment dated January 19, 2003, recorded at Book 1204, Page 803

Lease 2: NM 21-3-1

Date: IMarch 30, 2000

Recorded: Book 1013 at Page 92

Lessor: Marshall & Winston, Inc.

Lessee: David H. Arrington Qil & Gas, Inc.

Lands Covered: INSOFAR & ONLY INSOFAR as lease covers the N/2SE/4 of Section 26,

T-15-S, R-34-E, N.M.P.M., Lea County, New Mexico
As amended by Amendment dated December 9, 2002, recorded at Book 1205, Page 816

Lease 3: NM 21-3-2

Date: March 30, 2000

Recorded: Book 1013 at Page 689

Lessor: Winston Partners, Ltd.

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: N/2SE/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mex:co
As amended by Amendment dated January 10, 2003, recorded at Book 1204, Page 801

Lease 4: NM 21-7-0

Date: April 1, 2000

Recorded: Book 1021 at Page 718

Lessor: Bank of America, N.A., Trustee of the Gay Crabb Karger Trust,
the Billy Easley Trust and the Lawrence E. Karger Trust

Lessee: [Davnd H. Arrington Oil & Gas, Inc.

Lands Covered: NE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M,

ﬂea County, New Mexico
As amended by Amendment dated February 14, 2003, recorded at Book 1244, Page 836



Lease 5:
Date:
Recorded:
Lessor:
Lessee:
Lands Covered:

NM 21-5-2

June 21, 2000

Book 1029 at Page 127

H-D Mineral Properties

David H. Arrington Oit & Gas, Inc.

W/25W/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,
L.ea County, New Mexico

As amended by Amendment dated January 28, 2003, recorded at Book 1204, Page 799

Lease 6:

Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

NM 21-5-1

March 28, 2000

Book 1013 at Page 727

Bobby V. Bell and wife, Christine Jane Bell

David H. Arrington Oil & Gas, Inc.

W/28W/4 of Section 26, T-15-S, R-34-E, NM.P.M_,
Lea County, New Mexico

As amended by Amendment dated December 3, 2002, recorded at Book 1193, Page 143

Lease 7:
Date:
Recorded:
Lessor:

Lessee:
Lands Covered:

Lease 8:

Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

Lease 9:

Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

Lease 10:

Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Lease 11:

Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

NM 21-2-10

February 1, 2002

Book 1142 at Page 787

Don C. Dennis, individually and as Trustee of the J.M. Dennis
Trust

David H. Arrington Oil & Gas, Inc.

SE/ASW/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,

Lea County, New Mexico

NM 21-2-9

February 1, 2002

Book 1140 at Page 706

Jessie A. Dennis, sole heir of Barron Dennis

David H. Arrington Oil & Gas, Inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico

NM 21-2-8

February 1, 2002

Book 1139 at Page 683

JoeAnn DeNitto

David H. Arrington Oil & Gas, inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,
Lea County, New Mexico

NM 21-2-11

May 9, 2003

Book 1232 at Page 800

Angela McAlpin for life by / through her attorney-in-fact, Roger Davidson
David H. Arrington Oil & Gas, Inc. ‘

SE/ASW/4 of Section 26, T-15-S, R-34-E, NM.P.M,,

Lea County, New Mexico

NM 21-2-7

December 12, 2000

Book 1059 at Page 438

Lora B. McAlpin

David H. Arrington Qil & Gas, Inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico
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Lease 12:
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Lease 13:
Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

Lease 14:
Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

As amended by Amendment dated May 21, 2003, recorded at Book 1232, Page 797, and

January 22, 2003, effective March 17, 2003

Book 1205 at Page 432

Sandra Lee Ponder Joy

David Petroleum Corp.

SE/ASW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico

March 18, 2003

Book 1213 at Page 653

Western Commerce Bank, Trustee of the Frances J. Freeman
Revocable Trust

David Petroleum Corp.

SE/4ASW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mexico

NM 21-2-4

June 5, 2000

Book 1029 at Page 292 ‘
Wells Fargo Bank, New Mexico, N.A., successor by merger to
Norwest Bank, New Mexico, N.A., Trustee for the Fredia Irene
Madding Wright Trust

David H. Arrington Oil & Gas, Inc.

SE/4SWI/4 of Section 26, T-156-S, R-34-E, NM.P.M.,

Lea County, New Mexico

as amended by Amendment dated May 28, 2003, recorded at Book 1232, Page 794

Lease 15:
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Lease 16:
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

NM 21-2-6

January 5, 2001

Book 1059 at Page 436

Charlsie E. Savage

David H. Arrington Oil & Gas, Inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,
Lea County, New Mexico

NM 21-2-5

January 5, 2001

Book 1061 at Page 451

G.G. Gore

David H. Arrington Oil & Gas, Inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico
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EXHIBIT “B”

Attached to and made a part of that certain Participation Agreement EFFECTIVE November
20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”) and Marshall &

Winston, Inc. (“Buyer”).

ASSIGNMENT

STATE OF NEW MEXICO §
§ KNOW ALL MEN BY THESE PRESENTS:

COUNTY OF LEA §

THAT, David H. Arrington Oil & Gas, Inc., whose mailing address is P. O. Box 2071,
Midland, Texas 79702 (hereinafter referred to as “ASSIGNOR”), for and in consideration of the
sum of Ten Dollars ($10.00), cash in hand paid, and other good and valuable consideration, the
receipt and sufficiency of which are hereby acknowledged, by these presents does hereby grant,
transfer, assign and convey unto Marshall & Winston, Inc., P. O. Box 50880, Midland, Texas
70710, its successors and assigns (hereinafter referred to as “ASSIGNEE”", without warranty of
title, either express, implied or statutory, an in and to the oil and gas
leases described on Exhibit “A” attached hereto and made a part hereof for all purposes,
(hereinafter referred to as “Subject Leases” whether one or more) covering the lands
described thereon (hereinafter referred to as “Subject Lands™).

Assignor reserves, excepts and retains from this Assignment an overriding royalty interest
equal to twenty-five percent of eight-eighths (25% of 8/8ths) less and except any royalties,
overriding royalties or other burdens on production existing as of the date of this Assignment of all
oil, gas and casinghead gas produced and saved from the Subject Leases and Subject Lands. It
is the intent of Assignor to deliver a 75% net revenue interest to Assignee on each of the Subject

Leases.

In the event the leasehold interest of Assignor is less than the full leasehold interest in the
Subject Leases, or the Subject Leases cover less than all the oil and gas in the Subject Lands, the
overriding royalty interest retained by Assignor shall be proportionately reduced to accord with the

interest assigned.

The overriding royalty interest reserved herein may be pooled or unitized by Assignee
without the consent of Assignor under the same terms and conditions as the royalty under said
leases may be pooled or unitized. In the event the Subject Leases and Subject Lands upon which
such well is located is included in a pooled spacing or proration unit, the overriding royalty interest
of Assignor in the production from said unit shall be determined by multiplying said reserved
overriding royalty by a fraction, the numerator of which is the net Lease Acreage in said unit and
the denominator of which is the entire acreage of such unit.

Assignee agrees that all overriding royalties accruing to Assignor under the Subject Leases
shall be free and clear of all costs and expenses, except that said overriding royalty shall bear its
ratable portion of treating, compression and transportation charges along with applicable taxes.

14




This Assignment is made and accepted specifically subject to the terms and conditions of (i)
each of the Subject Leases, (ii) all royalties, overriding royalties, and other similar burdens on the
Subject Leases, and (iii) that certain Participation Agreement, Our West Salty Dog Prospect, Lea
County, New Mexico effective November 20, 2003 by and between David H. Arrington Oil & Gas,
Inc. (“Seller”), and Marshall & Winston, Inc. (“Buyer”).

TO HAVE AND TO HOLD the same unto the ASSIGNEE, its heirs, administrators,
executors, devisees, trustees, successors, and assigns, according to the terms, covenants, and
conditions of the Subject Leases, the ASSIGNEE to perform all such terms, covenants, and
conditions thereof as to the Subject Lands, as well as all of the terms, covenants, and conditions
hereof.

IN WITNESS WHEREOF, this instrument is executed as of the date set forth in the
acknowledgment below, but EFFECTIVE for all purposes as of .

ASSIGNOR:

DAVID H. ARRINGTON OIL & GAS, INC.

By:

David H. Arrington, President

ACKNOWLEDGMENTS

STATE OF TEXAS §
COUNTY OF MIDLAND  §

This instrument was acknowledgéd before me, this _ day of , 2003 by David
H. Arrington, President of David H. Arrington Oil & Gas, Inc., a Texas corporation, on behalf of said
corporation.

Notary Public in and for the State of
My Commission Expires

15



EXHIBIT “D”

Attached to and made a part of that certain Participation Agreement EFFECTIVE November
20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”) and Marshall &
Winston, Inc. (“Buyer”).

OPERATING AGREEMENT

13



EXHIBIT “C”
|

Attached to and made a part ofi that certain Participation Agreement EFFECTIVE November
20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”) and Marshall &
Winston, Inc. (“Buyer”). ‘

AREA OF MUTUAL INTEREST

T15S, R34E, Lea County New Mexico.
Section: 23,26 & 35 All depths

12



EXHIBIT “E”

Attached to and made a part of that certain Participation Agreement EFFECTIVE
November 20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”)
and Marshall & Winston, Inc. (‘Buyer”).

5. AREA OF MUTUAL INTEREST:
\

This Agreement creates an Area of Mutual Interest (being hereinafter
referred to as the “AMI”) Which shall be comprised of the Contract Area. This
AMI shall cover and apply to any oil and gas leases, farmout agreements, term
assignments, option agreements or other similar agreements to acquire oil and
gas interests, inclusive of|force pooled interests covering lands situated within
the AMI. The AMI shall be for a term of two (2) years from the effective date
hereof, thereby terminating May 1, 2004.

(a) Shoult\i any party acquire, during the term of the AMI, any
mterest in the oil and gas estate, including without limiting
the foregorng a lease for oil and gas exploration, an option to
acquire a lease or other ownership interest in the oil and gas
estate\ a farm-in, or any type of agreement by which such an
rnterest may be earned or otherwise acquired (including
force pooled interests), covering any like interest in lands
any part of which are within the AMI (an interest so owned or
acquired insofar and only insofar as it covers lands within the
AMI, as it then exists being herein called an “Acquired
Interest) such party (the “Acquiring Party”) shall promptly
notify the other parties hereto, in writing, of such acquisition,
the consideration paid or to be paid for the Acquired Interest,
any other obligations (including, without limitation, drilling
obligations) undertaken or to be undertaken as a part of
such acquisition and any other terms of such acquisition. In
addltron the written notification shall contain all available title
rnformatron and copies of leases, agreements by which the
mterests may be acquired, and all other pertinent
instruments. The written notice shall also describe in detail
the cost and expense of such acquisition and any other
obligati‘on which may be incurred pursuant thereto. Each of
the parties shall, within ﬁfteen (15) days after receipt of such
notice, in writing, whether or not it
wishes to participate in such acquisition; provided, however,

that failure of any party hereto to respond within the time and




(b)

(c)

i

|
in thé manner set forth above shall be deemed to be an
election not to participate in such acquisition.

Such notice shall be made monthly and to each section of
land separately and shall cover all acquisitions completed
within: the preceding month, and any election to participate
must be made on all of the acquisitions within the notice. It
is the intent of the parties that an election may not be made

\
as to a part or parcel of any notice.

Should any party hereto properly elect to participate in an
acquis:,ition of an Acquired Interest, such party shall pay (or
to thel extent not yet due, agree to pay when due) its
participating percentage, Arrington (25%) and Chesapeake
(75%)\ (as hereinafter used in this paragraph, “Participating
Percentage ), of the actual costs incurred by the Acquiring
Party in making such acquisition and agree to assume its
Participating Percentage of any other obligations which are
undertaken as part of such acquisition, and upon receipt of
such payment, such party shall be assigned as herein
prowded the Participating Percentage of the Acquired
Interest Following an election to participate, the Acquiring
Party §hall invoice each participating party for its determined
Participating Percentage of the actual costs of the Acquired
lnteresl,ts, and such invoice shall be payable within fifteen
(15) days of receipt thereof. Any participating party that fails
to tlmely tender the full consideration set forth in the invoice
as provnded herein shall be deemed to have elected not to
participate in the Acquired Interest.

Notwithstanding anything contained in this Paragraph 5 to
the contrary, in the event that either party hereto acquires an
oil and gas lease at a state, federal, or other public or
competitive auction, then the Acquiring Party may give
written! notice of the acquisition as provided above; however,
in thisi‘ instance, the party receiving the notice shall have
three (3) business days from receipt of the written notice in
which to notify the Acquiring Party, in writing, whether or not
it wishes to participate in such acquisition, and following an
electiop to participate, such party shall submit payment for
its proportionate share of the invoiced share of the actual
costs of acquisition to the Acquiring Party within ten (10)
days of the election. Failure of any party hereto to respond
within the time and submit payment in the manner set forth



(d)

(€)

()

(9)

abovél shall be deemed to be an election not to participate in
such acquisition.

If both parties hereto elect to participate in any Acquired
Interest, then any such Acquired Interest shall thereafter be
subject to this Agreement. If one but not both of the parties
elect to participate in such Acquired Interest, such Acquired
Interest will not be subject to this Agreement.

Folloning an election by both parties to participate in an
Acquired Interest acquired within the AMI, the Acquiring
Party shall assign and convey or cause to be assigned and
conve‘yed unto Seller, or to Seller’s designee, an overriding
royalty interest (‘ORRI”) equal to four percent of eight
eighthé (4% of 8/8ths); provided however, said ORRI shall
not work to reduce the available net revenue under the
Acquired Interest to less than 75%. (Example: Acquired
Interest available net revenue is 77.5%, then the ORRI
would be 2.5%). The ORRI shall be proportionately reduced
in the event that the Acquired Interest covers less than the
full undivided mineral estate or leasehold estate. The form
of Assignment of Overriding Royalty shall be the general

form as set forth on Exhibit “D” attached hereto.

Any assignments to be made pursuant to the AMI shall be
made on the general form attached hereto as Exhibit “C” for
the Acquired Interest, with an appropriate adjustment
regarding the deletion of the paragraph providing for the
retention of an ORRI by the Assignor, where applicable.

This AMI and the provisions of this Section 5 shall not apply
acquisitions of interest(s) by merger, consolidation,
acquisition of all or substantially all of the assets of another
entity or subsidiary or parent company to a subsidiary, or an
acquisition in which the purchase acquires a majority of the
stock of an entity.



EXHIBIT “D”
Attached to and made a part of that certain Participation Agreement EFFECTIVE
November 20, 2003, by and between David H. Arrington Oil & Gas, Inc. (“Seller”) and
Marshall & Winston, Inc. (“Buyer”)

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

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED
November20 , 2003 _,

year

OPERATOR _DAVID H. ARRINGTON OIL & GAS, INC.

CONTRACT AREA _S/2 Sectionjl 26, T15S-R34E

COUNTY OR PARISH OF Lea STATEOF  New Mexico -

\

COP‘YRIGHT 1982 — ALL RIGHTS RESERVED
AM}\ERICAN ASSOCIATION OF PETROLEUM
LAN‘DMEN, 4100 FOSSIL CREEK BLVD., FORT
WOX\{TH, TEXAS, 76137-2791, APPROVED

FORiM. AAPL. NO. 610 - 1982 REVISED

Green Eyed Squealy Worm #1
Our West Salty Dog Prospect



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

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED
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year

OPERATOR DAVID H. ARRINGTON OIL & GAS, INC.
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COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERIQAN ASSOCIATION OF PETROLEUM
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WORTH] TEXAS, 76137-2791, APPROVED
FORM. A.APL. NO. 610 - 1982 REVISED
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between DAVID H. ARRINGTON OIL & GAS, INC.
|

| , hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as “Non-Operator”, and collectively as “Non-Operators”.

WITNESSETH:

WHEREAS, the parties to this agreement are [owners of oil and gas leases and/or oil and gas interests in the fand identified in
Exhibit “A”, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

|

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

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

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

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

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

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

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

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

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects not to participate
in a proposed operation.

