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STATE/FEE 
WATERFLOOD UN ITS 

UNIT AGREEMENT 
FOR T H E DEVELOPMENT AND OPERATION OF T H E 

SHAHARA S T A T E UNIT 
L E A COUNTY, NEW MEXICO 

THIS AGREEMENT, entered ii.to as of the day of J u l y , 1997 . by and between the parues 
subscribing, raufying or consenting hereto, and herein referred lo is 'parties hereto'; 

W I T N E S S E T H T H A T : 

WHEREAS, lhe parties hereto 're the owner! of worlcing. royaity oc other oil and gas interest* in the Unit Area, subject to ibis 
agreement: tnd 

WHEREAS, the Commissioner of Public Lands of the îute of New Mexico is authorized by law (Sec. 3, Chap, 88, Laws 1943) is 
amended by Dee. I of Chapter 162. Laws •>( 1951. (Chap. 19. A l . 10, Sec. 45, N.M. Sum tea 1978 Annot.), to consent lo and approve lhe 
development or operation of Slate lands under agreements nude by lesjees of Slate land jointly or severalty with other lessees where such 
agreements provide for the unit operation or development of part ot' or all of any oil or gas pool, field or area: and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislature (Sec. 1, Chap. 
162, Laws of 1951: Chap. 19. Art. 10. Sec. 47. N.M. Stats. 1978 Annot.) to amend with the approval of lessee, evidenced by the lessee's 
execution of such agreement or otherwise, any oil and gas lease embracing State lands so that the length of the term of said lease may coincide 
with lh« term of such agreements for the unit operauon and development of part or all of any oil or gas pool, field or area: and 

WHEREAS, the Oil Conservation Division of the Energy and Minerals Department of lhe State of New Mexico is authorized by law 
(Chap. 72, Laws 1935. as amended, being Sec. 70-2-1 et seq. N.M. Statutes 1978 Annotated) (o approve this agreement and the conservation 
provision hereof; and 

WHEREAS, the parties hereto hold sufficient interests in the S h a h a r a S t a t e Unil Area, comprised of the land 
hereinafter designated, lo give reasonably effective controi of operations therein; tnd 

WHEREAS, il is the purpose of the panies hereto to enable institution and consummation of secondary and/or enhanced oil recovery 
operauons, conserve natural resources, prevent waste and secure tlie other benefits obtainable through development and operation of the area 
subject to this agreement under the terms, conditions and limitations herein set forth. 

NOW THEREFORE, in consideration of the premises ar d the promises herein contained, lhe parties hereto commit to this agreement 
their respective interests in the Unitized Formation underlying lhe Unit Area, and agree severally among themselves as follows: 

SECTION 1. ENABLING ACT AND REGULATIONS: The oil and gas operating regulations in the effect as of the effective 
dale hereof governing drilling and producing operations not inconsisi;ent with the terms hereof or the laws of the State of New Mexico are hereby 
accepted and made a part of this agreement. 

SECTION 2. DEFTNTTIONS: For the purpose of this agreement, lhe following terms and expressions ire used herein shall 
mesa: 

(t) 'Unit Are** is defined as the land depicted on Exhibit "A" and described by Tracts in Exhibit *B* attached hereto tnd 
said land is hereby designated and recognized as constituting the Unit Area. 

(b) "Commissioner" is defined as the Commissioner of Public Lands of the State of New Mexico. 

(c) 'Division* is defined ts lhe Oil Conservation Division of lhe Slate of New Mexico. 

(d) "Unitized Formations" ahajLbfl.t^6,Gt»yburg/Saji Andre* foimadoaaj^ejlying-thc.Uni^Are*., the vertical limits of which 
extend from approximately 4100 feet belo^the surface to a lower deptfi of 5500 feet below the surface. 

(e) 'Unitized Substances' is defined as all oil. gti, gaseous substances, sulphur conuined in gas, condensate, distillate and 
til associated and comtioieM liquid or liquefiable hydrocarbons within or produced from the Unitized Formation. 
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(0 "Working Interest' is defined »« an interest in Jniiized Substance* by virtue of a I cue. operating agreement or c«hexwi*e. 
including a earned interest, which interest ia chargeable with aad obligated to pay or bear, either in cash or out of 
production or otherwise, all or a portion at the coat of drilling, developing, producing and operating ine Unitized 
Formation. Any tnterest in Unitized Sub nances which ia a Working Interest aa of the date that owner thereof execute*, 
ratifies or consent* to this agreement shail theixatter be treated aa a Working Interest for ail purpose* of this) agreement. 

(g) "Royalty Interest* ia defined aa a right to or interest in any portion of the Unitized * * « • • « ' " or proceed thereof r*k*r 
than a Working Interest. 

(h) "Working Interest Owner* ia defined aa a party hereto who own* a Working Interest. 

(I) "Royalty Owner' ia defined aa a party hereto who owns a Royalty Interest. 

0 "Tract* ia defined aa each parcel of land described as such and given a Tract number in Exhibit "B". 

(Tc) "Tract Parucipauon* is defined as the percentages of Unitized Substances illiyatfd hereunder to a Tract fining Phase I 
and Phase 13. aa hereinafter defined. The Tract Participation of the Tracts within the Unit Area ia shown on Exhibit "C" 
attached hereto. 

(I) 'Unit Participation' ia defined aa the sum of tie percentages obtained by multiplying the Working Interest of a Working 
Interest Owner in each Tract having Tract Participation by the Tract Participation of such Tract. 

(m) and (n) There i , no distinction between "Phase I" anc 'Phase IT for production of Unitized Substances from the Unit Area 
regardless of the subsequent use of those terms in this Agreement. 

(o) 'Unit Operating Agreement" is defined a* any agreement or agreement* entered into, separately or collectively, by and 
between the Unit Operator and the Working Interest Owners aa provided in Section 9, Accounting Proviaona sad Unit 
Operating Agreement, intra, and shall be styltd "Unit Operating Agreement, Shahara State Unit Area , 

Lea County, New Mexico'. 

(p) "Unit Manager* is defined a* the person or corporation appointed by the Unit Working Interest Owners to perform the 
duties of the Unit Operator until the selection and qualification of a successor Unit Operator as provided for in Section 
S, Successor Unit Operator, hereof. 

SECTION 3. UNIT AREA: The are* specified on the map attached hereto marked Exhibit "A* ia hereby rlciignatrd and 
recognized as ccmartrming the Unit Area, containing 320 acres, more or leas. 

Exhibit *A" to the extent known to Unit Operator, shows the bound*ric*and identity of Tract* and leases in the Unit Area. Exhibit 
*B* attached hereto is a schedule showing, to the extent known to Unit Operator, the acreage comprising each Tract and the percentage of 
Cfwriermip of each Working Interest Owner in each Tract. However, rjothing herein or in said schedule or map shail be construed as a 
representation by any parry hereto aa to the ownership of any interest other than such interest as are shown in said map or schedule as being 
owned by such parry. Exhibit "C" attached hereto ia a schedule shoving the Tract Participation of each Tract in the Unit Area during Phase I 
and H, which Tract Participation haa been calculated upon the baiia of ail tracts within the Unit Area being committed to this agreement aa of 
ths effective date hereof. 

Exhibits "A", *B", and *C* shall be revised by Unit Operator whenever changes render such revision necessary and not lesa than 
two copies of such revision shall be filed with the Cornrnissiooer and the Division. 