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

ARTICLE I1.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:

M A. Exhibit “A”, shall include the following info}rmation:

(1) Identification of lands subject to this agreement,

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

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

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

(5) Addresses of parties for notice purposes.
C. Exhibit “C”, Accounting Procedure.
D. Exhibit “D”, Insurance.
E. Exhibit “E”, Gas Balancing Agreement.
F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.
G. Exhibit “G”, TaxPartnership- Memorandum of Operating Agreement
If any provision of any exhibit, except Exhibits “E” and “G”, is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.

B RE™AO
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ARTICLE 1L
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit “B”, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:
|
Unless changed by other provisions, all costs‘ and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operatlons on the Contract Arca shall be owned, by the parties as their interests are set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
p | )
payment of royalties to the extent of _ 25% which shall be borne as hereinafter set forth.

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

Nothing contained in this Article 111.B. shall be dcemed an assignment or cross-assignment of interests covered hereby,
I

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the jinterest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IIL.B., such party so
burdened shall assume and alone bear all such excess jobligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by ov{'ners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overrldmg royalty, producuon payment or other burden payqble out of productlon
attributable to its working interest hereunder, i
MWWWEW@WWMMWWWM
ascepted-obligation-of-all-parties—(any such interest being hereinafter referred to as “subsequently created interest” irrespeetive—of-the

timing-of-its—ereation~and the party out of whose wo‘rkmg interest the subsequently created interest is derived being hereinafter referred
to as “burdened party”), and: ‘

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

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

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicablé leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative matetial in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but ncceséaw for the examination of the title, shall be obtained by Operator. Operator shall

cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be fiirnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:
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‘ ARTICLE IV
continued

@ Option No. 2: Costs incurred by Operator, in procuring abstracts and fees paid outside attorneys for title examination

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

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by su;ch party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behaif at any such hearing,
No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-

ticipate in the drilling of the well.

B. Loss of Title:

. G Exhibit A _ . .

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and 1V.B.2, above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.
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ARTICLE V. !
OPERATOR
A. Designation and Responsibilities of Operator:
DAVID H. ARRfNGTON OIL & GAS, INC. shall be the

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

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

.

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

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected}from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest

: Byhihic €A | : : .
based on ownership as shown on Exhibit “A”; provided; however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “A” remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VI
DRILLING AND DEVELOPMENT

A.  Initial Well:

On or before the 29th day of February , ear) ___2004 | Operator shall commence the drilling of a well for
oil and gas at the following location:

1980’ FSL & 1120’ FEL Section 26, T158-R34E, Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to
13,600° (Mississippian)
unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.
Operator shall make reasonable tests of all fprmations encountered during drilling which give indication of containing oil and

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.

4.
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ARTICLE VI
continued

If, in Operator’s judgment, the well will not, produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. sh'(‘lll thereafter apply.

B.  Subsequent Operations:

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

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

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VIB.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed opeﬁatioxx, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly i;iS possible after the expiration of the forty-eight (48) hour period when a drilling rig is

on location, as the case may be) actually commenceithe proposed operation and complete it with due diligence. Operator shall perform all
|

work for the account of the Consenting Parties; proYided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b‘) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the ‘Contract Area pursuant to this Article VL.B.2,, shall comply with all terms and con-
ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such

operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Conse‘\nting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

ducer of oil and/or gas in paying quantities, the Consenting Partics shall complete and equip the well to produce at their sole cost and risk,
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* ARTICLE VI
continued

i

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drillipg, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production itherefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after! deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article IILD. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

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

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

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by thel Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portiori of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well,

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

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in tﬁe well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

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

above provided; and if there is a crzdit balance, it shall be paid to such Non-Consenting Party.
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If and when the Consenting Parties recover frojm a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would haveibeen entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Raﬂy shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the termﬁ of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply, from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except (a) as to Article VILD.1. (Option No. 2), if sielcctcd, or (b) as to the reworking, deepening and plugging back of such initial well
after if has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to thei parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing Operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2,, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhi‘bit “A” bears to the total interest as shown on Exhibit “A” of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “deepening” operation shall
also be applicable to any proposal to directionally control and intentionaily deviate a well from vertical so as to change the bottom hole
location (herein call “sidetracking™), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right tb participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive c:)f Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days,

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in dc}velopmcnt and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be
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ARTICLE VI
continued

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

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator $hall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such productior‘l, Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time it right to take in kind, or separately dispose of, its share of all oil. not previously
delivered to a purchaser. Any purchase or sale by Qperator of any other party’s share of oil shall be only for such reasoriable periods of
time as.are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year. ‘

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

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or deepened under the terms of this agreemer:lt and is proposed to be completed as a dry hole shall not be plugged ‘and abandoned
without the consent of all parties. Should Operator, iafter diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in

accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
. . ) if the operator does not participate
such well. Any party who objects tobpluggm and abandoning such well shall have the right o take over 'fﬁe wei 7and conduct further

. . ) immediately proposing operations to the other parties
operations in search of oil and/or gas 73ubject to the provisions of Jgﬁlc ¢ VI.B.

2. Abandonment of Wells that have Producéd: Except for any well in which a Non-Consent operation has been conducted

hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned withmjjt the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related eq%xipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-

duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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ARTICLE VI
continued

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

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, O]T:)erator shall have the right, subject to the revocation at will by the party owning it,
but not the obligation, to purchase such oil and gasi or sell it to others at any time and from time to time, for the account of the non-
taking party at the best price obtainable in the area f(i)r such production. Any such purchase or sale by Operator shall be subject always to
the right of the owner of the production to exercise al any time its right to take in kind, or separately dispose of, its share of alf oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstandillg the foregoing, Operator shall not make a sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or decpened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned

without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, $Lmday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deerned to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and ébandoning such well shall have the right to take over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have no‘t been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned withotLt the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applic?:able regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the inte;rval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, cxpréss or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations theh open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to tjhe non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oi! and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

- § alternate -
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ARTICLE VI
‘ continued

“B”. The assignments or leases so limited shall cnco;mpass the “drilling unit” upon which the well is located. The paymeénts by, and the

assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Lo . .

Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of

interests in the remaining portion of the Contract Area.

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

visions hereof.

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

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the! costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the partiés to create, nor

shall this agreement be construed as creating, a mining or other partnership or association,-erte-render-the-parties-Jiable-as-partners joint:
. . [ S
venture or agency relationship, or to render the parties liable as partners, co-venturers or principles.

B. Liens and Payment Defaults:

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

and security interest to the Non-Operators to secure pa:yment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. It is provided however, that any party
who assigns an interest to a third party subsequenti to the execution of this agreement, and that party fails or is unable to pay as
provided herein, then the party who assigns to said third party shall be solely responsible for said unpaid amount.

C. Payments and Accounting:

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

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount jof the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together

[
with an invoice for its share thereof. Each such state‘ment and invoice for the payment in advance of estimated expense shall be submitted

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

ir L . . . . .
ﬁf%eent/ (4X530) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the
amoun

due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drill or Deepen. Without the consent of 511 parties, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include:
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ARTICLE VII
continued

™  Option No. 2. All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participjate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-

,tempt. Such election, when made, shall include consjent to all necessary expenditures for the completing and equipping of such well, in-

cluding necessary tankage and/or surface facilities, Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepening or plugging
back” as contained in Article VI.B.2. shall be deemeid to include “completing”) shall apply to the operations thereafter conducted by less
than all parties.

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

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of twenty-five thousand Dollars (§ 25,000.00 )

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

Dollars ($, 25,000.00 ) but less than the amount first set forth above in this paragraph.
E. Renatals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum jroyalties which may be required under the terms of any lease shall be paid by the
WWWMWWWWWMW%WW

tributed-interests-in-the-same-lease a
Operator as a joint account expen
beha&{le%—an—sueg—paa‘lﬁes/ Any partypmay request and shall be entitled to receive, proper evidence of all such payments. In the event of

failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-.
visions of Article [V.B.2.

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

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and px!'oduction payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold :estatc is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall 1adjusvt the charge to such owner or owners so as to reflect the benefit of such .reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax

value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C”.

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

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
. (N .
to the production or handling of such party’s share ofioil and/or gas produced under the terms of this agreement.

-10-
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! ARTICLE V11
continued

G. Insurance:

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

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

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Saurrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

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

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

B. Renewal or Extension of Leases:

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

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

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest thertT.in. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiratf011 of an existing lease shall not be deemed a renewal lease and shall not be subject to
the provisions of this agreement.

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

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution s‘hall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the proportions

-11-
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continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other oberation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration r(*:,lating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Asticle VIILC,

D. Maintenance of Uniform Interests:

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

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

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

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

E.  Waiver of Rights to Partition:

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

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereurider are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subichapter “K”, Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder, Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such |evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Scwibc, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of ‘Fhe United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Internal Revenue Code of 1954 under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income,

-12-
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed : fifteen _thousand Dollars
&) 15,000.00 } and if the payment.is in complete settlement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises, If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notity all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder. All claims orlsuits involving title to any interest subject to this agreement shall be treated as a
claim or a suit against all parties hereto. \
ARTICLE XI.
FORCE MAJEURE

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

diligence to remove the force majeure situation as quickly as practicable.
|
The requirement that any force majeure shalljbe remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely

within the discretion of the party concerned.

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

ARTICLE XII.
NOTICES

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

ARTICLE X111.
TERM OF AGREEMENT

This agreement shall remain in full force and'effect as to the oif and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, nd party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

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

It is agreed, however, that the termination of this agreement shall not relieve any party” hereto )Irom any / hability-which has

accrued or attached prior to the date of such termination.
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1 ARTICLE XIV.
2 COMPLIANCE WITH LAWS AND REGULATIONS
3
4 A. Laws, Regulations and Orders:
5
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
8 dinances, rules, regulations, and orders. ‘
9
10 B. Governing Law:
11
12 This agreement and all matters pertaining hercto, including, but not limited to, matters of performance, non-performance, breach,
I3 remedies, procedures, rights, duties, and interpretatidn or construction, shall be governed and determined by the law of the state in which
14 the Contract Area is located. If the Contract Area is initwo or more states, the law of the state of New Mexico
15 shall govern. '
16
17 C. Regulatory Agencies:
18 ‘
19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
21 under such laws in reference to oil, gas and mineral !operations, including the [ocation, operation, or production of wells, on tracts offset-
22 ting or adjacent to the Contract Area.
23
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
25 and causes of action arising out of, incident to or fesulting directly or indirectly from Operator’s interpretation or application of rules,
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Opere;xtor further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.
30
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act
33 of 1980”, as same may be amended from time to time (“Act”), and any valid regulations or rules which may be issued by the Treasury
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
35 which is required to be furnished by said Act in a timély manner and in sufficient detail to permit compliance with said Act.
36
37 ARTICLE XV.
38 OTHER PROVISIONS
39
40
41
42
43
4 XV.A. Place of Payment.
45
46 All sums payable hereunder shall be payable at the physical address of the Operator as set forth on

47 Exhibit “A”, as may be amended by written notification, or at such other place as Operator may from time to
48 time designate.

49

50 XV.B. Taxes.

51

52 If the Operator is required her(‘sunder to pay ad valorem taxes based in whole or in part upon
53

separate valuations of each party's working interest, then notwithstanding anything to the contrary herein,

>4 charges to the joint account shail be made|and paid by the parties hereto in accordance with the percentage of
ZZ tax value generated by each party's working interest.

57

58 .

59 XV.C. Rework, Deepen or Plug Back, Producing Well

2(1) No well which is producing in commercial quantities shall be reworked, deepened or plugged back

o without the consent of a party or parties owning an aggregate of 80% of the working interest in such well. A
party who has elected not to participate in/such operation (as permitted in Article VI.B.) may nonetheless
éi consent to the conducting of such operations by less than all parties in accordance with Article VI.B.2.

:Z XV.D. THIS PARAGRAPH HAS BEEN LEFT BLANK INTENTIONALLY.

Z; XV.E. Liabilities for Penalties and/or Assessments.
69 . .
70 Any State or Federal regulation, penalties and/or assessments which may be lawfully applied to

Operator as the result of any action by him in his conduct of the operations hereunder, shall be shared by the
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Operator and the Non-Operators in proportion to their interests as set forth in Exhibit ""A"" hereof; provided
|
! there is an absence of fraud or intentional misrepresentation or other acts of misconduct by the Operator.

XV.F. Sequence of Operations.

Where a well, authorized under the terms of this Operating Agreement by all parties (or by less than
all parties under Article VI.B.) has been drilled to the authorized depth or the objective formation and the
parties participating in the well cannot agree on the sequence and timing of further operations regarding
10 such well, the following proposals shall coletrol in the order enumerated below:

11 :
12 (1) a proposal to do additional logging, coring or testing;

2
3
4
5
6
7
8
9

13

14 (2) a proposal to attempt to complete the well at either the authorized depth or in the objective
15 formation;

16

;; (3) a proposal to deepen the well;

19 .

20 (4) a proposal to sidetrack the well; and

21 : :

) (5) a proposal to plug back and attempt to complete the well.

23

24 It is provided, however, that if tﬁe hole is in such a condition that, in the opinion of the Operator, a

25 reasonably prudent Operator would not conduct the operations contemplated by the particular election
involved for fear of placing the hole inl jeopardy of losing the same prior to completing the well at the
authorized depth or objective formation, the operation which, in the opinion of the Operator, is then less
likely to jeopardize the well will be cojnducted. If the parties are equally divided as to whether such
operations may jeopardize the well, the Operator's opinion will prevail. It is further understood that if some,
but not all parties, elect to participate in the additional logging, coring or testing, they may do so at their sole
19 cost and the party or parties not participating in such operations shall not be entitled to the logs, cores or the
33 results of the tests but shall suffer no other penalty.

35 If the Operator is not successf;ul with its first (or subsequent) completion attempt(s) and the
36 Operator, or Non-Operator, recommenqs a completion attempt in another zone, then any previous Non-
37 Consent Parties shall be entitled to notice and the option to participate regardless of their election on a
38 previous completion attempt; however, to have such options, such parties must have participated in all
39 operations leading up to the initial comple;:tion attempt (for the purposes hereof, the conducting of sole benefit
logging, coring, or testing shall not exclude any other party from the right to participate), and, if they did not
pay their share of the casing and cementir}ng in the initial completion attempt, they shall pay their share of the
costs of casing and cementing to the zone being contemplated for completion (which shall be calculated by
multiplying the total costs of casing and cementing times the lowest depth of the zone being contemplated for
completion divided by the total depth of!the casing in the hole). The money received by Operator shall be
46 allocated to the Consenting Parties in the proportion that they paid for the casing and cementing. This option
47 is a recurring right.

XV.G Memorandum of Operating Agreement.

The parties hereto agree to execute the Memorandum of Operating Agreement attached hereto as
Exhibit "G". This instrument may be executed in one document signed by all the parties or in separate
documents which shall be counterparts‘hereof, or by an instrument or instruments of ratification of an
60 executed counterpart or counterparts. If executed in separate counterparts, all such counterparts and all
¢ ratifications thereof when executed by onle or more parties shall constitute but one and the same instrument.
2 The failure of one or more parties to exécute this instrument, a counterpart hereof or a ratification hereof
63 shall not in any manner affect the valid‘ity and binding effect of same as to the parties who execute said
64 instrument. For recordation purposes, the operator or its successor operator, is authorized to detach the
65 signature and acknowledgment pages from one or more counterparts and to attach them for filing with any

66 other executed counterpart.
67

68

% XV.H. Additional Costs to Plugging and Abandonment.
70
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Notwithstanding anything to thellcontrary contained in Article VLE.1. and Article VILD.1., Option
No. 2, it is agreed that where a party participates in the drilling of a well but then is a Non-Consenting Party
to a subsequent operation on such a well that directly or indirectly causes additional plugging and
abandoning costs to be incurred above what was normal and reasonable, then such additional plugging and
abandoning costs shall be borne solely by the Consenting Parties thereto (proportionately to their aggregate
interest in the subsequent operation). ‘

XV.I.  Bankruptey.

If, following the granting of re‘lief under the Bankruptcy Code to any party hereto as debtor
thereunder, this Operating Agreement should be held to be an executory contract within the meaning of 11
U.S.C. S365, then the Operator, or (if thie Operator is the debtor in bankruptcy) any other party, shall be
entitled to a determination by debtor or any trustee for debtor within thirty (30) days from the date an order
for relief is entered under the Bankruptcy code as to the rejection or assumption of this Operating
Agreement. In the event of an assump;tion, Operator or said other party shall be entitled to adequate
assurances as to future performance of debtor's obligation hereunder and the protection of the interest of all

other parties.
XV.J.  Operations by David H. Arrington Oil & Gas, Inc.

The parties hereto acknowledge|that David H. Arrington Oil & Gas, Inc., a contract operator for
David H. Arrington, may or may not ov;vn any interest in the Contract Area. In the event that David H.
Arrington, or any of his affiliates, single subsidiary, parent or successor corporation/entity no longer owns
an interest in the Contract Area, David \H Arrington Oil & Gas, Inc. will be deemed to have resigned as

Operator and a successor operator shall be selected pursuant to Article V.B.2 hereof.

XV.K. Required Well

If any well proposed to be drille;d, reworked, sidetracked, deepened, recompleted or plugged back
is necessary (i) to maintain a lease (or a portion thereof) covered by this Operating Agreement in force or
(ii) pursuant to an agreement to earn a [lease(s) (or portion thereof) which would otherwise expire unless
such operation is conducted, then in lieu of Article VL.B.2., each Non-Consenting Party shall assign to the
Consenting Parties all of such Non-Consenting Party’s interest in and to the lease(s) or a portion thereof
which would be lost or not earned if such well were not drilled. Said assignment shall be promptly due
upon commencement of said operaton by the Consenting Parties and if the assignment is in favor of more
than one party, the assigned interest shall be shared by the Consenting Parties in the proportions that the
interest that each bears to the interest \of all Consenting Parties unless otherwise agreed to in writing.
Except for burdens allowed under Article IILB. or referenced to in Exhibit “A”, such assignment shall be
free and clear of all overriding royalty interests, production payments, mortgage, liens or other
encumbrances placed thereon by or resulting from the Non-Consenting Party’s ownership but shall
otherwise be without warranty of title, express or implied. For purposes of defining necessary operations
to maintain a lease or agreement in forc‘e which would otherwise expire, such operations shall be deemed
necessary if proposed on or before one hundred twenty (120) days prior to the date on which any such lease
or agreement (or other portions thereot) would expire in the absence of drilling of such well and only as

such well is designated as a “necessary well” in the proposal to drill same.
XV.L. Limitations on Additional Proposals

It is specifically understood that no proposal shall be made for the drilling of a well (including a
proposal to re-enter, deepen or sidetrack an abandoned well) while there is an outstanding proposal for
such an operation and no such proposal shall include more than one well at a time. If a proposal for such
an operation is made while a well is bemg drilled, deepened or sidetracked, then the period provided for in
Article VLI.B. in which an clection to partncnpate in such operations is to be made shall be suspended until
thirty (30) days after production pipe is set or a decision is made by the parties to plug and abandon such
well, whichever first occurs. This paragraph shall not apply where the well or other operations to which
notice is given is a well or operations (i) requlred under the terms of an oil and gas lease or other contract,
or (ii) required to maintain an oil and gas lease or other contract, or a portion thereof in force, or (iii)
required by governmental regulations, 1court orders or other mandate. For the purposes of defining
necessary operations to maintain an oiliand gas lease or other contract in force which would otherwise
expire, such operations shall be deemed necessary if proposed on or before one hundred twenty (120) days
prior to the date on which any such oil and gas lease or contract, or a portion thereof, would expire in the
absence of conducting such necessary 0[‘)eratlon and only as such necessary operation is designated as a
necessary operation in the proposal of same.

END OF ARTICLE XV.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of 20th day of November _ , (year) __2003

David H. Arrington Oil & Gas, Inc. who has prepared and circulated this form for execution, represents and warrants that the form

was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as

which have been clea
published in diskette form by Forms On-A-Disk, Inc. No changes, alterations, or modifications, othc;ltu[\?ft%gc / inrtieles

A=A HOeS

~have been made to the form.

OPERATOR

DAVID H. ARRINGTON OIL & GAS, INC.

By: David H. Arrington, President

NON-OPERATORS

CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP MARSHALL & WINSTON, INC.

Clarence R Chandler,wPre81dent

DAVID PETROLEUM CORP. ATTEST:

e B 70

~Charles G. Rice, Sec.-Tredslirer
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REVISED (1/26/2004)
EXHIBIT “A”

Attached to Operating Agreement dated November 20, 2003, by and between David H.
Arrington Oil & Gas, Inc. as Operator, and Chesapeake Exploration Limited Partnership,
et al, as Non-Operators, covering the S/2 Section 26, T15S-R34E, Lea County, N. M.

Contract Area and Restrictions, if any, as to Depths, Formations or Substances:
|

S/2 Section 26, T15S-R34E, Lea County, New Mexico

All Depths

Interest of the Parties:

BEFORE AFTER
PAYOUT PAYOUT
INTEREST INTEREST
David H. Arrington Oil & Gas, Inc. 21.2423601% *TO BE DETERMINED
Chesapeake Exploration Limited Partnership 32.291666%  32.291666%
David Petroleum Corp.' .706250% .706250%
Yates Petroleum Corporation 1.021563% 1.021563%
Yates Drilling Company .145937% .145938%
ABO Petroleum Corporatron .145937% .145938%
Myco Industries, Inc. .145937% .145938%
McMillan Ventures, LLC ..333125% .333125%
McMillan Production C(Pmpany, Inc. .264781% .264781%
Permian Exploration Corporation .298969% .298969%
Michael A. and Teresa .. McMilian .031250% .031250%
Edward N. David ' .015625% .015625%
Keith E. McKamey .007813% .007813%
William B. Owen .007813% .007813%
Marshall & Winston, Inc. 26.934817%  *TO BE DETERMINED
Steve Holifield, Sr. 8.072916% 8.072916%
Quanah Exploration Limited Partnership 8.333000% *TO BE DETERMINED

100.000000 % TO BE DETERMINED

*At Payout, David H. Arrington Qil & Gas, Inc. has a one (1) time election to back-in for
6.666% of 8/8ths of Marshal & Winston, Inc.’s 26.934817% of 8/8ths interest and 2.083%
of 8/8ths of Quanah Exploratron Limited Partnership 8.333% of 8/8ths interest in the
Green Eyed Squealy Worm 26-1 well.

Qil and Gas Leases Subiect to this Agreement:

Lease 1: NM 21-6-0

Date: . March 16, 2000

Recorded: Book 1013 at Page 692

Lessor: June D. Speight

Lessee: David H. Arrington Qil & Gas, Inc.

Lands Covered: S/2SE/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mexico
As amended by Amendment dated January 19, 2003, recorded at Book 1204, Page 803

Lease 2: NM 21-3-1

Date: March 30, 2000

Recorded: Book 1013 at Page 92

Lessor: Marshall & Winston, Inc.

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: . INSOFAR & ONLY INSOFAR as lease covers the N/2SE/4 of

- Section 26, T-15- S, R-34-E, N.M.P.M., Lea County, New Mexico
As amended by Amendment dated December 9, 2002, recorded at Book 1205, Page 816

Lease 3: NM 21-3-2

Date: March 30, 2000

Recorded: Book 1013 at Page 689

Lessor: Winston Partners, Ltd.

Lessee: David H. Arrington Qil & Gas, Inc.

Lands Covered: N/2SE/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mexico



As amended by Amendment dated January 10, 2003, recorded at Book 1204, Page 801

Lease 4: 'NM 21-7-0

Date: ' April 1, 2000

Recorded: ' Book 1021 at Page 718

Lessor: Bank of America, N.A., Trustee of the Gay Crabb Karger Trust,
the Billy Easley Trust and the Lawrence E. Karger Trust

Lessee: ' David H. Arrington Oil & Gas, Inc.

Lands Covered: NE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

' Lea County, New Mexico
As amended by Amendment dated February 14, 2003, recorded at Book 1244, Page 836

Lease 5: NM 21-5-2

Date: ~June 21, 2000

Recorded: : Book 1029 at Page 127

Lessor: H-D Mineral Properties

Lessee: ' David H. Arrington Oil & Gas, Inc.

Lands Covered: W/28W/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

' Lea County, New Mexico
As amended by Amendment dated January 28, 2003, recorded at Book 1204, Page 799

Lease 6: NM 21-5-1

Date: March 28, 2000

Recorded: Book 1013 at Page 727

Lessor: ~Bobby V. Bell and wife, Christine Jane Bell

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: W/28W/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,

" Lea County, New Mexico
As amended by Amendment dated December 3, 2002, recorded at Book 1193, Page 143

Lease 7: NM 21-2-10

Date: ' February 1, 2002
Recorded: Book 1142 at Page 787
Lessor: *Don C. Dennis, Individually and as Trustee of the J.M. Dennis
' Trust
Lessee: " David H. Arrington Qil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
' Lea County, New Mexico
Lease 8: NM 21-2-9
Date: February 1, 2002
Recorded: Book 1140 at Page 706
Lessor: Jessie A. Dennis, soie heir of Barron Dennis
Lessee: ' David H. Arrington Oil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico
Lease 9. NM 21-2-8
Date: February 1, 2002
Recorded: Book 1139 at Page 683
Lessor: . JoeAnn DeNitto
Lessee: David H. Arrington Oil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico
Lease 10. NM 21-2-11
Date: | May 9, 2003
Recorded: Book 1232 at Page 800
Lessor: ' Angela McAlpin for life by and through her attorney-in-fact,
Roger Davidson
Lessee: . David H. Arrington Oil & Gas, Inc.
Lands Covered: SE/4ASW/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,
. Lea County, New Mexico
Lease 11; + NM 21-2-7
Date: . December 12, 2000
Recorded: Book 1059 at Page 438
Lessor: Lora B. McAlpin
Lessee: David H. Arrington Oil & Gas, Inc.
Lands Covered: SE/ASWI/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

* Lea County, New Mexico




Lease 12;
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Lease 13:
Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

Lease 14:
Date:
Recorded:
Lessor:

Lessee:

Lands Covered:

!

}January 22, 2003, effective March 17, 2003

Book 1205 at Page 432

»Sandra Lee Ponder Joy

j David Petroleum Corp.

SE/4SW/4 of Section 26, T-15-8, R-34-E, NM.P.M.,
‘Lea County, New Mexnco

March 16, 2003

1 Book 1213 at Page 653
 Western Commerce Bank, Trustee of the Frances J. Freeman
' Revocable Trust

David Petroleum Corp.
SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

. Lea County, New Mexico

NM 21-2-4

June 5, 2000
Book 1029 at Page 292

- Wells Fargo Bank, New Mexico, N.A., successor by merger to

Norwest Bank, New Mexico, N.A., Trustee for the Fredia Irene
Madding Wright Trust
David H. Arrington QOil & Gas, Inc.

. SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
" Lea County, New Mexico

As amended by Amendment dated May 21, 2003, recorded at Book 1232, Page 797, and
As amended by Amendment dated May 28, 2003, recorded at Book 1232, Page 794

Lease 15;
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

Lease 16:
Date:
Recorded:
Lessor:
Lessee:

Lands Covered:

NM 21-2-6
January 5, 2001
Book 1059 at Page 436

- Charlsie E. Savage
- David H. Arrington Oil & Gas, Inc.
' SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mexico

'NM 21-2-5

January 5, 2001

' Book 1061 at Page 451

G.G. Gore

David H. Arrington Qil & Gas, Inc.

SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M,
Lea County, New Mexico

Addresses of the Partfies for Notice Purposes:

David H. Arrington Oil & Gas, Inc,
214 W. Texas, Suite 400 (zip 79701)

PO Box 2071

Midland, TX 79702
Phone: 432-682-6685
Fax: 432-682-4139

Chesapeake Exploration Limited Partnership
6100 N. Western (zip 7\3118)

PO Box 18496

Oklahoma City, OK 73154

Phone: 405-879-9414
Fax: 405-879-9535

Yates Petroleum Corporation
105 South Fourth Street

Artesia, NM 88210

Yates Drilling Company

105 South Fourth Street

Artesia, NM 88210
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ABO Petroleum Corporation
105 South Fourth Street
Artesia, NM 88210

Myco Industries, Inc.
105 South Fourth Street
Artesia, NM 88210

David Petroleum Corp.
116 West 1% Street
Roswelf, NM 88201

McMillan Ventures, LLC,
118 West 1% Street
Roswell, KM 88201

McMillan Production Company, Inc.
118 West 1% Street
Roswell, NM 88201

Permian Exploration Cofporation
118 West 1° Street
Roswell, NM 88201

Michael A. and Teresa L. McMillan
118 West 1% Street
Roswell, NM 88201

Edward N. David
116 West 1 Street
Roswell, NM 88201

Keith E. McKamey
116 West 1% Street
Roswell, NM 88201

William B. Owen
116 West 1% Street
Roswell, NM 88201

Marshall & Winston, Inc
P. O. Box 50880

Midland, TX 79710-0880
Phone: 432-684-6373

Steve L. Holifield, Sr.

P. O. Box 60910
Midland, TX 79711
Phone: 432-563-3645 .
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EXHIBIT “A”

Attached to Operating Agreement dated November 20, 2003, by and between David H.
Arrington Oil & Gas, Inc.|as Operator, and Chesapeake Exploration Limited Partnership,
et al, as Non-Operators, ¢overing the S/2 Section 26, T15S-R34E, Lea County, N. M.

Contract Area and Restrictions, if any, as to Depths, Formatigens or Substances:

S/2 Section 26, T15S-R34E, Lea County, New Mexico

Interest of the Parties: |

BEFORE AFTER
,‘PAYOUT PAYOUT
/" INTEREST INTEREST

David H. Arrington Oil & Gas Inc. 7 29.575601%  *TO BE DETERMINED
Chesapeake Exploration Limited Partnershlp 32.291666%  32.291666%
David Petroleum Corp. 3.125000% 3.125000%
Marshall & Winston, Inc. 26.934817%  *TO BE DETERMINED
Steve Holifield, Sr. ’ 8.072916% 8.072916%

*At Payout, David H. Arnngton Ol & Gas Inc. has a one (1) time election to back-in for
6.666% of 8/8ths of Marshal & Wlnston Inc.’s 26.934817% of 8/8ths interest in the Green
Eyed Squealy Worm 26- 1 well.

Qil and Gas Leases Sub‘jectvfe this Agreement: CQ_%\\.«* "‘/k:' (S
n

f’
Lease 1: NM2160 L Los ”";’ :
Date: March 16, 2000 ANA
Recorded: Book 1013 at Page 692 -~
Lessor: /June D. Speight AR R
Lessee: Davnd H. Arrington QOil & Ga g
Lands Covered: ,;’ SI2SE/4 of Section 26, T-15

7

Uea County, New Mextco
As amended by Amendment dated January 19, 2003, recorded at Book 1204, Page 803

,z

Lease 2: 4 NM 21-3-1

Date: March 30, 2000

Recorded: ¢ Book 1013 at Page 92

Lessor: Marshall & Winston, Inc.

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covéred' INSOFAR & ONLY INSOFAR as lease covers the N/2SE/4 of

Sect|0n 26, T-15-S, R-34-E, NM.P.M., Lea County, New Mexico
As amended by Amendment dated December 9, 2002 recorded at Book 1205, Page 816

7

Lease 3 NM 21-3-2

Date: « March 30, 2000

Recorded: Book 1013 at Page 689

Lessdr: Winston Partners, Ltd.

Lessee: David H. Arrington Oil & Gas, Inc.