SECTION 4. EXPANSION: The Unit Area may, when practicable, be expanded to include therein any additional Tract or 
Tracts regarded as reasonably necessary or advisable for the purpose* of this agreement. Such expansion shall be effected in the following 
manner. 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into the Unit Area shall 
file an application therefor with Unit Operator requesting such sdrrdsaion. 
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(b) Unit Operator shall circulate a notice of lhe proposed expansion io each Working Interest Owner in the tract or tracts 
proposed to be included in the Unit and/or arfixted by the proposed expansion setting out the basis for admission, the Tract 
Participation proposed to be allocated to such Tract or Tracts, and other peroneal data. After negotiation (at Working 
Interest Owners' meeting or otherwise) if Walking Interest Owners having a combined Phase U Unit Participation of ninety 
percent (90%) or more have agreed to such Tract or Tracts being brought into the Unit Area, then Unit Operator 
aner preliminary concurrence by the Commviaioner and the Commission: 

(1) Prepare a notice of proposed expansion describing the contemplated changes in the boundaries of the Unit Area, the 
reason therefor, the basis tor admission of the additional Tract or Tracts, the Tract Participation to be allocated thereto, 
and the proposed effective date thereof; and 

(2) Furnish copies of said notice to lhe Commissioner and lhe Division, each Working Interest Owner sod to the lessee 
and lessor whose interests are proposed to b<: committed, advising such parues that thirty (30) days will be allowed for 
submission to the Unit Operator of any objections to such proposed expansion; and 

(3) File, upon the expiration of said lhir:y-day period aa set out in Subsection (2) immediately above, with the 
Commissioner and Division the following: (i) Evidence of mailing copiea of said notice of expansion; (b) An application 
for such expansion: (c) An instrument containing the appropriate joinders in compliance with the qualification requirements 
of Section 13, Tracts Qualified tor Unit Participation, intra; and (d) Copies of any objections received. 

The expansion shall, after due consideration of all pertinent information and upon approval by the Commissioner and Division, become 
effective as of the date prescribed in the notice thereof. The revised Tract Participation of the respective Tracts included within the Unit Area 
prior to such enlargement shail remain in the same ratio one to a neither. 

There snail never be any retroactive allocation or adjustment of operating expenses or of interest in the Unitized Substances produced 
(or the proceeds of the sale thereof) by reason of an expansion of the Unit Area; provided, however, this limitation shall not prevent any 
adjustment of investment necessitated by such expansion. 

SECTION 5. UNITIZED LAND AND UNTTTZSD SUBSTANCES: All land commiaed to this agreement as provided in 
Section 13. Tracts Qualified for Unit Participation, as to the Unitized Formation defined in Section 2, Definitions, shail constitute land referred 
to herein as "Unitized Land* or 'land subject to this agreement*. All oil and gas in the Unitized Formation in the Unitized Land are unitized 
under lhe terms of this agreement and herein are called 'Unitized Substances*. 

SECTION 6. UNIT OPERATOR: S h a i i a r a O i l , L L C Company is hereby designated as Unit 
Operator, and by signing this instrument as Unit Operator it sgreei and consents to sceept the duties and obligations of Unit Operator for the 
operation, development and production of Unitized Substances ss herein provided. Whenever reference is made herein to the Unit Operator, such 
reference means the Unit Operator acting in that capacity and not as sn owner of interest in Unitized Substances, and the term "Working Interest 
Owner' when used herein shall include or refer to Unit Operator at the owner of a Working Interest when such an interest is owned by it. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Operator shall have the right to resign at any 
time, but such resignauon shall not become effective so is to reiease Unit Operator from the duties and obligations of Unit Operator and 
terminate Unit Operator's rights as such for a period of six (6) monihs after written notice of intention to resign has been given by Unit Operator 
to all Working Interest Owners tnd the Commissioner and Division unless s new Unit Operator shall have taken over and assumed the duties 
and obligations of Unit Operator prior to the expiration of said period. 

The Unit Operator shall, upon default or failure in the pe rformance of its duties and obligations hereunder, be subject to removal oniy 
by unanimous vote of all Working Interest Owners other than Unit Operator. Such removal shail be effective upon notice thereof to the 
Commissioner and Division. 

In all such instances of resignation or removal, until a successor to Unit Operator is selected and approved as hereinafter provided, 
the Working Interest Owners shall be jointly responsible for the performance of the duties of the Unit Operator and shall, not Later than thirty 
(30) days before such resignation or removal becomes effective, apijointa Unit Manager to represent them in any action to be taken hereunder. 

The resignation or removal of Unit Operator under this agreement shall not terminate its right, title or interest as the owner of a 
Working Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becoming effective, such Unit 
Operator shall deliver possession of all equipment, books and records, materials, appurtenances and other assets used in conducting the Unit 
operations and owned by the Working Interest Owners (including tuy tnd til data and Information which it might have gained or assembled by 
reason of iu operation of the Unit Area) to the new duly qualified accessor Unit Operator or to the Unit Manager if no such new Unit Operator 
is elected, to be used for the purpose of conducting Unit Operations hereunder. Nothing herein shall be construed as authorizing removal of any 
material, equipment or appurtenances needed for the preservatioc. of any wells. Nothing herein contained shall be construed to relieve or 
discharge any Unit Operator who resigns or is removed hereunde r from any liability or duties accruing to or perfonnsble by it prior to the 
effective dale of such resignation or removal. 
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SECTION S. SUCCESSOR UNIT OPERATOR: Whenever Unit Operator shail lender iu rragnauon u Unit Operator or 
siuil be removed u hereinabove provided, the Working Lucres Owners, voting in the manner provided in the Unit Operanng Agreement. «*">" 
select a suceeaaor Unit Operator, provided, however, that the voting interest ot the outgoing Unit Operator shail not be considered for any 
purpose if such outgoing Unit Operator fails to vote or votes only to succeed itself. Such selection of a successor Unit Operator shall not become 
effective until: (a) a Unit Operator so selected shall accept in writing the duties and responsibilities of Unit Operator, and fb) the selection «*«» 
have been approved by the Commissioner and Division. If ao successor Unit Operator is selected ta herein provided, the Commissioner may 
declare this agreement terminated. 

SECTION 9. ACCOUNTING PROVISIONS Af-rp UNIT OPERATING AGREEMENT: Costa and expenses incurred by Unit 
Operator in conducting Unit Operauons hereunder shall be paid, apportioned among and borne by the Working Iiiterest Owners in accordance 
with the Unit Operating Agreement. Such Unit Operating Agreement shail also provide the in which the Working Interest Owners shall 
be entitled lo receive their respective proportionate and allocated siiare of the bene tits accruing hereunder in ccmrormirr with their underlying 
operating agreements, ieases or other independent contracts and such other rights and obligations as between Unit Operator and the Working 
Interest Owners is may be agreed upon by lhe Unit Operator and the Working Interest Owners; however, no such Unit Operating Agreement 
shall be deemed either to modify any of the terms and conoitions of ihis Unit Agreement or to relieve the Unit Operator of any right or obligation 
established under this agreement, and in case of any inconsistency or conflict between this agreement and the Unit Operating Agreement, this 
agreement shall prevail. One true copy of any Unit Operating Agreement executed Pursuant to this Section shall be filed with the Cornmissioner. 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except aa otherwise specifically provided herein, the 
exclusive right, privilege and duty of exercising any and all rights of lhe parues hereto which are necesssry or convenient for prospecting for, 
producing, storing, allocating, and distributing the Unitized Sub it*, ices are hereby delegated to and shail be exercised by the Unit Operator as 
herein provided. Upon request therefor, acceptable evidence of title; to said rights shall be deposited with said Unit Operator, and together with 
this agreement shall constitute and defuse ine rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed 
W muster title to any land or to any lease or operating agreement, it being understood that under this agreement the Unit Operator, in iu capacity 
aa Unit Operator, shall exercise the righu of possession and use vested in the panics hereto oniy for the purposes herein specified. 