Lanéls Covered: N/ZSE/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,

Lea County, New Mexico
As :amended by Amendment dated January 10, 2003, recorded at Book 1204, Page 801

/
Lease 4: NM 21-7-0
Déte: April 1, 2000
ecorded: Book 1021 at Page 718
Hessor: Bank of America, N.A., Trustee of the Gay Crabb Karger Trust,
the Billy Eastey Trust and the Lawrence E. Karger Trust
Lessee: Davnd H. Arrington Oil & Gas, Inc.
Lands Covered: NE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,

Lea County, New Mexico
As amended by Amendment dated February 14, 2003, recorded at Book 1244, Page 836

Lease 5: NM 21-5-2

Date: June 21, 2000

Recorded: Book 1029 at Page 127

Lessor: H-D Mineral Properties

Lessee: David H. Arrington Oil & Gas, Inc.

Lands Covered: W/28W/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,



Lea County, New Mexico
As amended by Amendme‘nt dated January 28, 2003, recorded at Book 1204, Page 799

Lease 6: NI\/I 21-5-1

Date: Maroh 28, 2000.

Recorded: Book 1013 at Page 727

Lessor: Bobby V. Bell and wife, Christine Jane Bell
Lessee: Davxd H. Arrington Oil & Gas, Inc. /
Lands Covered: W/2SW/4 of Section 26, T-15-S, R-34-E, N/M P.M.,

Lea County, New Mexico
As amended by Amendment dated December 3, 2002, recorded/at Book 1193, Page 143

Lease 7: NM 21-2-10 /
Date: February 1, 2002 7
Recorded: Book 1142 at Page 787 /’
Lessor: Don C. Dennis, Individually and gs Trustee of the J.M. Dennis
Trust
Lessee: David H. Arrington Oil & Gas) /nc.
Lands Covered: SE/4SW/4 of Section 26, T/15 -5, R-34-E, NM.P.M,,
Lea County, New Mexico /,’
Lease 8: NM 21-2-9 7
Date: February 1, 2002 /
Recorded: Book 1140 at Page 706
Lessor: Jess:e A. Dennis, sole heir of Barron Dennis
Lessee: Davud H. Arnngton,JOII & Gas, Inc.
Lands Covered: SE/4SW/4 of Sectlon 26, T- 15 S, R-34-E, NM.P.M.,
Lea County, New MeXICO
Lease 9: NM 21-2-8
Date: February 1, 2002
Recorded: Book 1139/at Page 683
Lessor: JoeAnn DeNltto
Lessee: DaVId H rArrlngton Oil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County New Mexu:o
Lease 10: NM/£1 -2-11
Date: May 9, 2003
Recorded: Bpok 1232 at Page 800
Lessor: ngela McAlpin for life by and through her attorney-in-fact,
/Roger Davidson
Lessee: DaV|d H. Arrington Oil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T- 15 S, R-34-E, NM.P.M.,
f/ Lea County, New Mexico
Lease 11; / NM21-2-7
Date: / December 12, 2000
Recorded: / Book 1059 at Page 438
Lessor: / Lora B. McAlpin
Lessee: / Dav&d H. Arrington Oil & Gas, Inc.
Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34-E, N.M.P.M.,
/ Lea County, New Mexico
Lease 12: ,f/
Date: January 22, 2003, effective March 17, 2003
Recorded: Book 1205 at Page 432
Lessor: Sandra Lee Ponder Joy
Lessee; David Petroleum Corp.
LLands Covered: SiE/4SW/4 of Section 26, T-15-S, R-34-E, NM.P.M.,
Lea County, New Mexico
Lease 13:
Date: March 16, 2003
Recorded: Book 1213 at Page 653
Lessor: Western Commerce Bank, Trustee of the Frances J. Freeman
Revocable Trust
Lessee: David Petroleum Corp. _
Lands Covered: SE/4SW/4 of Section 26, T-15-8, R-34-E, N.M.P.M,,

Lea County, New Mexico

Lease 14: NM 21-2-4
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Lease 14: NM 21-2-4

Date: June 5, 2000 /’/\

Recorded: Book 1029 at Page 292

Lessor: Wel|s Fargo Bank, New Mexico, N.A., successoy’ by merger to
Norwest Bank, New Mexico, N.A., Trustee for the Fredia Irene
N/(addmg Wright Trust /

Lessee: Dawd H. Arrington Oil & Gas, Inc. /

Lands Covered: SE/4SW/4 of Section 26, T-15-S, R-34- E N M.P.M.,

Lea County, New Mexico 7
As amended by Amendment dated May 21, 2003, recorded at, Book 1232, Page 797, and
As amended by Amendment dated May 28, 2003, recorded at Book 1232, Page 794

/

Lease 15: NM 21-2-6 /
Date: January 5, 2001 Ve
Recorded: Book 1059 at Page 436 /
Lessor: CharIS|e E. Savage
Lessee: Davnd H. Arrington Oil & Gas Inc.
Lands Covered: SE/4SW/4 of Section 26 ;T 15-S, R-34-E, N.M.P.M.,
Lea County, New Mexnco
,/
Lease 16: NM 21-2-5 7
Date: JanuaryS 2001/
Recorded: Book 1061 at Page 451
Lessor: G.G. Gore /
Lessee: Dawd H. Arrington Qil & Gas, Inc.
lL.ands Covered: SE/4SW/4 of Sectlon 26, T-15-S, R-34-E, N.M.P.M.,

Lea County, New Mextco

Addresses of the Partiee for No{ice Purposes:
David H. Arrington Oil & Gas, lnc

214 W. Texas, Suite 400 (2|p 79701)

PO Box 2071 /

Midland, TX 79702 /

Phone: 432-682-6685  /

Fax. 432-682-4139

Chesapeake Exploratign Limited Partnership
6100 N. Western (zip;731\18)
PO Box 18496 .f,“’
Oklahoma City, OK/ /73154
Phone: 405-879- 9414
Fax:  405-879- 9535
David Petroleum Corp.
116 West 1 Sfreet
Roswell, NM 88201

3
Marshall & Wmston Inc
P. O. Box 50880 ‘
Midland, TX 79710-0880
Phone: 432-684-6373

Steve L./Holifield, Sr.
P. O. Box 60910
Midland, TX 79711
Phone’ 432-563-3645

§



THERE IS NO EXHIBIT “B”
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EXHIBIT “C”

Attached to and made a part of Operating Agreement dated November 20, 2003, by and between David H. Arrington Oil & Gas,

Inc. as Operator, and Chesapeake Exploration Limited Partnership, et al, as Non-Operators, covering the S/2 Section 26, T15S-
R34E, Lea County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

“Joint Operations" shall mean all ope}ations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

"Operator” shall mean the party designated to corlnduct the Joint Operations.

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

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

"Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary ful‘?ction in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property.

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

"Material" shall mean personal property, equipm%:nt or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council or Pétroleum Accountants Societies,

2. Statement and Billings ‘
Operator shall bill Non-Operators on or lefore the last day of each month for their proportionate share of the Joint
Account for the preceding month. Suchi bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all ch‘arges and credits summarized by appropriate classifications of investment and

expense except that items of Controllable Material and wunusual charges and credits shall be separately identified and
fully described in detail.

3. Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agregment, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for | the succeeding month's operation within  thirty (30) days after receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Non-Operators. .

B. Each Non-Operator shall pay its proportion of all bills within thirty (30) days after receipt. If payment is not made

s . . . . .pus 7

within such time, the unpaid balance shall bear interest monthly at the prime rate /in effect atChase Manhattan Bank, New York

on the first day of the month in which delinquency occurs plus 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,

whichever is the lesser, plus attorney's fees, court costs, and other costs in conmnection with the collection of unpaid
amounts.

4, Adjustments

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

prescribed period. The provisions of this iparagraph shall not prevent adjustments resulting from a physical inventory of
Controliable Material as provided for in Section V.

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

A.

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year, provided, however, the making of an audit shall not
extend the time for the taking of' written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or more Non-Operators, the Non-Operators shall make
every reasonable effort to conduct al joint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall |bear no portion of the Non-Operators' audit cost incurred under this
paragraph unless agreed to by the, Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit,

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

Approval By Non-Operators

Where an approval or other agreement of|the Parties or Non-Operators is expressly required under other sections of this

Accounting  Procedure and if the agreement to which this Accounting Procedure is attached contains no
. . ! .

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the

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

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following it“cms:

1.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental considerations applicable to' the Joint Operations. Such costs may include surveys of an ecological or

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

Rentals and Royalties

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

Labor

A,

(1) Salaries and wages of Operator\'s field employees directly employed on the Joint Property in the conduct of
Joint Operations.

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the overhead rates.

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

B.  Operator's cost of holiday, vacatiop, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages; are chargeable to the Joint Account under Paragraph 3A of this Section I
Such costs under this Paragraph 3B'may be charged on a "when and as paid’ basis" or by "percentage assessment"
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section 1L If

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

C. Expenditures or contributions made p‘ursuant to assessments imposed by govemmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.

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

Employee Benefits

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



10.

11.

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV.  Only such

Material shall be purchased for or tranéferred to the Joint Property as may be required for immediate use and is
|

reasonably practical and consistent with e}fﬁcient and economical operations. The accumulation of surplus stocks shall be

avoided.

Transportation

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

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

L | . .
B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be madde to the Joint
! . . . . .
Account for a distance greater than the distance to the nearest reliable supply store where iike material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties. ‘

C. In the application of subparagraphs' A and B above, the option to equalize or charge actual trucking cost is
available when the actual charge is'$400 or less excluding accessorial charges. The 3400 will be adjusted to the

amount most recently recommended by the Council of Petroleum Accountants Societies.
\

Services

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

Equipment and Facilities Furnished By Oper@tor

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and opefation. Such rates shall include costs of maintenance, repairs, other operating

. Ll . . L.
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to

exceed _twelve lpercent( 12 %) per annum. Such rates shall not exceed average commercial
T . L .
rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
immediate area of the Joint Prop?ny less  20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and éettling litigation or claims, discharging of liens, payment of judgments and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to
protect or recover the Joint Property, ech:pt that no charge for services of Operator's legal staff or fees or expense of
outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section
I, Paragraph 3. '

Taxes

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



12.

13.

14

15.
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Insurance

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

Abandonment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11.

Other Expenditures

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

III. OYERHEAD

Overhead - Drilling and Producing Operations

i As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either;

( xx ) Fixed Rate Basis, Paragraph lA, or
{ ) Percentage Basis, Paragraph IB

Unless otherwise agreed to by the l?arties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II.  The cosjt and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section Il unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Fxpcnses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property:
|

( ) shall be covered by the overhead rates, or
( xx ) shall not be covered by the overhead rates.

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

( xx ) shall be covered by the overhead rates, or
( ) shall not be covered by the overheaQ rates.

|
A. Overhead - Fixed Rate Basis

(1}  Operator shall charge the Joint Accoﬁnt at the following rates per well per month:

Drilling Well Rate § 6.000.00
(Prorated for less than a full month)

Producing Well Rate §___600.00

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

(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
the drilling rig, completion rig, or other units used in completion of the weil is released, whichever
is later, except that no charge shall be made during suspension of drilling or completion operations
for fifteen (15) or more consecutive calendar days.
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(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work day$ or more shall be made at the drilling well rate. Such charges shall be
applied for the pcriofd from date workover operations, with rig or other units used in workover,
commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for fifteen (15) or more consecutive calendar days.

(b) Producing Well Rates

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

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

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

(4) A one-well charge shall be made for the month in which plugging and abandonment operations
are completed on any well. This one-well charge shall be made whether or not the well has
produced except when dfilling well rate applies.

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

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

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the

Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following ratés for any Major Construction project in excess of $_25,000.00

A. 5 %of first $100,000 or total cost if less, plus
B. 3 % of costs in excess of$100,0b0 but less than $1,000,000, plus
C. 2 % of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

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

|

A. 5 % of total costs through $100,000; plus
B. 3 % of total costs in excess of$iO0,000 but less than $1,000,000; plus
|

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

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Section II shall apply. I

4, Amendment of Rates

[
The overhead rates provided for in thisl Section III may be amended from time to time only by mutual agreement

between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

1. ' Purchases

Material purchased shall be fcharged at the price paid by Operator, In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

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

A.  New Material (Condition A)
(1) Tubular Goods Other than Line Pipel

(a) Tubular goods, sized 2 378 inches OD and larger, except line pipe, shall be priced at Eastern mill
published carload base prices effective as of date of movement plus transportation cost \\si‘ng the 80,000
pound carload weight bi}lSiS to the railway receiving point nearest the Joint Property for which
published rail rates for tub;ular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate| may be used. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngstown, Ohio.

I

(b) For grades which are specfa! to one mill only, pric‘es shall be computed at the mill base of that mill plus
transportation cost from tl‘}nat mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 24A4(1l)(a). For transportation cost from points other than Eastern mills, the 30,000
pound il Field Haulers AssocCiation interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.
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(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices
fob. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
|

more shall be priced under provisions of tubular goods pricing in Paragraph A(l)(a) as provided above.
Freight charges shall be calculated from Lorain, Ohio.

b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
g .

pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,

plus 20 percent, plus trangponation costs based on freight rates as set forth under provisions of tubular

goods pricing in Paragrapﬁ A(1)a) as provided above. Freight charges shall be calculated from Lorain,
Ohio,

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

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

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable

supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the

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

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

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

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

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

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%):of current new price as determined by Paragraph A.

The cost of reconditioning, if any, sﬁall be absorbed by the transferring property.

Other Used Material

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by

Paragraph A, The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value,
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally usedj by Operator without prior approval of Non-Operators.
|
(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight.  Used casing, tubing or drill pipe utilized as line pipe shall be
priced at used line pipe pr}ices.

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

(3) Condition E

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material.

E.  Pricing Condijtions

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

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or other
unusual causes over which the Operator lhas no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurfed in providing such Material, in making it suitable for use, and in moving it
to the Joint Property, provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. ~ Each Non-Operator shall have the right, by so electing and notifying Operator within

ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator.

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint

Account until adjustment has been received by Operator from the manufacturers or their agents,

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material,

Periodic Inventories, Notice and Representati(})n

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

Reconciliation and Adjustment of Inventories’

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six

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

Special Inventories

Special inventories may be taken wl1e11?ver there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, bml?\ the seller and the purchaser shall be governed by such inventory. In cases

involving a change of Operator, all Parties shalf be governed by such inventory.

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except
inventories required due to change of Op?rator shall be charged to the Joint Account.
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EXHIBIT “D”

Attached to Operating Agreement dated November 20, 2003, by and between David H.
Arrington Oil & Gas, Inc. as Operator and Chesapeake Exploratlon L|m|ted Partnership, et al, as

Non- Operators covering the S/2 Section 26, T15S-R34E,
Lea County, New Mexico

'INSURANCE RQUIREMENTS

Operator and/or Contractor shall carry for the benefit and expense of the joint account,
insurance to cover its operations pursuant to the terms of this Agreement.

(A)

(C)

WORKER'S COMPENSATION INSURANCE as required by the laws of the state
in which operatlons will be conducted and EMPLOYEE’'S LIABILITY
INSURANCE with a limit of not less than $500,000 or as required by law.

GENERAL LIABILITY INSURANCE with limits of $1,000,000 for each
occurrence, bodi‘ly injury or property damage, which includes seepage and
poliution coverage only on a limited basis, and a limit of $100,000 fire damage
and a general aggregated limit of $2,000,000; plus excess liability coverage of
$5,000,000 per occurrence and not less than $2,000,000 aggregated (excludes
asbestos watercraft and auto).

AUTOMOBILE LIABILITY INSURANCE (including all owned and non-owned
automobiles) with a combined single limit of $1,000,000 for bodily injury or
property damage.

For more particular details as to the above coverages, deductibles and specific
exclusions, please refer to insurance certificates or notify our office about specific information

requests.

No other insurance will be purchased for the joint account without the consent of the
parties hereto. Any party, rndlwdually, may procure and maintain at its own cost and expense,
such other insurance as it deems proper to protect itself again claims and such shall inure to the
benefit of such party; provided, however that each such insurance policy shall contain a "Waiver
of Subrogation” in favor of each non operator not named as an insured in such policy, or if such
waiver is not secured, such non- operator shall indemnify and hold harmless other parties to the
agreement against any claim of the insurance carrier against such party by subrogation or

otherwise.