SECTION 11. PLAN OF OPERATIONS: It is recognized and agreed by the parues hereto that ail of the land subject to this 
agreement has been reasonably proven to be productive of Unitized Substances in paying quantities or is necessary for Unit Operations and that 
lhe object and purpose of this agreement is to formulate and to put into effect a secondary enhanced oii recovery project in order lo effect a 
greater recovery of Unitized Substances, prevent waste and consci-ve natural resources. The parties hereto agree that the Unit Operator may, 
subject to lhe consent and approval of a plan of operation by the Working Interest Owners, the Division and the Commissioner, inject into the 
Unitized Formation, through any well or wells completed therein, brine, water, air, gas, oil. liquefied petroleum gas, steam and any other 
substances or a combination of any said substances, whether produced from the Unitized Formation or not, and that the location of input wells 
and the rates of injection therein and the rate of production shall be jiovemed by standards of good geological and petroleum engineering practice* 
and conservation methods. Reasonable diligence shall be exercised by Unit Operator in complying with the obligations of any approved plan 
of operation. The parties hereto, to the extent ihey have the right S3 to do, hereby grant Unit Operator the right to use brine or water (or both) 
produced from any formation underlying the Unit Ares for injection into the Unitized Formation: provided, however, that this grant of said right 
shall not preclude the use of brine or water (or both) produced from any formation other than the Unitized Formation for injection into formations 
other than the Unitized Formation. After commencement of secondary and or enhanced oil recovery operations. Unit Operator shall furnish the 
Commissioner and the Division monthly injection and production reports for each well in the Unit. The Working Interest Owners, the 
Commissioner and the Division shall be furnished periodic reports in the progress of the plan of operation and any revisions or changes thereto 
necessary to meet changed conditions or to protect the interests of sll parties lo this agreement; provided, however, that any major revisions of 
lhe plan of operation involving a basic deviation from the initial p an of operation shall be subject to the consent and approval of the Working 
Interest Owners, the Commissioner and Division. 

The initial plan of operation shall be filed with the Division and the Commissioner concurrendy with the filing of this Unit Agreement 
for final approval. Reasonable diligence shail be exercised in complying with the obligations of said plan of operation. 

Notwithstanding anything to the contrary herein cont lined, the Unit Operator shall commence, if not already having done so, 
secondary recovery operations and/or enhanced oil recovery openitiona on the Unit Area not later than six (6) months after the effective date 
of this Agreement, or any extension thereof approved by the Commissioner and Division or this Agreement, shall terminate automatically in 
which latter event the Unit Operator shall notify all interested parties. After such operations are commenced. Unit Operator shall carry on such 
operations ss would a reasonably prudent operator under the same or similar circumstances. 
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SECTION 12. TRACT PARTICIPATION: Tract Ptrtkipatioo «i i established by ill owners of working and overriding royaity interests 
ia a voluntary working interest unit (letter) agreement dated September 5, 19115 as follows: 

Land Description Number Tract 
of Acres Participation 

NttSWvi, SEV4SWV4 (Tsibert Lease) 
120 59.0*1 

SWKSW!* (Slate 16 Lease) 40 31.9S 

NWK (Pair Lease) 160 9At 

320 10O.056 

Those same Tract Participations are earned forward in this Agreement. 

In the event less than ail of the Tracts are committed her:to as of the effective date hereof Unit Operator shall promptly file with the 
Cornmissioner and Division at least two copies of revised Exhibits *B* and 'C* setting forth on Exhibit *C* the revised Tract Participations 
opposite each of the qualified tracts, which shall be calculated by using the tract factors and formula set forth hereinabove, but applying the same 
oniy to the qualified Tracts. The revised Exhibits *B" and *C* shail. effective as of the effective date of this agreement, supersede the original 
Exhibit* *B" aod *C" attached hereto and shali thereafter govern the allocation of Unitized Substance* unless disapproved by the Commissioner 
and Division within 30 days after filing. 

If. subsequent to the effective date of this agreement, any additional tract becomes committed hereto under the provisions of Section 
3, Unit Area, or Section 28. Non-joinder and Subsequent Joinder, or any committed tract is excluded herefrom under the provisions of Section 
27, Lou of Tide, Unit Operator shail revise said Exhibits "3" and 'C* or the latest revision thereof to show the new percentage participations 
of the then committed tracts, which revised exhibit shall, upon its approval by the Commissioner and the Division supersede, as of its effective 
date, the last previously effective Exhibits *B* and *C*. In any such revision of Exhibit *C" the revised percentage participations of the 
respective tracts listed in the last previously effective Exhibit *C" shall remain in the same ratio one to another. 

SECTION 13. TRACTS QUALIFIED FOR UNIT PARTTCIPATTON: On and after the effective date hereof, the Tracts within 
the Unit Ares that shall be entitled to participate in the production of Unitized Substances therefrom shall be the Tracts within the Unit Area 
that are qualified as follows: 

(s) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working Interest therein have 
become parues hereto and as to which Royalty Owners owning seventy-five percent (75%) or more of the Royalty Interest therein 
have become parties hereto. 

(b) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the working Interest therein have 
become parties hereto and aa to which royaity Owners owning less than seventy-five percent (75 %) of the Royalty Interest therein 
hsrve become parties hereto and, further, aa to which: 

(!) All Working Interest Owners in any such Tract have joined in a request for the commitment of such Tract to this 
agreement, and 

(ii) Seventy-five percent (75%) of the combined voting interest of Working Interest Owners in all Tracts meeting the 
requirement* of Section 13 (s) hereof have voted in favor of the comrmtment of such Tract. 

For the purposes of this Section 13 (b), a Working Interest Owner's 'voting interest' shall be equal to the ratio (expressed in percent) 
which Hs aggregate Phase Q Unit Participation in all tracts qualifying underSection 13 (a) bears to the total Phase Q Unit Participation 
of all Working Interest Owners in all Tracts qualifying under Section 13 (a), as such Unit Participation is determined from the Tract 
Participation set out in Exhibit "C". 

(c) Each Tract as to which Working Interest Owners osvning less than one hundred percent (100%) of the Working Interest therein 
have become panies hereto, regardless of the percentage of Royalty Interest therein which is committed hereto and, further, as to 
which: 

(I) The Working Interest Owner operating any such Tract and all of the other Working Interest Owners in such Tract who 
have become parties hereto have joined in a nsquest for the commitment of such Tract to this agreement and have executed 
and delivered an indemnity agreement indemnifying and agreeing to hold harmless the other Working Interest Owners in 
the Unit Area, their successors and assigns, s gainst all claims and demands which may be made by the owners of working 
interest in such Tract who arc not parties hereto and which arise out of the commitment of such Tract to this agreement. 
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and 

(ii) Seventy-five percent (75 %) of the combined voting interesu of Working Intere* Owners ia all Tracts meeting the 
requirements of Section 13 (a) and (b) have voted in favor of the commitment of such Tract and acceptance of the 
indemnity agreement. 

For the purpose of thia Section 13 (c), a Working Imer:st Owner's "voting interest' shall be equal to the ratio (expressed in percent) 
which iu aggregate Phase II Unit Participation in ail Tracts qualifying under Section 13 (a) and 13 (b) bean to the total Phase Q Unit 
Parucipauon of all Working Interest Owners in all Tncts qualifying under Section 13 (a) and 13 (b) aa such Unit Parucipauon ia 
determined from the Tract Participations set out in Exhibit "C". Upon the commitment of such a Tract to thia agreement, the Unit 
rVrdcspation that would have been attributed to the noiuubtcribing owners of the Working Interest, in such Tract, had they become 
parries to this agreement and the Unit Operaung Agreement, shall be attributed to the Working Interest Owners in such Tract who 
have become parues to such agreemenu in proportion x> their respective Working Interests in the Tract. 

(d) Within Sixty (60) days after the requirements for commencement of Phase Q or HI have not been met, the Operator will notify 
the OU and Gaa Division of the New Mexico Sute Lard Office of such conversion to Phase H or Phase UL 

SECTION 14. ALLOCATION OF UNTTTZET.1 SUBSTANCES: All Unitized Substances produced and saved from the 
committed Tracts within the Unit Ares (less, ssve and except any part of such Unitizes Substances which is used in conformity with good 
operaung practices on the Unit Area for drilling, operating, camp and other production, development and pressure maintenance purposes, or 
which is unavoidably lost) shall be apportioned among and ailocabui to the committed Tracu within the Unit Area in accordance with the Tract 
Participation effective hereunder during the respective periods, eiher Phase I or Phase H. in which such Unitized Subsunces were produced, 
as such Tract Participation is shown in Exhibit ' C or any revision thereof. The amount of Unitized Substances ao allocated to each Tract, and 
oniy that amount (regardless of whether it be more or iess than the amount of the actual production of Unitized Substances from the well or wells, 
if sny, on such Tract), shall, for ail intents, uses and purposes, or. deemed to have been produced from such Tract. 

The Unitized Substances allocated to each Tract shall b: distributed among or accounted for to the parues hereto entitled to share in 
the production from such Tract in the same manner, in the same proportions, and upon the same conditions, as they would have participated 
and shared in the production from such Tract, or in the proceeds thereof, had this agreement not been entered into, and with the same legal force 
and effect. No Tract committed io this Agreement and qualified for participation as heretofore provided shall be subsequently excluded from 
participation hereunder on account of depletion of Unitized Subsunces from such Tract. 

If the Working Interest or the Royalty Interest in any Tract it, on or after the effective date hereof, divided with respect to separate 
parcels or portions of such Tract and owned severally by different persons, the Tract Participations assigned to such Tract shall, in the absence 
of a recordable instrument executed by all owners and furnished to Unit Operator fixing the divisions of ownership, be divided among such 
parcels or portions in proportion to the number of surface acres it; each. 

The Unitized Substances allocated to each Tract shail be delivered in kind to the respective Working Interest Owners and parties 
entitled thereto by virtue of the ownership of oil and gas rights therein or by purchase from such owners. Each Working Interest Owner and 
the parties cmalrd thereto shall have the continuing right to receive such production in kind at a common point within the Unit Area and to sell 
or dispose of the same as it sees fit. Each such party shall have the right to construct, maintain and operate all necessary facilities for that purpose 
oa the Unit Area, provided the same are so constructed, maintained and operated as not to interfere with operations carried on pursuant hereto 
or with operations upon or with regard to formations other than th: Unitized Formation conducted within the Unit Ares. Subject to Section 16. 
Royalty Settlement, hereof, any extra expenditure incurred by Ucit Operator by reason of the delivery in kind of any portion of the Unitized 
Substances snail be bome by the party (excepting the Sute of New Mexico) receiving the same in kind. 

If say party fails to take in kind or separately dispose of its proportionate share of Unitized Substances. Unit Operator shall have the 
right, for the time being and subject to revocation at will by the party owning the share, to purchase for iu own account or sell to others such 
share at not less than the prevailing market price in the area for like production; provided that, all contracts of sale by Unit Operator of any 
other parly's share of Unitized Substances shall be oniy for such reasonable periods of lime as are consistent with the minimum needs of the 
industry under the circumstances, but in no event shell any such contract be for a period in excess of one year. The proceeds of the Unitized 
Substances so disposed of by Unit Operator shall be paid to the party entitled thereto. 

Any party receiving in kind or separately disposing of nil or sny part of the Unitized Subsunces allocated to any Tract or receiving 
the proceeds therefrom shall be responsible for making payment of ill royalty to the parties entitled thereto, and shall indemnify all parlies hereto, 
including Unit Operator, against any liability for ail royalties, overriding royalties, production payments, and all other paymenu chargeable 
against or payable out of such Unitized Substances or the proceeds therefrom. 

SECTION 15. OH. IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shall make a proper and timely gauge 
of all lease teas other la rues within the Unit Area in order to ascertain the amount of merchantable od above the pipeline connection in such tanks 
aa of 7:00 A.M. on the effective date hereof. All such oil which ha i then been produced legally shall be and remain the property of the Working 
Interest Owner entitled thereto the same aa if the Unit had not been formed; and such Working Interest Owner shall promptly remove said oil 
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from the Unit Area. Any men oil not JO removed shall be sold by Unit Operator for the account of such Working Interest Owner, subject to 
the payment ot all royalty to Royalty Owners under the terms and provisions of lhe Unit Agreement and any applicable lease or leases and other 
contracts. All such oil as is in excess of the prior allowable of the well or wells from which the «"~» was produced «"«» be regarded and treated 
the same aa Uiuuxed Substances produced after the effective date aereof. If. »a of lhe effective date, hereof, aay Tract is overproduced with 
respect to the allowable of the well or wells on the Tract tnd the » mount of such overproduction has been sold or otherwise disposed of, f f h 
overproduction snail be regarded and included aa a pan of the Uniu^d Substances produced after the effective A*" hereof and the amount thereof 
charged to sucn Tract aa having been delivered lo the persons entitled to Unitized Substances allocated to such Tract. 

SECTION 16. R O Y A L T Y Sfc.ll L E M E N T : T h e State of New Mericn and all Bnyalty Owngr* nmr., i m f e m i ^ n . ^ ^ 

ire entitled to take in kind a share of the substances produced from any Tract nmmrA hereunder, shall hereafter be entitled to take in Vitvi their 
share of lhe Unitized Substances allocated to such Tract, and Unit Operator shall m»im deliveries of such Royalty share taken in ia 
conformity with the applicable contracts, laws and regulations. Ssolernent for Royalty Interesu not taken in kind shall be made by Working 
Interest Owners responsible therefore under existing contracts, laws tnd regulations, on or before the last dsy of each month for Unitized 
Subsunces produced during the preceding calendar month; provided, however, that riothing herein contained «h»H operate to relieve the lessees 
of any land from their respective lesse obligations for the pay me at of any Royaity due under their leases, except *»* such Royalty shall be 
computed in accordance with the terms of this Unit Agreement. 

If gas obuined from lands not subject to this Agreement is introduced into the Unitized Formation for use in pressure maintenance, 
stimulation of production, or increasing ultimate recovery, which shall be in conformity with a plan first approved by the Commissioner and 
the Division a like amount of gaa, less sppropriste deductions for loss from lny cause may be withdrawn from the formation into which the gaa 
was introduced, royalty free as to dry gas, but not to the products extracted therefrom: provided '"»• such withdrawal shall be pursuant to such 
conditions and formula aa may be prescribed or approved by the Commissioner: snd Division provided further, such right of withdrawal 
shall terminate oo the termination of this agreement. If liquefied petroleum gases obuined from lands or formations not subject to this agreement 
be injected into the Unitized Formation for the purpose of increasing ultimate recover, which shail be in conformance with a plan tint approved 
by the Commissioner tnd Divition: pan or til of such liquefied petroleum gtses may be withdrawn royaity free pursuant to such conditions and 
formula as may be prescribed or approved by the Commisaioner a id Division. 