END OF EXHIBIT “D”
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! EXHIBIT "F"

2

3

4

s EQUAL EMPLOYMENT OPPORTUNITY AND

6 NON—DISCRINHN ATION SUPPLEMENT

7

8 Attached to and made a part of that certain Operating Agreement dated
’ _11/20/2003 7 by and between DAVID H. ARRINGTON OIL & GAS INCgq¢
i(: Operator, and _CHESAPEAKE EXPLORATION LIMLTED , as Non-
12 Operator. PARTNERSHIP, ET AL

13
14

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

1

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

21

2 1. The Contractor will not discriminate against any employee or applicant for

23 employment because of race, color, religion, sex or national origin. Contractor will take

2% affirmative action to insure that applicants are employed, and that employees are treated
durmg employment, without regard to their race, color, religion, sex or national origin.

27 Such action shall include, but n‘ot be limited to, the following: employment, upgrading,

28 demotion or transfer; recruitment or recruitment advertising; layoff or termination, rates

29 of pay or other forms of compens‘ation, and selection for training, including apprenticeship.

30 The Contractor agrees to pos‘t, in conspicuous places available to employees and

*1 applications for employment, notices to be provided by the contracting officer, setting forth

;: the provisions of this nondiscrimination clause.

34 : |
35 2. The Contractor will, in all solicitations or advertisements for employees placed by or
36 on behalf of the Contractor, state that all qualified applicants will receive consideration for

37 employment without regard to rac“e, color, religion, sex or national origin,

38

39 3. . The Contractor will send\ to each labor union or representative of workers with
% which he has a collective bargammg agreement or other contract or understandmg, a notice

42 to be provided by the agency contracting officer, advising the labor union or workers'

43 representative of the Contractons commitments under Section 202 of Executive Order

44 11246 of September 24, 1965, and shall post copies of the notice in conspicuous places

45 availablei to employees and applicants for employment.
46 '

47 4, The Contractor will comply with all provisions of Executive Order 11246 of

4 September 24, 1965, and of the rules, regulatlons and relevant orders of the Secretary of
5o + Labor.
51 | -_
52 5, The Contractor will furnish all information and reports required by Executive
53 Order 11246 of September 24, \1965 and by the rules, regulations and orders of the
34 Secretary of Labor, or pursuant thereto, and will permit access to his books, records and
5 accounts by the contracting agency and the Sgcretary of Labor for purposes of investigation
5 tO ascertam compliance with such rules, regulatxons and orders.
58
59 6. In the event of Contractor's noncomphance with the non-discrimination clauses of
60 this contract or with any of such rules, regulatxons or orders, this contract may be canceled,
61 terminated or suspended in whole or in part,:and the Contractor may be declared ineligible
52 for further Government contracts‘ in accordance with procedures authorized in Executive
Order 11246 of September 24, 1965, or by ‘rule, regulation or order of the Secretary of
68 Labor, or as otherwise provided by law.
66
67 7. The Contractor will mclude the provisions of paragraphs (1) through (7) in every
68 subcontract or purchase order unless exempted by rules, regulations or orders of the
69 Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September
24, 19655 so that such provisions wnll be binding upon each subcontractor or vendor. The
Contractor will take such action thh respect to any subcontract or purchase order as the

-15-
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contracting agency may direct as'a means of enforcing such provision, including sanctions
; of noncompliance; provided, however, that in the event the Contractor becomes involved in,
or is threatened with, litigation with a subcontractor or vendor as a result of such direction
. by the contracting agency, the antractor may request the United States to enter into such
5 litigation to protect the interests of the United States.
6

7 Contractor acknowledges that it may be required to file Standard Form 100 (EEO-
8 1) promulgated jointly by the| Office of Federal Contract Compliance, the Equal
0 ° Employment Opportunity Comm\xssxon and Plans for Progress, within thirty (30) days of
,; the date of contract award if su‘ch report has not been filed for the current year and
1z Otherwise comply with or file such other compliance reports as may be required under
13 Executive Order 11246, as ameﬁded and Rules and Regulations adopted therecunder.
14 Contractor further acknowledges that it may be required to develop a written affirmative
13 action compliance program as required by the Rules and Regulations approved by the
16 Secretary of Labor under authont‘y of Executive Order 11246 and supply the other party or
partxes to the foregomgr agreement with a copy of such program if they so request.

19
20 Contractor certifies that it does not and will not maintain or provide for its

21 employees any segregated facilitiest at any of its establishments, and that it does not and will
22 not permit its employees to perfor‘lm their services at any location, under its control, where

23 segregated facilities are maintained. For this purpose it is understood that the phrase

24 nsegregated facilities” includes fa‘cxlxtxes which are in fact segregated on a basis of race,

z color, religion, or national origin, because of habit, local custom or otherwise. It is further
.7 understood and agreed that mamtammg or provxdmg segregated facilities for its employees

28 OF permitting its employees to pert"orm their services at any location under its control where

29 segregated facilities are mamtamed is a violation of the equal opportunity clause required
30 by Executive Order 11246 of September 24, 1965. Contractor agrees to obtain similar
31 certification from its subcontractor prior to the award of subcontract which are not exempt
;; from the provisions of the equal opl‘)ortumty clause,
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
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EXHIBIT “G”
\

Attached to Operating l}greement dated November 20, 2003, by and between David
H. Arrington Oil & Gas, Inc., as Operator, and Chesapeake Exploration Limited
Partnership, et al, Non-Operators, covering the S/2 Section 26, T15S-R34E, Lea County,

New Mexico

MEMORANDUM OF OPERATING AGREEMENT
| ‘

STATE OF NEW MEXICO }

}
COUNTY OF LEA }

The undersigned parties (the "Parties”) have entered into an Operating Agreement (the "Operating
Agreement”) dated November 20, 2003, [naming David H. Arrington Oil & Gas, Inc. P.O. Box 2071,
Midland, TX 79702, as Operator and covering the lands, oil and gas leasehold interests, and/or oil and gas

fee interests described or identified below (Tthe "Contract Area"):

S/2 SECTION 26, T15S-R34E, LEA COUNTY, NEW MEXICO

The Operating Agreement sets f‘?rth the rights and obligations of the Parties with respect to the
exploration, development, and production of oil and gas from the Contract Area.

For and in consideration of the prémises and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties stipulate and agree that they have entered into the
Operating Agreement which sets forth t}iweir rights and obligations and with respect to the exploration,
development, and production of oil and gas from the Contract Area. Among other things, the Operating
Agreement specifically provides for the following:

3. Each of the Parties other ihan Operater ~ X .@“ﬁ -ants to Operator (i) a lien upon
its oil and gas rights in thé Con# \.- st in its share of oil and/or gas
produced from the Contrac S - 1 its interest in all equipment
located in the Contract ar r P re of expenses under the
Operating Agreement, includ \\y s der. Further, to the extent
that Operator has a security \ O\L)‘"" " cial Code, of the state in
which the Contract Area is loca scise the rights and remedies
of a secured party thereunfder.

3. Operator grants a like lien and sec ...y Interest to the Non-Operators to secure payment of

Operator's share of expenses under the Operating Agreement.

3. The Operating Agreemen;t is not intended to create and expressly denies the creation of a
partnership, joint ventur? or similar association for profit and the Parties expressly
acknowledge that their rights and liabiliies under the Operating Agreement are several and

not joint or collective and that the Operating Agreement so provides.

Nothing herein is intended to limjt, or may be construed to limit, the terms and provisions of the
Operating Agreement or the Parties’ righ:ts and obligations hereunder. A full and complete copy of the
Operating Agreement, including any amendments thereto, is available for inspection in Operator's offices

during normal business hours at the address given above.

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



IN WITNESS WHEREOF, this instrument shall be effective as of November 20, 2003.

ATTEST:

o)

Charles G. Rice,

Sec.-Treas.

OPERATOR

DAVID H. ARRINGTON OIL & GAS, INC.

BY:

David H. Arrington, President

NON-OPERATOR

CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP

BY:
ITS:

DAVID PETROLEUM CORP.

BY:
ITS:

MARSHALL & WINSTON, INC.

BY: mw\} &

Ts: Clarence R. Chandler, Pres1dent

STEVE L. HOLIFIELD, SR.

'ACKNOWLEDGMENTS
STATE OF TEXAS }
COUNTY OF MIDLAND }
This instrument was acknowledged before me on this day of , 2003, by David

H. Arrington, President of David H. Arington Oil & Gas, Inc., a Texas corporation, on behalf of said

corporation.

Notary Public, State of Texas
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STATE OF }

COUNTY OF }
This instrument was acknowledged before me on this ___ day of , 2003, by
- , ‘ \ of CHESAPEAKE EXPLORATION  LIMITED
PARTNERSHIP, a ___ on behalf of said
Notary Public, State of
My commission expires:
STATE OF }
COUNTY OF }
This instrument was acknowledg:ed before me on this day of , 2003, by

of  DAVID PETROLEUM CORP,, a

, on behalf of éaid

Notary Public, State of
My commission expires:

STATE OF __TEXAS }
COUNTY OF MIDLAND }
2004
This instrument was acknowledged before me on this _19th day of January , 2003, by
Clarence R. Chandler President of MARSHALL & WINSTON, INC., a
Nevada , on behalf of éaid corporation.,
BROC)KS & o 6{1 .
; g&?rARYPTuggs fXx q/bOL k >
4 MyCommissmnExpxresw.u—zom ‘ Notary PUP“Q. State‘of Texas
" sseeed My commission expires:
STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2003, by STEVE

L. HOLIFIELD, SR.

Notary Public, State of
My commission expires:
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NIEMORANDUM OF OPERATING AGREEMENT

STATE OF NEW MEXICO }
}
COUNTY OF LEA }

The undersigned parties (the "Parties") have entered into an Operating Agreement (the "Operating
Agreement") dated November 20, 2003, naming David H. Arrington Oil & Gas, Inc., 200 W. Texas, Suite
400, Midland, TX 79701, as Operator andlcovering the lands, oil and gas leasehold interests, and/or oil and
gas fee interests described or identified below (the "Contract Area"):

|

S/2 SECTION 26, T15S-R34E, LEA COUNTY, NEW MEXICO

The Operating Agreement sets forth the rights and obligations of the Parties with respect to the
exploration, development, and production of oil and gas from the Contract Area.

For and in consideration of the premlses and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged the Parties stipulate and agree that they have entered into the
Operating Agreement which sets forth thelr rights and obligations and with respect to the exploration,
development, and production of oil and gas from the Contract Area. Among other things, the Operating:
Agreement specifically provides for the fo!lowmg

3. Each of the Parties other t‘han Operator (“Non-Operators”) grants to Operator (i) a lien upon
its oif and gas rights in the Contract Area; (i) a security interest in its share of oil and/or gas
produced from the Contract Area; and (i) a security interest in its interest in all equipment
located in the Contract area to secure payment of its share of expenses under the
Operating Agreement, lncl‘udlng any interests chargeable thereunder. Further, to the extent
that Operator has a secu‘rity interest under the Uniform Commercial Code of the state in
which the Contract Area is located, Operator is entitled to exercise the rights and remedies

of a secured party thereunder,

3. Operator grants a like lien and security interest to the Non-Operators to secure payment of
Operator's share of expenses under the Operating Agreement.

3. The Operating Agreement is not intended to create and expressly denies the creation of a
partnership, joint venture or similar association for profit and the Parlies expressly
acknowledge that their rigpts and liabilities under the Operating Agreement are several and
not joint or collective and that the Operating Agreement so provides.

Nothing herein is intended to limit, or may be construed to limit, the terms and provisions of the

Operating Agreement or the Parties’ rigth and obligations hereunder. A full and complete copy of the
Operating Agreement, including any amendments thereto, is available for inspection in Operator's offices

during normal business hours at the address given above.

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

IN WITNESS WHEREOF, this instrument shall be effective as of November 20, 2003.
OPERATOR

DAVID H. ARRINGTON OIL & GAS, INC.

BY:

David H. Arrington, President



NON-OPERATORS

CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP

BY:
ITS:

DAVID PETROLEUM CORP.

BY:
ITS:
ATTEST: MARSHALL & WINSTON, I
N7/ 3 R W\ R\ VX
Charles G. Rice, Sec.-Treas. ITS: Clarence R, Chandler. Pre31dent
STEVE L. HOLIFIELD, SR.
it\CKNOWLEDGMENTS
STATE OF TEXAS }
COUNTY OF MIDLAND }
This instrument was acknowledged before me on this day of , 2003, by David

H. Arrington, President of David H. Arrington Oil & Gas, Inc., a Texas corporation, on behalf of said
corporation.

Notary Public, State of Texas

STATE OF }
COUNTY OF }
This instrument was acknowledded before me on this day of , 2003, by
. 1 of CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, a | , on behalf of said

Notary Public, State of
My commission expires:




&

STATE OF }

COUNTY OF }
This instrument was acknowledged before me on this day of , 2003, by
. ‘ of DAVID  PETROLEUM CORP., a
, on behalf ofsaid . 4
Notary Public, State of
My commission expires:
STATE OF __ TEXAS }
COUNTY OF _MIDLAND }
; 2004 .
This instrument was acknowledged before me on this 19th day of January , 2003, by
Clarence R. Chandler President ~of MARSHALL & WINSTON, INC., a
Nevada , on behalf of “said corporation.
NOTARYFUBLIC ¢ X a O , )
\g: mcgl{‘rﬁﬁgﬁmmmm ‘(( Notary Public, State of Texas
e EECECE00S PEd My commission expires:
STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2003, by STEVE
L. HOLIFIELD, SR.

Notary Public, State of
My commission expires:




.. 5
L St

| REVISED (1/26/2004)
! EXHIBIT “G”

Attached to Operating‘ Agreement dated November 20, 2003, by and between David

H. Arrington Oil & Gas, [Inc., as Operator, and Chesapeake Exploration Limited
Partnership, et al, Non-Operators, covering the S/2 Section 26, T15S-R34E, Lea County,
‘ New Mexico

MEMORANDUM OF OPERATING AGREEMENT

STATE OF NEW MEXICO }
}
COUNTY OF LEA }

The undersigned parties (the "Parties”) have entered into an Operating Agreement (the "Operating
Agreement") dated November 20, 2003, lnaming David H. Arrington Oil & Gas, Inc., 200 W. Texas, Suite
400, Midland, TX 79701, as Operator and covering the lands, oil and gas leasehold interests, and/or oil and
gas fee interests described or identified below (the "Contract Area").

S/2 SECTIOI}\I 26, T15S-R34E, LEA COUNTY, NEW MEXICO

ALL DEPTHS

The Operating Agreement sets forth the rights and obligations of the Parties with respect to the
exploration, development, and production of oil and gas from the Contract Area.

For and in consideration of the premises and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowlehged, the Parties stipulate and agree that they have entered into the
Operating Agreement which sets forth|their rights and obligations and with respect to the exploration,
development, and production of oil and‘gas from the Contract Area. Among other things, the Operating

Agreement specifically provides for the following:

3. Each of the Parties othe}r than Operator (“Non-Operators”) grants to Operator (i) a lien upon
its oil and gas rights in tpe Contract Area; (i) a security interest in its share of oil and/or gas
produced from the Contract Area; and (iii) a security interest in its interest in all equipment
located in the Contract area, to secure payment of its share of expenses under the
Operating Agreement, irPcluding any interests chargeable thereunder. Further, to the extent
that Operator has a sepurity interest under the Uniform Commercial Code of the state in
which the Contract Area is located, Operator is entitled to exercise the rights and remedies
of a secured party thereunder.

3. Operator grants a like lien and security interest to the Non-Operators to secure payment of
Operator’s share of expenses under the Operating Agreement.

3. The Operating Agreemeént is not intended to create and expressly denies the creation of a
partnership, joint vent%lre or similar association for profit and the Parties expressly
acknowledge that their rights and liabilities under the Operating Agreement are several and

not joint or collective ané that the Operating Agreement so provides.

Nothing herein is intended to limit, or may be construed to limit, the terms and provisions of the
Operating Agreement or the Parties’ rights and obligations hereunder. A full and complete copy of the
Operating Agreement, including any aniwendments thereto, is available for inspection in Operator's offices
during normal business hours at the address given above.