Royally due oo account of Slate Lands shall be computed and paid on the basis of all Unitized Subsunces allocated to such Lands. 

SECTION 17. RENTAL Sfci I t-EMENT: Rents la or minimum royalties due on leases committed hereto shall be paid by 
Working Interest Owners responsible therefor under existing contraiiu. Laws and regulations, provided that nothing herein contained shall operate 
to relieve the lessees of any Land from their respective lesse obligations for payment of any rental or minimum royalty in lieu thereof due under 
their leaaes. Rental for lands of the Sute of New Mexico subject to this agreement shall be paid at the rate specified in the respective leases from 
the Sute of New Mexico, or may be paid at the rate specified in the respective ieases from the Sute of New Mexico, or may be reduced or 
suspended under order of the Commissioner pursuant to applicable laws and regulations. 

SECTION 18. CONSERVATION: Operations hereunder and production of Unitized Subsunces shsil be conducted to provide 
for the most economical and efficient recovery of said subsunces without waste, ss defined by Sute laws and regulations. The use of fresh water 
in waterflood operations is prohibited unless expressly approved by the Commissioner of Public Lands on the basis of excessive technologies! 
or financial burden. 

SECTION 19. DRAINAGE: The Unit Operator ihall take appropriate and adequate measures to prevent drainage of Unitized 
Subsunces from unitizrd Ianda by wells on land not subject to this agreement, or, with consent of the Commissioner and pursuant to applicable 
regulations, pay a fair and reasonable compensatory royally is detsnnined by the Commissioner. 

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED: The terms, conditions snd provision of all 
leases, subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on Lands comrniiTrd to this 
agreement ire hereby expressly modified and amended to the extent, necessary to make the same conform to the provisions hereof, but otherwise 
to remain in full force snd effect, snd the parties hereto hereby consent that the Commisaioner. as to Sute testes, shall by his approval hereof 
or by the approval hereof by his duly authorized representative, does hereby establish, alter, change or revoke the driiiing, producing, rental 
minimum royalty and royalty requiremenu of State [esses coouxtitbsd hereto and the regulations in respect thereto to conform said requiremenU 
to the provisions of this agreement. Without limiting the generality of the foregoing, all leases, subleases and contracts are particularly modified 
in accordance with the following: 

(a) The development and operation of lands subject to iris agreement under the terms hereof ihall be deemed full performance of all 
obligations for development snd operation with respect to each and every pan or separately owned Tract subject to this agreement, 
regardless of whether there is sny development of any particular pan or Tract of the Unit Area, notwithstanding snything to the 
contrary in the lease, operating agreement or other contract by and between the parties hereto, or their respective predecessors in 
interest, or any of them. 

(b) Drilling, producing secondary recovery or enhanced oil operations performed hereunder upon any Tract of unitized lands shall 
be accepted and deemed to be performed upon and for the benefit of each and every Tract of unitized land, and no lesse shall be 
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deemed to expire by reason ot failure lo drill or produce weila situated oo land therein embraced. 

(c) Sutpeuioo, of d nil ins; or producing operations on all unitized land pursuant lo direction or consent of the Division and 
Cornmissiooer or 'heir duly authorized repreaenuuves, sltall be deemed io constitute such suaperuuots pursuant lo such direction or 
consent is to each ind every Tract of unitized lands. 

(d*) Each leaae. sublease, or contract relating; to the exploration, drilling, deveiopmeot or operauon for oil aad gas which by iu terms 
might expire prior to the terminsuoo of this agreement, is hereby extended beyond any such term so provided therein, so that it shall 
be continued in full force and effect for and during the terms of this agreement. 

(e) Termination of this agreement shall not affect any lease which, pursuant in the term* thereof or any applicable Laws shall continue 
in force and effect thereafter. 

(0 Any leaae which is made subject to this agreement shall continue in force beyond the term provided therein a* to the lands 
committed hereto a* long as such land* remain subject hereto. 

(g) Any lease embracing lands of lhe Sute of New Mexico having only a portion of iu land eotmmtxed hereto, shall be segregated 
aa to that poruon committed and that not committed, ami the terms of such leaae ihall ipply separately lo such segregited portions 
commencing aa of the effective date hereof; provided, however that rwcwiihsianding any of the ptrsviaiooa of thia agreement to lhe 
contrary, such leaie shall continue in full force and efTe:l beyond lhe term provided therein as to all lands embraced in such lease 
if oil or gas is, or has heretofore been discovered in paying quantities on some part of the lands embraced in such lease committed 
to this agreement or, so long aa a portion of the Unitized Substances produced from the Unit Area is, under the terms of this 
agree merit, allocated to the poruon of the lands covered by such lease committed to thia agreement, or al any time during the term 
hereof, ia lo any lease that ia then valid and subsisting ind upon which lhe leaaee or the Unit Operator is then engaged in bonatide 
drilling, reworking, or secondary recovery operations on any pan of the lands emoraced in such lease, then tile same as us all lands 
embraced therein shail remain in full force and effect so long aa such operauons are diligently prosecuted, and if they result in the 
production of od or gat. said lease shall continue in full force and effect is to all of the lands embraced therein, so long thereafter 
as oil or gss in paying quantities is being produced from, any portion of said lands. 

SECTION 21. COVENANTS RUN WTTH LAND: The covenants herein ihall be construed to be covenants running with the 
land with respect lo the interesu of the parties hereto and their suce easore in interest until this agreement terminate*, and any grant, transfer or 
Conveyance of interest in land or leases subject hereto shall be and hereby ia conditioned upon the assumption of all privileges and obligation* 
hereunder by the grantee, transferee, or other successor in interest. No assignment or transfer of any Working Interest subject hereto shall be 
binding upon Unit Operator until the first day of the calendar mouth after Unit Operator ia furnished with the original, or sccepuble pbotoautic 
or certified copy, of the record instrument of transfer, and no assignment or transfer or any Royalty Interest subject hereto shall be binding upon 
the Working Interest Owner responsible therefor until the first day of lhe calendar month tfter said Working Interest Owner is furnished with 
lhe original, or sccepuble photostatic or certified copy, of the recorded instrument of transfer. 

SECTION 22. Err-fcCUVE DATE AND TERM: This agreement ihall become binding upon each party who executea or 
ratified it aa of the dale of execution or ratification by such parry aisd shall become effective as of 7:00 A.M. of the first day of the mooth next 
following: . 

(s) The execution or ratification of this agreement tnd the Unit Operating Agreement by Working Interest Owners having t combined 
Phase II Unit Participation of at least eighty-five percent (85 %), and the execution or ratification of this agreement by Royalty Owners 
owning s combined interest of st least seventy percent (70%) of the Phase Q Royaity Interest in said Unit Area; and 

(b) The approval of thia agreement by the Commissioner and the Commission: tnd 

(c) The filing of tt least one counterpart of this agreement for record in lhe office of the County Clerk of Lea County, New Mexico, 
by th* Unit Operator; and 

(<f) The filing in the office of lhe County Clerk of Lea County, New Mexico, of a certificate by Unit Operator to the effect that (a), 
(b) and (c) above have been accomplished, and suting 'he effective date hereof; 

and provided, further, that if (a), (b), (c) and (d) above are not accomplished on or before December31. 1998 .this 
i free ment shall terminate ipso facto oa staid date (hereinafter called 'terminaiiorj date") and there* iter be of no further force or effect, unlet* 
prior thereto thia agreement has been executed or ratified by Working Interest Owners having t combined Phase II Unit Participation of at least 
sixty-five percent (65%) and the Working Interest Owners having a combined Phase 0 Unit Participation of at least eighty percent (80%) 
committed to this agreement have decided <o extend aaid termination date for a period not to exceed one (I) year (hereinafter called 'extended 
termination date"). If said termination dale is so extended and (i,), fb), (c) and (d) above are not accomplished on or before said extended 
termination, dale ihia agreement shall temniate ipso facto on said extended termination date and thereafter be of no further force or effect. 
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The term at this agreement snail he cor and during the urns truu Unitized Substancea ate produced in paying quantities from the Unit 
Area and sa long thereatter aa diligent drilling, reworicing or other orieration* (including secondary recovery operations} are prosecuted thereon 
without ceaaatioa of more than ninety (90) coruccuuve days, snd aa long thereatter aa Unitized Substances an produced as aforesaid. "ii»*T 
sooner termini led by Working Interest Owners in die manner hereinafter provided. 