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



IN WITNESS WHEREOF, this iliwstrument shalil be effective as of November 20, 2003.
OPERATOR

DAVID H. ARRINGTON OIL & GAS, INC.

BY:

David H. Arrington, President

NON-OPERATORS

CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP

BY:
ITS:

DAVID PETROLEUM CORP.

BY:
ITS:

MARSHALL & WINSTON, INC.

BY:
ITS:

STEVE L. HOLIFIELD, SR.

QUANAH EXPLORATION LIMITED PARTNERSHIP

BY:
ITS:

YATES PETROLEUM CORPORATION

BY:
ITS:

YATES DRILLING COMPANY

BY:
ITS:

ABO PETROLEUM CORPORATION

BY:
ITS:

MYCO INDUSTRIES, INC.

BY:
ITS:

MCMILLAN VENTURES, LLC

BY:
ITS:
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MCMILLAN PRODUCTION COMPANY, INC.

BY:
ITS:

PERMIAN EXPLORATION CORPORATION

BY:
ITS:

MICHAEL A. MCMILLAN

TERESA L. MCMILLAN

EDWARD N. DAVID

KEITH E. MCKAMEY

WILLIAM B. OWEN

ACKNOWLEDGMENTS
STATE OF TEXAS }
COUNTY OF MIDLAND }
This instrument was acknowledged before me on this day of , 2004, by David

H. Arrington, President of David H. Ajrrington Oil & Gas, Inc., a Texas corporation, on behalf of said
corporation.

Notary Public, State of Texas

STATE OF }
COUNTY OF }
| .
This instrument was acknowlédged before me on this day of , 2004, by
. ) of CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, a 1 , on behalf of said

Notary Public, State of
My commission expires:




STATE OF }

COUNTY OF }

This instrument was acknowledged before me on this day of , 2004, by

‘ of DAVID PETROLEUM CORP., a
, on behalf df said

Notary Public, State of
, My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowlegged before me on this day of , 2004, by

of MARSHALL & WINSTON, |INC., a

, on behalf of said

Notary Public, State of
My commission expires:

STATE OF . }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2004, by STEVE

L. HOLIFIELD, SR.

Notary Public, State of
My commission expires:

STATE OF TEXAS }
COUNTY OF MIDLAND }
This instrument was acknowledged before me on this day of , 2004, by
James A. Davidson, . for QUANAH EXPLORATION LIMITED
PARTNERSHIP, , on behalf of said
Notary Public, State of:
My commission expires:
STATE OF 1
COUNTY OF }
This instrument was acknowle?dged before me on this day of , 2004, by

! of YATES PETROLEUM CORPORATION, a
_on behalf ;of said .

Notary Public, State of
My commission expires:




STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2004, by

1 of YATES DRILLING COMPANY, a
, on behalf of said

Notary Public, State of
My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2004, by

| of ABO PETROLEUM CORPORATION, a
, on behalf of said

Notary Public, State of
My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2004, by

of MYCO INDUSTRIES, INC., a

, on behalf ¢f said

Notary Public, State of
My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowledged before me on this day of , 2004, by

of  MCMILLAN  VENTURES, LLC, a

. on behalf of said

Notary Public, State of
| My commission expires:




STATE OF }
COUNTY OF }
This instrument was acknowle@iged before me on this day of , 2004, by

, | of MCMILLAN PRODUCTION COMPANY, INC., a
, on behalf of said

Notary Public, State of
My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowle:dged before me on this day of , 2004, by

of PERMIAN EXPLORATION CORPORATION, a

_on behalf of said

‘ Notary Public, State of
., My commission expires:

STATE OF }
COUNTY OF }
|
This instrument was aoknowlepged before me on this day of , 2004, by

MICHAEL A. MCMILLAN and wife, TERESA L. MCMILLAN.

Notary Public, State of
My commission expires:

STATE OF }
COUNTY OF }
This instrument was acknowiedged before me on this day of , 2004, by

EDWARD N. DAVID.

Notary Public, State of
My commission expires:




p-

+

STATE OF }

COUNTY OF }
This instrument was acknowledged before me on this day of ’ , 2004, by KEITH
E. MCKAMEY,
Notary Public, State of
My commission expires:
STATE OF }
COUNTY OF }
|
This instrument was acknowledged before me on this day of , 2004, by

WILLIAM B. OWEN.

Notary Public, State of
My commission expires:




OIL AND GAS LEASE
(PAID-UP)

THIS AGREEMENT is made the 30th day of March, 2000, between MARSHALL & WINSTON, INC.,
whose address is P. O. Box 50880, Midland, Texas 79710-0880 {(hereinafter referred to as

“Lessoxr”), and DAVID H. ARRINGTON OIL & GAS, INC., whose address is P. 0O. Box 2071,
Midland, Texas 79702 (hereinafter referred to as “Lessee”), as follows:
WITNESSETH
1. Lessor, in consideration of Ten Dollars and No/100 ($10.00) and other

valuable consideration, of the royalties herein provided, and of Lessee's agreements
herein, hereby grants, leases and lets exclusively unto Lessee for the purpose of
investigating, exploring, prospecting, drilling for and producing oil, gas and otherx
hydrocarbons, laying pipelines, building tanks, power stations, telephone lines and
other structures thereon to produce, save, take care of, treat, transport and own said
products, the following described land in Lea County, New Mexico:

Township 15 South, Range 34 East
Section 26: N/2 SE/4

Township 15 South, Range 35 East

Section 23: E/2, SE/4 NW/4, E/2 SW/4, NW/4 SW/4
Section 26: W/2

Section 27: S/2 SE/4, SE/4 SW/4

Section 34: XNW/4 NE/4

For determining the amount of any payment hereinafter provided, said land is estimated
to comprise 1,040.0 acres, whether there be more or less. Each tract, if more than
one, shall be presumed to cover the number of acres shown for that tract.

2. Subject to the other provisions hereof, this lease shall be for a term of
three (3) years from this date (hereinafter referred to as “primary term”) and as long
thereafter as oil or gas 1s produced in paying gquantities from said land or from land
pooled therewith.

3. The royalties to be paid by Lessee to Lessor are:

a. On oil one-fourth (1/4th) of that produced and saved from said land,
the same to be delivered monthly free of cost to Lessor at the wells, or to the credit
of Lessor into the pipeline to which the wells may be connected.

b. On gas, casinghead gas and all their derivatives, elements,
component parts and marketable attributes, one-fourth (1/4th) of the amount realized at
the place where the gas or the element involved is sold or utilized, payable monthly.
Provided, however, that if the gas or gas and condensate is discovered on said land,
Lessee shall promptly notify Lessor of such discovery, and Lessor shall have the option
to take in kind and separately market its said royalty share of all gas and condensate
produced, in lieu of receiving its stated fraction of market value of said products.

C. All oil and gas proceeds payable to Lessor under this lease shall be
without deduction for the cost of producing, gathering, storing, separating, treating,

dehydrating, compressing, processing, transporting or any similar charge in marketing
the 0il and gas produced hereunder.

d. While there is a gas well on this lease (classified as such by
§ppropriate governmental authority) capable of producing in paying quantities but gas
is not being sold or used, and this lease is not then otherwise being held in force,
Lessee shall pay or tender as royalty to the owner of such royalty direct to the
address below, on or before sixty (60) days after the date on which such well is shut
in, and annually thereafter, the sum of $1,040.00 per well for each shut-in gas well,
and if such payment is made, it will be considered that gas is being produced within

!’




the meaning of Paragraph 2 hereof, provided, that this lease may not be extended by
payment of such annual shut-in gas well payments in excess of two (2) annual periods.

4. It is specifically provided that this is a paid-up lease during the term
set out above as “primary term” and there shall be no obligation or liability on the
Lessee to make any shut-in royalty payment or other payment during said primary term,
and without any such payment this lease shall remain in force and effect during said
primary term.

5. Lessee may, at any time, execute and deliver to Lessor and place of record
a release or releases covering any portion or portions of the above described premises
and thereby surrender this lease as to such portion or portions and be relieved of all
obligations as to the acreage surrendered.

6. If prior to discovery of oil or gas on said land Lessee should drill a dry
hole or dry holes thereon, or if after discovery of oil or gas the production thereof
should cease from any cause, this lease shall not terminate if Lessee commences
additional drilling or reworking operations within sixty (60) days thereafter or, if it
be within the primary term, commences or resumes the payment or tender of rentals, on
or before the rental paying date next ensuing after the expiration of three (3) months
from the date of completion of dry hole or cessation of production. If, at the
expiration of the primary term, oil or gas is not being produced on said land but
Lessee is then engaged in drilling or reworking any well, this lease shall remain in
force so long as such drilling or reworking is prosecuted continuously and with due
diligence; and if they result in the production of oil or gas, so long thereafter as
0il or gas is produced from said land in paying quantities.

7. Lessee may at any time during the term of or within six (6) months after
the expiration of this lease remove all property and fixtures, including casing, placed
by Lessee on said land.

8. If the estate of either party hereto 1is assigned, and the privilege of
assigning in whole or in part is expressly allowed, the covenants hereof shall extend
to their heirs, executors, administrators, successors or assigns. No change in the

ownership of the land or assignment of rentals or royalties shall be binding on Lessee
until after Lessee has been furnished with a written transfer or assignment or a copy
thereof.

9. After the discovery of oil, gas or other hydrocarbons in paying quantities
on said premises or on directly offsetting lands, Lessee shall reasonably develop the
acreage retalned hereunder.

10. All expressed and implied covenants of this lease shall be subject to all
otherwise applicable federal and state laws, executive orders and rules or regulations,
and this lease shall not be terminated in whole or in part nor Lessee held liable for
damages for failure to comply therewith if compliance is prevented by or if such
failure is the result of any such law, order, rule or regulation. '

11. This lease is granted without warranty of title, either express or implied,
and covers only Lessor’s present interest in said land. If Lessor owns an interest in
said land less than the entire fee simple estate, the royalties and rentals to be paid
Lessor shall be reduced proportionately.

12. Lessee is hereby granted the right to consolidate or unitize this lease,
the land covered by it or any part or parts thereof as to all strata or any stratum
with any other contiguous land, lease, leases or part thereof as to all strata or any
stratum for the production of oil or gas. Consoclidation in one or more instances shall
not exhaust the right of Lessee to consolidate this lease or portion of the oil and gas
estate into other or different units. Units consolidated for oil hereunder shall not
exceed forty (40) acres plus a tolerance of ten percent (10%) thereof, and units
consolidated for gas hereunder shall not exceed six hundred forty (640) acres plus a
tolerance of ten percent (10%) thereof; provided that if any federal or state law,
executive order, rule or regulation shall prescribe a spacing pattern for the
development of the field or allocate a producing allowable in whole or in part on
acreage per well, then any such units may embrace as much additional acreage as may be
so prescribed or as may be used in such allocation or allowable. Lessee shall file
written unit designation in the county in which said land is located. Such units
shall be designated before the commencement of wells. Drilling or reworking operations
and production on any part of the consolidated acreage shall be treated for all
purposes hereof as if such drilling or reworking operations were upon or such
production were from the land described in this lease, whether the well or wells be
located on the land covered by this lease or not. The entire acreage consolidated into
a unit shall be treated for all purposes, except the payment of royalties on production
from the consolidated unit, as if it were included in this lease. In lieu of the
royalties herein provided, Lessor shall receive on production from a unit so
consolidated only such portion pf the royalty stipulated herein as the amount of its



acreage placed in the wunit, or his or its royalty interest therein, on an acreage
basis, bears to the total acreage so consolidated in the particular unit involved.
Provided, however, that if any such consolidation less than all of the land covered
hereby is included in a unit created pursuant to this paragraph, and if this lease as
to the leased land lying outside the boundary of such unit is not otherwise maintained
in force by some other provision hereof, then this lease will terminate as to all land

not included in such consolidated unit, effective at the end of the primary term
hereof.

13. Lessee agrees to furnish Lessor, at the request of Lessor, free of charge,
one legible copy of any and all well or lease data, information or reports concerning
any well, proposed well or any transaction affecting the leased premises when such
data, information or reports become available, including, but not limited to,
acoustical, electrical, gamma ray, neutron, spectral or any other type log, drilling
reports, completion reports, potential tests, drill stem tests, plugging and abandoning
reports, assignments, drilling opinions, division order opinions or any other title
opinions that affect title to said lands. All such data, information and reports

shall, when requested and availlable, be mailed direct to Lessor at the address set out
above.

14. At the end of the primary term, 1f Lessee is engaged in drilling operations
or if Lessee has completed a well on the leased premises either as a dry hole or a
commercial producer within one hundred eighty (180) days prior to the expiration of the
primary term, this lease shall remain in effect so long as operations are commenced and
prosecuted with a cessation of no more than one hundred eighty (180) days between the
completion of one well on said land as a well capable of producing oil and/or gas in
paying quantities or a dry hole and commencement of drilling of the next well on said
land. Completion shall be considered the date the well reaches total depth.

Commencement shall be considered the date a rig capable of reaching total depth is
placed on location.

As used herein, the term “proration unit” means a tract as nearly in the
form of a square as possible allocated by the appropriate governmental regulatory body
to a well, which tract is of such size as to entitle the well to a full allowable.
Anything herein to the contrary notwithstanding, this lease will terminate at the end
of the primary term or at the end of any continuous development program as herein
provided as to the following:

(a) Each proration unit on which a dry hole has been drilled, and each
undrilled proration unit; and

{b) All horizons below 100 feet below the deepest depth drilled on each
proration unit.

15. At the end of the primary term or any extensions allowed hereunder and at
the request of Lessor, Lessee agrees to prepare and deliver a release of all lands and
horizons not earned under this lease.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

ATTEST: MARSHALL & WINSTON, INC.

- /’//7 . ~ i
ST ‘
: . By: Py

Charles G. Rice Clarence R. Chandler
Secretary-Treasurer President

Tax I. D.#95-0976450

STATE OF TEXAS

COUNTY OF MIDLAND

This instrument was acknowledged before me on this C>‘—'day of (X\(XJ((;t\\ﬂ, ,

2000, by CLARENCE R. CHANDLER, President of MARSHALL & WINSTON, INC., a Nevada
corporation, on behalf of said corporation.

o R B W rnos

GINA L. HICKMAN Notary Public, State of Texas
Notary Public
State of Texas

Comm. Explres 10-14-2000




OIL AND GAS LEASE
(PAID-UP)

THIS AGREEMENT is made the 30th day of March, 2000, between WINSTON PARTNERS, LTD.,
whose address is % Sargent Management, 4800 First Bank Place, Minneapolis,
Minnesota 55402 (hereinafter referred to as “Lessor”), and DAVID H. ARRINGTON OIL &

GAS, INC., whose address is P. 0. Box 2071, Midland, Texas 79702 (hereinafter referred
to as “Lessee” ), as follows:

WITNESSETH

1. Lessor, 1in consideration of Ten Dollars and No/100 ($10.00) and other
valuable consideration, of the royalties herein provided, and of Lessee's agreements
herein, hereby grants, leases and lets exclusively unto Lessee for the purpose of
investigating, exploring, prospecting, drilling for and producing oil, gas and other
hydrocarbons, laying pipelines, building tanks, power stations, telephone lines and
other structures thereon to produce, save, take care of, treat, transport and own said
products, the following described land in Lea County, New Mexico:

Township 15 South, Range 34 East
Section 26: N/2 SE/4

For determining the amount of any payment hereinafter provided, sald land is estimated
to comprise 80.0 acres, whether there be more or less. Each tract, if more than one,
shall be presumed to cover the number of acres shown for that tract.

2. Subject to the other provisions hereof, this lease shall be for a term of
three (3) years from this date (hereinafter referred to as “primary term”) and as long
thereafter as oil or gas is produced in paying quantities from said land or from land
pooled therewith.