This agreement may be terminated ai any time with the approval of the Cornmisaiooer by Working Interest Owners having it least 
ninety percent t90%) Phase H Unit Parucipauon. as determined front Exhibit *C". Notice of such terminstion shall be given by Unit Operator 
to all panies hereto. 

Unit Operator shall within thirty (30) day s after the terminjitioa date of this agreement, file for record in the office where a counterpart 
of this agreement is recorded, a certificate to the effect that this agreement has terminated according to its terms and stating further the 
termination date. 

If not otherwise covered by the leases unitized under this agreement, Royalty Owners hereby grant Working Interest Owners a period 
of six (6) months after termination of this agreement in which to salvage, sell, distribute or otherwise His-Kmi of the personal property and 
facilities used in connection with Unit Operations. 

SECTION 23. APPH ARANCES: Unit Operator sliall have the right to appear for or on behalf of any and all interesu affected 
hereby before the Commissioner and the Commission and to sppeai from any order issued under the rules and regulations of the Commissioner 
or the Commission or to appiy for relief from any of said rules and regulations or in any proceedings relative to operations before the 
Commissioner or the Commission, or any other legally constituted authority-, provided, however, that any other interested party shall also have 
the right at his or iu own expense to be heard in any such proceedings. 

SECTION 24. NOTICES: All notices, demands, objections or tutemenu required hereunder to be given or rendered to the 
parties hereto shall be deemed fully given if made in writing and personally delivered to the pany or parties or sent by postpaid certified mail 
addressed to such pirry or parues st their respecuve addresses set forth in connection with the signatures hereto or to the ratification or consent 
hereof or to such other address ss sny such parry or parties may have tumisoed in writing to the party sending the notice, demand or JUtement. 

SECTION 25. NO WAIVER OF CERTAIN RIGHTS: Ncithing in this agreement contained shall be construed aa a waiver by 
any parry hereto of the right to asaen any legal or constitutional right or defense as the validity or invalidity of any law of the Sute wherein said 
unitized lands are located, or rules or regulations issued thereunder in any way affecting such party, or aa a waiver by any such pany of any 
right beyond his or iu authority to waive; provided, however, that each parry hereto covenants that during the existence of this agreement such 
party will not resort to any action at law or in equity to partition ths Unit Axes or the facilitiea used in the development or operation hereof and 
to thai extent waives the benefits of ail laws authorizing such partition. 

SECTION 26. LOSS OF TITLE: In the event th.it any Tract ceases to have sufficient Working Interest Owners committed to 
this agreement to meet the conditions of Section 13, Tract* QualiC sd for Unit Participation, because of failure of title of any parry hereto, such 
Tract shall be automatically regarded aa not committed to this agreement effective as of 7:00 A.M. on the first day of the calendar month in 
which the failure of titie ia finally determined; provided, however , that such Tract shail not be so regarded if said Tract can be requaiiGed for 
admission under Section 13 within ninety (90) days after the date on which such title failure waa finally determined. 

If any such Tract cannot be so requaiiGed, Unit Operator shall revise the schedule previously filed with the Commissioner setting 
forth (he Tracts committed hereto, and Unit Operator shall revise 1 exhibit *C" to show the tracts in the Unit Area (hat remain committed hereto 
and the Tract Participation of each of said Tracts, which revised T/ict Participation shall be calculated and determined on the basis that the Tract 
Participation shall be calculated and determined on the basis that the Tract Participation of each of said Tracts shail remain in the same ratio 
one to the other. Copies of the revised schedule snd exhibit shall be filed with the Commissioner snd same shall be effective a* of 7:00 A_M. 
on the first day of the calendar month in which such failure of title is finally determined. 

If tide to a Working Interest fails, the rigbu and obligations of Working Interest Owners by reason of such failure shall be governed 
by the Unit Operating Agreement. If titie to a Royalty Interest fails, but the Tract to which it relate* remain* comnuaed to this agreement, the 
party whose utie failed shall not be entided to participate hereunder insofar aa iu participation is baaed on such lost Royslty Interest. 

In the event of s dispute ss to the title to any Working Interest or Royalty Interest subject hereto, payment or delivery on account 
thereof may be withheld without liability or interest until the dispute ix finally sealed: provided, that as to the Sute land or leases, no payments 
of funds due the Sute of New Mexico shall be withheld, but such funds shall be deposited as directed by the Cornmisaiooer to be held ss 
untamed money pending final settlement of title dispute, and then applied aa earned or returned in accordance with such final settlement. 

Unit Operator, as such, is relieved from any responsibility for any defect or failure of any title hereunder. 

SECTION 27. NONJOINDER AND SUBSEQUENT JOINDER: Aa the objective of this Unit Agreement is to hsve lands in 
the Unit Area operated and entitled to participation under the terms hereof, it is agreed that, notwithstanding anything else herein, no joinder 
shall be considered a cornmitrnent to this Unit Agreement unless the Tract involved is qualified under Section 13 hereof, Tracu Qualified for 
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Unit Participation. Joinder in the Unit Agreement by a Working Lntereat Owier, at any time muat be accompanied by appropriate joinder to the 
Unit Operating Agreement in order for the interest to be regarded as effectively corsumtred to this Unit Agreement- Joinder by any owner of 
ii Royaity Interest, at sny lime muat be accompanied by appropriate jointiirr by the owner of the corresponding Working Interest in order for 
the interest to be regarded is committed hereto. 

Any oil or gas interest in the Unitized Formation in Lands within the Unit Area not committed hereto prior to final approval of thi« 
igreement by the Commisaioner may thereafter be committed hereto upon compliance with the applicable pronation* of Section 13, Tracts 
(Justified for Unit Participation, hereof, within a period of two (2) months thereafter, on the tame basis of participation ss provided for in Section 
1.2, Tract Participation, and set forth Ln Exhibit *C", by the owner or owners thereof subscribing or consenting in writing to this agreement and, 
if the Interest is a Working Interest, by the owner of such interest subscribing also to the Unit Operaung Agreement-

It ia understood and agreed, however, thai after two (2) rnonttia from the effective date hereof, the right of subsequent joinder is 
provided in thit Section ihall be subject to such require menu or approvals and on such basis aa may be agreed upon by Working Interest Owners 
having a combined Phase U Unit Participation of not less than ninety percent (90%), provided thst the Tract Participation of each previously 
committed Tract thai! remain in the same ratio one to the other. Such joinder by a Working Interest Owner must be evidenced by iu execution 
or ratification of thia Unit Agreement and the Unit Operating Agreement. Such joinder by a Royalty Owner must be evidenced by iu execution 
or ratification of this Unit Agreement and must be consented to in writing by the Working Interest Owner rcapcroaible for the payment of any 
benetju that may accrue hereunder in behalf of such Royalty Owner. Extxpt as may be otherwise herein provided, subsequent joinders shall 
tie effective at 7:00 A.M. of the first day of the month following the filing with the Commissioner, of duly executed documents necessary to 
cisubliah effective commitment unless reasonable objection to such joinder by the Commissioner it duly made within sixty (60) days sfter such 
tiling. Notwithstanding any of the provisions to (he contrary, all cornroitmenu of Sute of New Mexico land must be approved by the 
Commissioner. 

SECTION 23. COUN 1 hXPARTS: This igreement may be executed in any number of counterparts, no one of which needs 
to be executed by all parues and may be ratified or consented to by separate instrument in writing specifically referring hereto, and shall be 
binding upon all those panies who have executed such t counterpart, ratification, or consent hereto with the same force and effect as if all parlies 
had signed the same document, and regardless of whether or not it is exec uted by ail other parues owning or claiming an interest in the lands 
within the shove described Unit Area. 

SECTION 29. JOINDER COMMITMENT: Execution is herein provided by any parry either as a Working Interest Owner 
or as a Royalty Owner shall commit all interesu that may be owned or controlled by such party. 

SECTION 30. TAXES: Each party hereto shall, for iu own account, render and pay iu share of any taxes levied agsinst or 
measured by the amount or value of the Unitized Substances produced from the Land; provided, however, that if it ia required or if it 
tie determined thai the Unit Operator or the several Working Interest Ownets muat pay or advance said taxes for the account of the parties hereto, 
il is hereby expressly agreed that the parties so paying or advancing said taxes shall be reimbursed therefor by the parties hereto, inc hiding 
Royalty Owners, who may be responsible for taxes on their respective ailoctted share of said Unitized Substances. No such taxes ihall be charged 
to the Sute of New Mexico, or to any lessor who has a contract with a le ssee which requires his lessee to psy such uxes. 

SECTION 31. PERSONAL PROPERTY EXCEHI hD: All lease snd well equipment, materials and other facilities heretofore 
or hereafter place by any of the Working Interest Owners on the lands covered hereby shall be deemed to be and shall remain personal property 
tielonging to snd may be removed by the Working Interest Owners. The rights and interest therein ss among Working Interest Owners ire 
c overed by the Unit Operating Agreement, 

SECTION 22. NO PARTNERSHIP: The duties, obligations and liabilities of the parties hereto are intended to be several and 
not joint or collective. This sgreement is not intended to create, and shall not be construed to create, in association or trust, or to impose a 
partnership duty, obligstion or liability with regard to any one or more of he parties hereto. Each party hereto ihall be individually responsible 
ibr iu own obligations as herein provided. 

SECTION 33. CORRECTION OF ERRORS: Il is hereby sgreed by ail parties to this igreement that Unit Operator is 
empowered to correct any mathematical or clerical errors which may exisu in the pertinent exhibits to this agreement: provided, however, that 
correction of any error other than mathematical or clerical shall be made by Unit Operator only after first having obuined approval of Working 
Interest Owners having a combined Phase II Unit Participation of fifty peicent (50%) or more snd the Commissioner. 

Rev. 1/92 10 



IN WITNESS WHEREOF, th* panic* hereto have cauaixi thia agreement to be BTmitH aa of the first above written and have trt 
opposite their respective narnc* the dale of execution. 

ATTEST: 

UNIT OPERATOR AND WORKING INTEREST OWNER 

ATTEST: 

BY: 

Address: 

Date: 

ATTEST: 

BY: 

Address: 

Date: 

ATTEST: 

BY: 

Address: 

Dale: 

OPERATOR _SHAHARA O I L , L L C 

BY: 0— f o 
207 West McKay 
Carlsbad, New Mexico 88220 
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EXHIBIT A 

Section 15, Township 17 South, Range 33 East N.M.P.M. 

Lea County, New Mexico 
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EXHIBIT C 

T r a c t T r a c t 
No. Acres WI owners and Amounts Participation 

120 Mountaineer L i m i t e d 95.0% 59.0% 
Par tnership 

Dale McCarter 5.0% 

100.0% 

40 Mountaineer Limited 95.0% 31.9% 
Partnership 

Dale McCarter 5.0% 

100.0% 

160 Ogden Sharon 12.5% 9.1% 
Hudnall 

Lometa Hudnall Cox 12.5% 

Ogden Sharon 12.5% 
Hudnall Trust No. 2 

Lometa Hudnall Cox 12.5% 
Trust No. 2 

Mountaineer Ltd. 47.5% 
Partnership 

Dale McCarter 2.5% 

100.0% 

100.0% 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State 16 Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this ^ ^ d a v of T^-J&\^^> \ 1995. 

(Signature) 

J . S. Weiin , Attorney-in-Fact 
(Printed Name) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this 
day of , 1995, by 

My Commission Expires: Notary Public 

STATE OF TEXAS 

COUNTY OF ECTOR 
s s . 

) 

The foregoing instrument was acknowledged before me this 9th 
day Of August , 1 9 9 5 , by J . S. Wplin, Afrnr-npy--in-Farf- . Of 

PHILLIPS PETROLEUM COMPANY 
behalf of the corporation. 

Delaware corporation, on 

8-2-96" 

DANNA C. THORNTON 
>"5 MY COMMISSION EXPIRES 

ion AJSKp&:tfate: Notary Public 

09638-00100/A30282.1 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t c e r t a i n 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

(Sign^reT H*t<h^-+ 

^MiMY AtrknL 
(Printed Name) 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by . 

My Commission Exp ires : Notary P u b l i c 

STATE OF fj£w fi\dXiC.* 
COUNTY OF L£f± 

The foregoing instirument was acknowledged before me t h i s ^ £ 
dav of^ ^ L J 3 . 1 9 9 7 1 b Y g f»tv*H Ad-r^t*'.!-. of 

fcSftft Mt̂ fc . J-tvJC . , a fVgcAJ iVigXtco corporat ion, on 
behalf of the corporat ion. 

My Commission E x p i r e s : 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s day of - A ^ L ? I 9 ?~7 m i g g 7 

(Signature^ \ 

(Printed Name) 

STATE OF MCiC/fe 
COUNTY OF U(S fr 

The foregoing instrument: was acknowledged before me / th is 
day of vJOt-^ , 1997, by ftV»C^ f \ * j T ^ t \ U-

J If 

My Commission E x p i r e s : / / Notary P u b l i c 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by . of 

, a corporat ion , on 
behalf of the corporation. 

My Commission E x p i r e s : Notary P u b l i c 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s 

ILL day of 5Tf^y- , 1997 

(Signature) 

8.£. CW»S 

(Printed Name) 

STATE OF 
COUNTY OF 

day of 
The foreqoing instrument was acknowledged Jaefo 

, 1997, by T?.G. CPAVN-S 
me t h i s 30 

My Commission E x p i r e s : ^ N o t a r y P u b l i c 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corporat ion, on 
behalf of the corporat ion. 

My Commission E x p i r e s : Notary P u b l i c 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this day of ^ T l l £~T t 1997. 

(Signature) 

(Printed Name) 

STATE OF A^*3 fto-CJ*,̂  
COUNTY OF Ut*fV 

The for<7. 
dav of 

agoing instrument was acknowledged before me this z l l f 
dou^ , 1997, by r3.rv\, tVUvf W *A1*S . 

My Commission Expires: / / Notary Public 

>>-> im 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me th i s 
day of , 1997, by , of 

, a corporat ion , on 
behalf of the corporation. 