3. The royalties to be paid by Lessee to Lessor are:

a. On il one-fourth (1/4th) of that produced and saved from said land,
the same to be delivered monthly free of cost to Lessor at the wells, or to the credit
of Lessor into the pipeline to which the wells may be connected.

b. On gas, casinghead gas and all their derivatives, . elements,
component parts and marketable attributes, one-fourth (1/4th) of the amount realized at
the place where the gas or the element involved is sold or utilized, payable monthly.
Provided, however, that if the gas or gas and condensate is discovered on said land,
Lessee shall promptly notify Lessor of such discovery, and Lessor shall have the option
to take in kind and separately market its said royalty share of all gas and condensate
produced, in lieu of receiving its stated fraction of market value of said products.

c. All oil and gas proceeds payable to Lessor under this lease shall be
without deduction for the cost of producing, gathering, storing, separating, treating,
dehydrating, compressing, processing, transporting or any similar charge in marketing
the oil and gas produced hereunder.

d. While there is a gas well on this lease (classified as such by
appropriate governmental authority) capable of producing in paying quantities but gas
is not being sold or used, and this lease is not then otherwise being held in force,
Lessee shall pay or tender as royalty to the owner of such royalty direct to the
address below, on or before sixty (60) days after the date on which such well is shut
in, and annually thereafter, the sum of $80.00 per well for each shut-in gas well, and
if such payment is made, it will be considered that gas is being produced within the
meaning of Paragraph 2 hereof, provided, that this lease may not be extended by payment
of such annual shut-in gas well payments in excess of two (2) annual periods.

4. It is specifically provided that this is a paid-up lease during the term
set out above as “primary term” and there shall be no obligation or liability on the
Lessee to make any shut-in royalty payment or other payment during said primary term,
and without any such payment this lease shall remain in force and effect during said
primary term.




5. Lessee may, at any time, execute and deliver to Lessor and place of record
a release or releases covering any portion or portions of the above described premises
and thereby surrender this lease as to such portion or portions and be relieved of all
obligations as to the acreage surrendered.

6. If prior to discovery of oil or gas on said land Lessee should drill a dry
hole or dry holes thereon, or if after discovery of oil or gas the production thereof
should cease from any cause, this lease shall not terminate if Lessee commences
additional drilling or reworking operations within sixty (60) days thereafter or, if it
be within the primary term, commeﬁces or resumes the payment or tender of rentals, on
or before the rental paying date next ensuing after the expiration of three (3) months
from the date of completion of dry hecle or cessation of production. If, at the
expiration of the primary term, oil or gas is not being produced on said land but
Lessee is then engaged in drilling or reworking any well, this lease shall remain in
force so long as such drilling or reworking 1is prosecuted continuously and with due
diligence; and if they result in the production of oil or gas, so long thereafter as
0il or gas is produced from said land in paying quantities.

7. Lessee wmay at any time during the term of or within six (6) months aftexr
the expiration of this lease remove all property and fixtures, including casing, placed
by Lessee on said land.

8. Tf the estate of either party hereto is assigned, and the privilege of
assigning in whole or in part is expressly allowed, the covenants hereof shall extend
to their heirs, executcrs, administrators, successors or assigns. No change in the

ownership of the land or assignmth of rentals or royalties shall be binding on Lessee
until after Lessee has been furnished with a written transfer or assignment or a copy
thereof.

9. After the discovery of oil, gas or other hydrocarbons in paying quantities
on said premises or on directly offsetting lands, Lessee shall reasonably develop the
acreage retained hereunder.

10. All expressed and implied covenants of this lease shall be subject to all
otherwise applicable federal and state laws, executive orders and rules or regulations,
and this lease shall not be terminated in whole or in part nor Lessee held liable for
damages for failure to comply therewith 1if compliance 1is prevented by or if such
failure is the result of any such law, order, rule or regulation.

11. This lease is granted without warranty of title, either express or implied,
and covers only Lessor’s present interest in said land. If Lessor owns an interest in
said land less than the entire fee simple estate, the royalties and rentals to be paid
Lessor shall be reduced proportionately.

12. Lessee is hereby granted the right to consolidate or unitize this lease,
the land covered by it or any part or parts thereof as to all strata or any stratum
with any other contiguous land, lease, leases or part thereof as to all strata or any
stratum for the production of o0il or gas. Consolidaticon in one or more instances shall
not exhaust the right of Lessee to conscolidate this lease or portion of the oil and gas
estate into other or different units. Units consolidated for o0il hereunder shall not
exceed forty (40) acres plus a tolerance of ten percent (10%) thereof, and units
consolidated for gas hereunder shall not exceed six hundred forty (640) acres plus a
tolerance of ten percent (10%) thereof; provided that if any federal or state law,
executive order, rule or regulation shall prescribe a spacing pattern for the
development of the field or allocate a producing allowable in whole or in part on
acreage per well, then any such units may embrace as much additional acreage as may be
so prescribed or as may be used in such allocation or allowable. Lessee shall file
written unit designation in the county in which said land is located. Such units
shall be designated before the commencement of wells. Drilling or reworking operations
and production on any part of the consolidated acreage shall be treated for all
purposes hereof as if such drilling or reworking operations were upon or such
production were from the land described in this lease, whether the well or wells be
located on the land covered by this lease or not. The entire acreage consolidated into
a unit shall be treated for all purposes, except the payment of royalties on production
from the consolidated unit, as iF it were included in this lease. In lieu of the
royalties herein provided, Lessor shall receive on production from a unit so
consolidated only such portion of the royalty stipulated herein as the amount of its
acrgage placed in the unit, or his or its royalty interest therein, on an acreage
basis, bears to the total acreage so consolidated in the particular unit involved
Provided, however, that if any such consolidation less than all of the land coverea
hereby is included in a unit created pursuant to this paragraph, and if this lease as
to the leased land lying outside the boundary of such unit is not otherwise maintained
in force by some other provision hereof, then this lease will terminate as to all land

not included in such consolidated unit, effective at the end of the primary term

hereof. ,



13. Lessee agrees to furnish Lessor, at the request of Lessor, free of charge,
one legible copy of any and all well or lease data, information or reports concerning
any well, proposed well or any transaction affecting the leased premises when such
data, information or reports become available, including, but not limited to,
acoustical, electrical, gamma ray, neutron, spectral or any other type log, drilling
reports, completion reports, potential tests, drill stem tests, plugging and abandoning
reports, assignments, drilling opinions, division order opinions or any other title
opinions that affect title to said lands. A1l such data, information and reports

shall, when requested and available, be mailed direct to Lessor at the address set out
above.

14. At the end of the primary term, 1f Lessee is engaged in drilling operations
or if Lessee has completed a well on the leased premises either as a dry hole or a
commercial producer within one hundred eighty (180) days prior to the expiration of the
primary term, this lease shall remain in effect so long as operations are commenced and
prosecuted with a cessation of no more than one hundred eighty (180) days between the
completion of one well on said land as a well capable of producing oil and/or gas in
paying quantities or a dry hole and commencement of drilling of the next well cn

th said
land. Completion shall be considered the date the well reaches total depth,.
Commencement shall be considered the date a rig capable of reaching total depth is

placed on location.

As used herein, the term “proration unit” means a tract as nearly in the
form of a square as possible allocated by the appropriate governmental regulatory body
to a well, which tract is of such size as to entitle the well to a full allowable.
Anything herein to the contrary notwithstanding, this lease will terminate at the end
of the primary term or at the end of any continuous development program as herein
provided as to the following:

(a) BEach proration unit on which a dry hole has been drilled, and each
undrilled proration unit; and

(b) A1l horizons below 100 feet below the deepest depth drilled on each
proration unit.

15. At the end of the primary term or any extensions allowed hereunder and at
the request of Lessor, Lessee agrees to prepare and deliver a release of all lands and
horizons not earned under this lease.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

WINSTON PARTNERS, LTD.

By:f%ﬂéEA}k»J\X\A‘ L&](/T\AAX}JV”\
Steven M. Wyman, Partnker

,///-—
-

B‘y.: fﬁMQ/(,A/\-(_./\.. ( \‘\IM/C >
Frederick Winston, Partner
‘Tax I.D. #41-1395446

STATE OF MINNESOTA

COUNTY OF HENNEPIN

This instrument was acknowledged before me on this “Yt»w day of‘Q\Qwi:} ,
2000, by STEVEN M. WYMAN and FREDERICK WINSTON, Partners of WINSTON PARTNERS,
LTD., a partnership, on behalf of said partnership.

AN m\\\ﬁ. bm& %JMW\ o\

Notary ﬁublic, State of M%%?esota

MARGE VANDERBURG
NOTARY PUBLIC - MINNESOTA
My Comm. Exp. Jan. 31, 22C5

P et




JAMES D. HUFF
P. 0. BOX 705

MINEOGLA, TEXAS

75773
903-569-5913

December 5, 2002

x/

Marshall & Winston, Inc.
P. 0. Box 50880
Midland, Texas 79710-0880

Attention: Kevin Hammitt

Dear Mr. Hammitt:

In accordance with my conversation, please find enclosed an Amendment of Oil & Gas Lease
covering Marshall & Winston’s mineral interest in the N/2SE/4 of Section 26, T15S, R34E, Lea County, NM.
I have also enclosed a draft in the amount of $2400.00, being $40.00 per acre for your 60 net mineral acres.
The Amendment makes the lease a 4 year lease instead of a 3 year lease. Hopefully we can get a well drilled
during this time frame. I have also enclosed the same documents for Winston Partners LTD.

If vou find these terms acceptable, please execute the document and have it notarized. Please mail the
document to me in the enclosed envelope. You may then deposit the draft in your bank, or you can send it
back to me and I will have the company send you a check. This way you can avoid any bank charges.

If you have any questions, you can call me at 903-569-5913 or 903-520-0309.

Your cooperation in this matter will be greatly appreciated.

Very truly yours,




Marshall & Winston, Inc.

December 9, 2002

Mrs. Lynn Karls
24716 - 188" Street
Big Lake, Minnesota 55309

Re: N/2 SE/4 of Section 26,
Township 15 South, Range 34
East, Lea County, New Mexico

Dear Mrs. Karls:

Previously Marshall & Winston, Inc. and Winston Partners, Ltd. granted
three-year o0il and gas leases to David H. Arrington 0il & Gas, Inc. on
the above captioned property. Arrington has approached us requesting
a one-year extension of the lease with the payment of a $40.00 per
acre consideration. Marshall & Winston has agreed to do so.

It 1is our recommendation that Winston Partners extend its lease also.
If the partnership 1is agreeable, the enclosed amendment should be
properly signed and acknowledged, the enclosed draft should be
endorsed and the complete packet deposited at the bank for collection.

If there are any guestions, please call me.

Very truly yours,

#

g

Kevin Hammit
Land Manager

KH:glh

Enclosures







\
AME_)MENT OF OIL AND GASLI SE

COUNTY OF LEA §
STATE OF NEW MEXICO }

REFERENCE is herein made to the following oil and gas lease, which has been executed
and recorded in multiple counterparts, }(heremafter referred to as “Lease”) reference to said lease
being herein made for all purposes:

LESSOR:  Marshall & Winston, Inc.

LESSEE: David H. Arrington Qil and Gas, Inc.

DATE: 3-30-2000

LANDS: N/2SE/4 of Sec]‘tion 26, T15S, R34E, NMPM, Lea County, NM

RECORDED: Volume 1013, Page 92 of the Official Public Record of Lea County, NM

WHEREAS, the undersigned Lessor and Lessee, being the current owners of the interest
covered by the Lease do hereby desire to amend the primary term of said Lease.

NOW THEREFORE, for and in receipt of good and valuable consideration and other
mutual benefits, Marshall & Wmstoﬂ Inc., whose mailing address is P. O. Box 50880, Midland,
Texas 79710-0880 (“Lessor”) and Dav1d H Arrington Oil & Gas, Inc., whose mailing address is

P. O. Box 2071, Midland, Texas 79702 (“Lessee”) do hereby amend sald Lease as follows:

1. In paragraph 2, wherever the phrase “three (3) years” is used, it shall be deleted,
and the phrase “four (4) years” shall be substituted in its place.
|

All other terms and conditions of said Lease shall remain as originally written.

Lessor and Lessee do hereby|adopt, ratify and confirm the Lease and all of its terms and

provisions as amended hereby. Legsor and Lessee do hereby agree that the Lease, as hereby

amended, 1s a binding and subsisting oil, and gas lease.

This amendment shall be binding upon the parties hereto their respective heirs,
successors, representatives and assigns.

EXECUTED Effective this 9th  day of December 7002

LESSOR:
MARSHALL & WINSTON, INC.

ATTEST — )T
' 7 Z . By:
Charles Rice

Secretary-Treasurer

Cla;rence R Chandler
President
Tax 1. D. #95-0976450

LESSEE:

David H. Arrington Oil & G%ts, Inc.

!

By:

David H. Arrington, President



ACKNOWLEDGMENTS

STATE OF TEXAS }
COUNTY OF MIDLAND  }
This instrument was ackn()wledged before me this ___ 9th day of _December

2002 by Clarence R. Chandler Pres1dent of MARSHALL & WINSTON, INC,, a Nevada
corporation, on behalf of said corporatlon

GINA L. HICKMAN l& OE &

Notary Public LA VL \(@\Q
State of Texas Notary Public in and for the State of Texas

Comm. Expires 10-14-2004 ‘

STATE OF TEXAS )
COUNTY OF MIDLAND ~ }

This instrument was acknowledged before me this day of

2002 by David H. Arrington, Pres‘1dent of David H. Asrington Oil & Gas, Inc., for 1he
consideration therein expressed and in the capacity therein stated.

Notary Public in and for the State of Texas
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Oil & Gas Divisioh\ Order & Marketing Agreement

|
David H. Arrington Oil & Gas, Inc.
P.O! Box 2071, Midland, Texas 79702
' Phone: 915.682.4485
Facsimile: 915.682.4139

Well Name: Green Eyed Squealy Worm #1
Property #: 1250-001

Effective Date: First Sales

Owner Name: ‘ See Aftached Exhibit<A
Revenue Interest: See Aftached Exhibit A

The undersigned are herein referred to as “Owners,” and the Operator, David H. Arrington Oil & Gas, Inc., is herein
referred to as “"Arrington.” The Owners and| each of them certify that they are the legal owners of the interest set out
below in the petroleum crude oil, condensate, distillate and other liquid hydrocarbons (herein referred to as “oil”), and the
natural gas, casinghead gas and other gaseous hydrocarbons (herein referred to as “gas”) that may be produced from

wells now or hereafter completed on the follmjrving described lands:

S/2 Section 26-T15S-R34E ..

Lea County, New Mexico
The following covenants shall be binding upon each of the Owners, their heirs, personal representatives, successors and
assigns: ‘

Commencing on the Effective Date, as speciﬁied in the caption hereof, and until further written notice as described herein,
Arrington is hereby authorized to receive such oil and/or gas into Arrington’s possession or any person or company
designated by Arrington, and to account for‘the proceeds received by Arrington according to the applicable division of
interest.

Settlement shall be made to the Owners by check mailed to the Owners within 30-days after the end of the calendar

month in which payment is received to Arriqgton from the purchaser of production. Arrington is authorized to withhold
payment due any individual Owners until at Ie‘ast $25 has been accumulated to the credit of said Owners.

Arrington is authorized to remit pursuant to th;e applicable division of interest untit written notice to the contrary is received

by Arrington. Each of the Owners agree to ‘notify Arrington in writing of any change in their interest, and no transfer of

interest shall be binding on Arrington until Ar‘rington is furnished the original recorded instrument (or a copy thereof) or a

transcript of proceeding which satisfactorily eyidences such transfer, and Arrington's regular form of Division Order is fully

executed and returned to Arrington. Arringtop shall be held harmless against loss or liability due to failure to receive such

notice. Regardless of the effective date of the transfer, all transfers of interest shall be effective hereunder as to Arrington
as of 7:00 A.M. on the first day of the next succeeding calendar month following the month in which such written notice is

received.

If any claim is made which adversely affects title to any interest credited hereunder, or such title is unmarketable in the
opinion of a licensed New Mexico attorney, t‘he parties credited with such interest severally agree to furnish abstracts or
other evidence of title acceptable to Arrington, and to cure any defects which render the title of the Owners unmarketable,
without expense to Arrington. In the event oflfailure to furnish such evidence of marketable title, Arrington is authorized to
withhold payments until the claim is settled.| In the event any action or suit is filed in any court affecting title to the oil
and/or gas or proceeds thereof in which any of the Owners are parties, written notice of the filing of such action shall
immediately be furnished to Arrington stating the court in which the same is filed and the title of such action, and Arrington
shall be held harmless from any judgement|rendered in such suit, and all reasonable costs and expenses incurred in
defending the claim shall be paid by the Owners who is a party to the suit.

If through error, inadvertence, erroneous titl;e information or otherwise, Arrington shall pay to the Owners any sums fo
which the Owners are not tawfully entitled, Arrington shall have the right to recover the total amount of ali such payments,
by withholding the same from future money ‘in Arrington’s possession to which the Owners are otherwise entitled to be
paid, whether such withheld funds accrue from the land described herein or fror other land in which the Owners have an

interest.

All of the provisions herein contained shall aﬂ‘)ply to each of the Owners severally and not jointly. This division order shall
become valid and binding on each of the Ow‘ners as soon as signed by such party regardiess of whether or not all of the
Owners named on the division of interest schedule annexed hereto have so signed.

|
Commencing on the Effective Date, as specified in the caption hereof, and until such authority is revoked by written notice
as described herein, Arrington is hereby althorized to receive, market, and dispase of Owners’ oil and/or gas or to
designate another person or company to receive, market, and dispose of Owners' oil and/or gas, on the terms following:

OIL shall be measured and graded in accordance with standards generally accepted in the industry and agreed upon by
Arrington and the purchaser of oil. GAS slhall be measured in accordance with standards generally accepted in the
industry and may be commingled with gas produced from other properties. Oll. and/or GAS shall become the property of
the purchaser or the pipeline company or| carrier designated by Arrington upon actual delfivery to it. Arrington is
authorized to receive payment for Owners’| share of oil and/or gas received by such purchaser; provided, however,
Arrington may withhold such portion of the price paid that may be subject to refund under any provision of Arrington's
contract with the purchaser or any regulation, rule or order of the Federal Energy Regulatory Commission or any

. P P |
successor agency having jurisdiction over sth product.

|
Settlement for oil and/or gas received under T(his Marketing Agreement shall be based on the net proceeds realized at the
well by Arrington from the sale thereof under ‘this Marketing Agreement and all applicable contracts. All Owners shall bear

their proportionate share of costs for transporting and treating the oil and/or gas for delivery; and their proportionate share

of all severance, production, sales or other‘ tax levied by or under applicable governmental authority against such oil
and/or gas, and as an accommodation to the Owners, Arrington is authorized to withhold the payment thereof from the

proceeds accruing hereunder and to pay §uch taxes in behalf of the Owners. All Working Interest Owners shall
additionally bear Arrington's charges for mar‘keting and handling the oil and/or gas. All Working interest Owners will be
allocated their share of the oil and/or gas revenues and all associated costs on the same basis as they are allocated to

Arrington and other Arrington entities. The price received by Arrington for oil and/or gas sold under this Marketing
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Agreement shall be accepted by the Owners:as the market price for oil and/or gas during the entire term of this Marketing
Agreement.

The oil, gas and mineral lease or leases covpring the above described land, together with any designations, declarations

or agreements creating a unit or units inclucéing all or part of the abave described land, under which the oil and/or gas

covered hereby is produced, are hereby ra‘tiﬁed and approved and such ratification and approval shall be valid and

effective notwithstanding any subsequent termination of this Marketing Agreement. The Owners agree that no act or

omission to act by Arrington (including but nqt limited to the retention of funds hereunder), in compliance with or pursuant
to this Marketing Agreement or any law or ﬁule or requirement of or condition imposed by any Federal or Sate Agency
having or asserting jurisdiction, shall be deerped to be or to result in a breach, forfeiture or termination of any such lease,
designation, declaration, agreement or contract. No covenants contained herein intend to change or amend controlling oil
and gas leases nor the New Mexico Oil and\Gas Proceeds Payment Act Section 70-10-1 through 70-10-6, NMSA, 1978
(1991 cum. supp.).

Each of the Owners agree to indemnify and pold Arrington and any other purchaser of the oil and/or gas and any carrier
designated by Arrington or any other purchaser receiving the oil and/or gas and each of them harmless against all and

every loss, damage, charge or expense of any kind whatsoever, which they or either of them may suffer or incur by or on
account of receiving or purchasing or transpo‘rting the oil and/or gas or by reason of any and all claims of any character as
to the oil and/or gas adverse to the Owners. .

This Division Order and Marketing Agreemen‘\t may be terminated by Arrington or by any one or more of the Owners (as to
his, her or its interest) as to any future sa!es or deliveries of oil and/or gas from said lease provided that no such
termination shall affect any rights given Arrington or any of the Owners under the terms hereof as to sales or deliveries of
oil and/or gas theretofore made, or as to sums theretofore paid hereunder, and provide further, that no such termination
by any of the Owners shall be effective as to fArrington until 7:00 A.M. the first day of the next succeeding calendar month
following 30-days after written notice thereof‘ has been received by Arrington at the above address. Consent is hereby
given to Arrington and/or any pipeline company which Arrington may cause to connect with said well, to disconnect and
remove such pipelines in case of termination by either Arrington or Owners of purchase under this Division Order and
Marketing Agreement. ' ‘

Under penalties of perjury, | certify (1) that the number shown below is my correct taxpayer identification number, and (2)
that { am not subject to backup withholding.

Name:

Signature:

Taxpayer ID#:

Phone #.

Address:

City:

State & Zip:

ATTEST: ' MARSHALL & WINSTON, INC.

s

By:g % m@
~Charles G. Rice ‘
Secretary-Treasurer President

Tax I.D. #95-0976450
(432) 684-6373

P. 0. Box 50880
Midland, TX 79710-0880

40002788
MARSHALL & WINSTON INC.

Green Eyed Squealy Worm
1250-001
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OIL AND GAS LEASE
(PAID-UP)

THIS AGREEMENT is made the 3rd day of May, 2010, between WINSTON PARTNERS, LTD.,
whose address is % MERISTEM, 601 Carlson Parkway, Suite 800, Minnetonka, Minnesota
55305 (hereinafter referred to as “Lessor”), and MARSHALL & WINSTON, INC., whose

address is P. 0. Box 50880, Midlénd, Texas 79710-0880 (hereinafter referred to as
“Lessee”), as follows:

WITNESSETH

1. Lessor, 1in .consideration of Ten Dollars and No/100 ($10.00) and other

valuable consideration, of the réyalties herein provided, and of Lessee’'s agreements
herein, hereby grants, leases and lets exclusively unto Lessee for the purpose of
investigating, exploring, prospeqting, drilling for and producing oil, gas and other
hydrocarbons, laying pipelines, building tanks, power stations, telephone lines and
other structures thereon to produce, save, take care of, treat, transport and own
said products, the following desciibed land in Lea County, New Mexico:

Township 15 Sodth, Range 34 East
Section 26: N/2 SE/4

For determining the amount of any payment hereinafter provided, said land 1is
estimated to comprise 80.00 acres, whether there be more or less. Each tract, if
more than one, shall be presumed to cover the number of acres shown for that tract.

2. Subject to the other;provisions hereof, this lease shall be for a term of
six (6) months from this date (hqreinafter referred to as “primary term”) and as long

thereafter as o0il or gas 1is produced in paying quantities from said land or from land
pooled therewith.

3. The royalties to be paid by Lessee to Lessor are:

a. On oil one-fourth (1/4th) of that produced and saved from said
land, the same to be delivered monthly free of cost to Lessor at the wells, or to the
credit of Lessor into the pipeline to which the wells may be connected.

b. On gas, casinghead gas and all their derivatives, elements,
component parts and marketable attributes, one-fourth (1/4th) of the market value at
the place where the gas or the element involved is sold or utilized, payable monthly.
Provided, however, that if the g?s or gas and condensate is discovered on said land,
Lessee shall promptly notify Lessor of such discovery, and Lessor shall have the
option to take in kind and separately market its said royalty share of all gas and
condensate produced, in lieu of ﬁeceiving its stated fraction of market value of said
products. For purposes hereof, proceeds from any sale between Lessee and non-
affiliated company or person negotiated in good faith at the time the gas contract is
entered into and at arm’s length 'shall be deemed to be market value.

c. 211 oil and gas proceeds payable to Lessor under this lease shall
be without deduction for the gost of producing, gathering, storing, separating,

treating, dehydrating, compressiqg, processing, transporting or any similar charge in
marketing the oil and gas produced hereunder.

d. While there is a gas well on this lease (classified as such by
appropriate governmental authoriﬁy) capable of producing in paying quantities but gas
is not being sold or used, and this lease is not then otherwise being held in force,
Lessee shall pay or tender as royalty to the owner of such royalty direct to the
address below, on or before sixty (60) days after the date on which such well is shut
in, and annually thereafter, the sum of $80.00 per well for each shut-in gas well,
and 1if such payment is made, it‘will be considered that gas is being produced within
the meaning of Paragraph 2 hereof, provided, that this lease may not be extended by
payment of such annual shut-in g%s well payments in excess of two (2) annual periods.

4. It is specifically provided that this is a paid-up lease during the term
set out above as “primary term” and there shall be no obligation or liability on the
Lessee to make any shut-in royalty payment or other payment’' during said primary term,
and without any such payment this lease shall remain in force and effect during said
primary term.

5. Lessee may, at any‘ time, execute and deliver to Lessor and place of
record a release or releases coﬁering any portion or portions of the above described
premises and thereby surrender 'this lease as to such portion or portions and be
relieved of all obligations as to the acreage surrendered.
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6. If prior to discovery of o0il or gas on said land Lessee shouid drill a
dry hole or dry holes thereon, or if after discovery of oil or gas the production
thereof should cease from any cause, this lease shall not terminate if Lessee

commences additional drilling or reworking operations within sixty (60)

days
thereafter. If, at the expiratﬁon of the primary term, o0il or gas is not beizg
produced on said land but Lesseel is then engaged in drilling or reworking any well,
this lease shall remain in force so long as such drilling or reworking is prosecuted
continuously and with due diligence; and if they result in the production of oil or

gas, so long thereafter as oil or gas 1is produced from said land in paying
quantities.

7. Lessee may at any time during the term of or within six (6) months after
the expiration of this lease remove all property and fixtures, including casing,
placed by Lessee on said land.

8. If the estate of either party hereto is assigned, and the privilege of
assigning in whole or in part is expressly allowed, the covenants hereof shall extend
to their heirs, executors, administrators, successors or assigns. No change in the

ownership of the land or assigmment of rentals or royalties shall be binding on

Lessee until after Lessee has been furnished with a written transfer or assignment or
a copy thereof.

9. After the discovery of o0il, gas or other hydrocarbons in paying
gquantities on said premises or on directly offsetting lands, Lessee shall reasonably
develop the acreage retained hereunder.

10. All expressed and imglied covenants of this lease shall be subject to all
otherwise applicable federal and state laws, executive orders and rules or
regulations, and this lease shall not be terminated in whole or in part nor Lessee
held liable for damages for faildre to comply therewith if compliance is prevented by

or 1f such failure is the result of any such law, order, rule or regulation.

11. This lease 1s granted without warranty of title, either express or
implied, and covers only Lessor's present interest in said land. If Lessor owns an
interest in said land less than the entire fee simple estate, the royalties and
rentals to be paid Lessor shall be reduced proportionately.

12. Lessee 1is hereby granted the right to consolidate or unitize this lease,
the land covered by it or any part or parts thereof as to all strata or any stratum
with any other contiguous land, lease, leases or part thereof as to all strata or any
stratum for the production of Oll or gas. Consolidation in one or more instances
shall not exhaust the right of Lessee to consolidate this lease or portion of the oil
and gas estate into other or dlfferent units. Units consolidated for oil hereunder
shall not exceed forty (40) acres plus a tolerance of ten percent (10%) thereof, and
units consolidated for gas hereunder shall not exceed six hundred forty (640) acres
plus a tolerance of ten percent {10%) thereof; provided that if any federal or state
law, executive order, rule or regulation shall prescribe a spacing pattern for the
development of the field or allocate a producing allowable in whole or in part on
acreage per well, then any such units may embrace as much additional acreage as may
be so prescribed or as may be used in such allocation or allowable. Lessee shall
file written unit designation in the county in which said land is located. Drilling
or reworking operations and prodpction on any part of the consolidated acreage shall
be treated for all purposes hereof as if such drilling or reworking operations were
upon or such production were from the land described in this lease, whether the well
or wells be located on the land covered by this lease or not. The entire acreage
consolidated into a unit shall be treated for all purposes, except the payment of
royalties on production from the consolidated unit, as if it were included in this
lease. In lieu of the royalties herein provided, Lessor shall receive on production
from a unit so consolidated only' such portion of the royalty stipulated herein as the
amount of its acreage placed in ‘the unit, or his or its royalty interest therein, on
an acreage basis, bears to the total acreage so consolidated in the particular unit
involved. Provided, however, that if any such consolidation less than all of the land
covered hereby is included in a unit created pursuant to this paragraph and if this
lease as to the leased land lylng outside the boundary of such unit is not otherwise
maintained in force by some other provision hereof, then this lease will terminate as

to all land not included in such consolidated unit, effective at the end of the
primary term hereof.

13. Lessee agrees to furnish Lessor, at the request of Lessor, free of
charge, one legible copy of any and all well or lease data, information or reports
concerning any well, proposed well or any transaction affecting the leased premises
when such data, information or reports become available, including, but not limited
to, acoustical, electrical, ga@ma ray, neutron, spectral or any other type log,
drilling reports, completion reports, potential tests, drill stem tests, plugging and
abandoning reports, assignments, drilling opinions, division order opinions or any
other title opinions that affect title to said lands. All such data, information and

reports shall, when requested and available, be mailed direct to Lessor at the
address set out above.

14. At the end of the primary term, if Lessee 1is engaged in drilling
operations or 1if Lessee has completed a well on the leased premises either as a dry
hole or a commercial producer within one hundred eighty (180) days prior to the
expiration of the primary term, this lease shall remain in effect so 1long as
operations are commenced and prosecuted with a cessation of no more than one hundred
eighty (180) days between the completlon of one well on said land as a well capable
of producing oil and/or gas in paying quantities or a dry hole and commencement of

2
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drilling of the next well on said land. Completion shall be considered the date the
w&ll reaches total depth. Commencement shall be considered the date a rig capable of
reaching total depth is placed on|location.

As used herein, the ‘germ “proration unit” means a tract allocated by the
appropriate governmental regulatory body to a well, which tract is of such size as to

entitle the well to a full,; allowable. Anything herein to the contrary
notwithstanding, this lease will'terminate at the end of the primary term or at the
end of any continuous development program as herein provided as to the following:

(a) Each proration.unit on which a dry hole has been drilled, and each

undrilled proration unit; and :

(b) All horizons below 100 feet below the deepest depth drilled on each
proration unit.

15. At the end of the primary term or any extensions allowed hereunder and at
the request of Lessor, Lessee agrees to prepare and deliver a release of all lands
and horizons not earned under thi§ lease.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

WINSTON PARTNERS, LTD.

By:%&ﬁz{)&,\m/\ , LUW/‘-ZXA/\

Steven M. Wyman, Parther

e ] o,

Fred rlck Wlnston, Partner

STATE OF COLORADO

COUNTY OF DENVER

This instrument was acknowledged before me on this x>21 day of May, 2010, by STEVEN
M. WYMAN, Partner of WINSTON PARTNERS, LTD., a partnership, on behalf of said
partnership.

Ia
i

el |k p O

Notary P&hlic, State of CTo61dzado

KATHRYN T. NAKAUCH!

STATE OF MINNESOTA
NOTARY PUBLIC
COUNTY OF HENNEPIN STATE OF COLORADO

This instrument was acknowledged Dbefore me on thisMyCmsmnd%xf"e%%wogﬁg;,z 2010, by
FREDERICK WINSTON, Partner of WINSTON PARTNERS, LTD., a partnership, on behalf of

said partnership.

STAEE)L?}STP{IEXIFB&EKICO Notary Public, State of Minnesota
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