My Commission Expires : Notary P u b l i c 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. _ 

. 1997. Dated this 7*/ dav of J U of 

" «t •* 4, • M * 
= it:* X L I •* ™ i 
- c o ^ ^ ^ , , # / • ^ 

j^egoing instrument was acknowledged before me t h i s dH 
day o r T u ^ , 1997, by Egftvj L. Uijgtes . 

ignatur-s) 

(Printed Name) 

My Commission Expires: Notary P u b l i c 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corporat ion , on 
behalf of the corporation. 

My Commission Expires : Notary P u b l i c 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that c e r t a i n 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 
. TH Dated t h i s 2.H- day of J u t-V , 1997. 

^ • ^ \ : " ' ^ ^ T 7 ^ 2 6 = ^ / (Signature]) 

(Printed Name) 

The foregoing instrument was acknowledged before me t h i s 
day of Jjlvj , 1997, by V?XTv| L, 

My Commission Expires: Notary Public 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this 30th day of July , 1997. 

Petco Limited 

THE STATE OF TEXAS ) 

COUNTY OP STEPHENS ) 

KS TO CONTENT 

AS TO INTEREST 

ADMINISTRATION 

The fo rego ing i j ia t rument was acknowledged b e f o r e me, a Notary P u b l i c , on 
the 3 ) — day o f C _ J u J t A f , 1997, by J . L . McCLYMOND, General Partner 
o f Petco L i m i t e d , a Tex/as l i m i t e d pa r tne r sh ip , on b e h a l f o f s a id p a r t n e r s h i p . 

THE | j 

BARBARA BEENE 
NOTARY PUBLIC 
STATE OF TEXAS 

My Commission Expires 1-21-2000 

Notary Public, State of Texas 

COUNTY OF STEPHENS ) 

the 

The foregoing i^s^rumentf was acknowledged before me, a Notary Public, on 

d y \ & day of , 1997, by FRED F. DUESER, General Partner 
of Petco L i m i t e d , a TexSs l i m i t e d p a r t n e r s h i p , on beha l f o f s a id p a r t n e r s h i p . 

BARBARA BEENE 
NOTARY PUBLIC 
STATE OF TEXAS 

My Commission Expires 1-21-2000 

Notary Public, State of Texas 

i'1 

Lit* 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this 3)^ dav of ~Cfu L-Y 1997, 

(Signature) 

(Printed Name) 

STATE OF OR<SG-Qt\) 
COUNTY OF (JAJ/OAJ 

The foregoing instrument: was acknowledged before me this ,Q' 
1997, by (J^^/^yy^ £/• ^JTn^rP&rz day of TJMJ L~y 

My Commission Expi Notary Public 

OFFICIAL SEAL 
JUDITH A T U R K 

NOTARY PUBLIC - OREGON 
COMMISSION NO. 041596 
MY COMWSSIDK EXPIRES FEB. 14.1899 < \ " * j f 3J * r mi UJIMBUiun CATUIU rto. n , isaa n 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this 7M- day of U I 7 

Mountaineer Limited 
Partnership 

STATE OF 
COUNTY OF 

1997. 

(Signatur 

(Printed Name) 

The foregoing instrument was acknowledged before me this 
day of , 1997, by 

My Commission Expires: Notary Public 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s 25th day of July , 1997. 

(Signature) 

Ogden Sharon Hudnall, Individually 
(Printed Name) 

STATE OF TEXAS 
COUNTY OF SMITH 

The foregoing instrument was acknowledged before me t h i s 25th 
day Of July , 1997, by Ogden Sharon Hudnall 

My Commission Exp ires : 

12-11-97 
FLO DOWNING 

'^Si MY COMMISSION EXPtfiES 
# December 11,1997 

Notary Public 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

a corporation, on 
behalf of the corporation. 

My Commission Exp ires : Notary Pub l i c 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this / ^ day of 1997 . 

( S i g n a t u r e ) 

Lometa Anne Cox, I n d i v i d u a l l y 

Lometa Anne Cox 

STATE OF 
COUNTY OF 

The 
day of _ 

(Printed Name) 

egoing instrument was acknowledged before me this 
, 1 9 9 7 , b y Lometa Anne Cox . 

My Commission E x p i r e s : INotary Pvfbl ic 

STATE OF 
COUNTY OF 

T^Ffy-. MELINDA PIPER 
! T W ? = MY COMMISSION EXPIRES 
W s W October 8,1999 

The foregoing instrument was acknowledged before me this 
day of / 1997, by , of 

a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s 25th day of ,T„iy , 1997. 

(Signature) 7"" 

Ogden Sharon Hudnall, Trustee 
(P r in ted Name) 

STATE OF 
COUNTY OF 

The foregoing instrument: was acknowledged before me t h i s 
day of , 1997, by 

My Commission Expires : Notary Publ ic 

STATE OF TEXAS 
COUNTY OF SMITH 

The f o r e g o i n g ins t rument was acknowledged b e f o r e me t h i s 25th 
day of Julv , 1997, by Oeden Sharon HiiHn«n . , of 

Oeden Sharon Hudnall Trust fl? . a Trustee -ooEpoea-tioft, on 
behalf o f t h e eeajpocat-ion. 

Trust. 

My Commission Exp ires : 

12-11-97 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s /P^dav of f u l ^ ^ ^ T , 1997. 

(Signature) 
Lometa Hudnal l Cox 
Trus tee , Lometa Hudnal l Cox T r . #2 

Lometa Hudnal l Cox 
(Printed Name) 

STATE OF 
COUNTY OF 

The f o r e g o i n g instrument: was acknowledged b e f o r e me t h i s 
day Of ( j l ^ , ^ - i 1 9 9 7 , b y Lometa Hudnal l Cox. Trustee 

My Commission E x p i r e s : V Notary P u b l i c 

^ r M % MELINDA PIPER 
M>' COMMSSON EXPIRES 

October 8,1999 
STATE OF 
COUNTY OF 

The JForegoing instrument was acknowledged before me this A 

day of , , 1997, by , of 
, a corporation, on 

behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Agreement f o r the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated t h i s day of 

^ S i g n a t u r e ) S a m R O O S th, Trustee 
Lometa Hudnall Cox Tr. #2 

Sam Roosth 

STATE OF 
COUNTY OF 

The f 
day of 

(Printed Name) 

going instrument was acknowledged before me t h i s 
/ 1997, by Sam Roosth . 

My Commission E x p i r e s : 

STATE OF 
COUNTY OF 

MELINDA PIPER 
5*! MY COMMISSION EXPIRES 

' ^ f W October 8,1999 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporat ion. 

My Commission E x p i r e s : Notary P u b l i c 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION OF 
SHAHARA OIL, LLC, FOR (1) APPROVAL OF THE 
PROPOSED SHAHARA STATE UNIT, (2) CREATION 
OF A WATERFLOOD AND TERTIARY RECOVERY PROJECT 
(3) APPROVAL OF TWO UNORTHODOX OIL WELL 
LOCATIONS, AND (4) QUALIFICATION OF THAT 
PROJECT FOR THE RECOVERED OIL TAX RATE, 
LEA COUNTY, NEW MEXICO. 

Paul A. Cooter, being duly sworn, states t h a t he mailed a copy 

of the A p p l i c a t i o n of Shahara O i l , LLC on e i t h e r January 13 or 

January 19, 1998, t o the f o l l o w i n g named i n d i v i d u a l s and e n t i t i e s , 

as evidenced by the attachments hereto, t o w i t : 

The Wiser O i l Company 
A t t n : Mr. Earl Kreig 
8115 Preston Road, Suite 400 
Dallas, TX 75225 

P h i l l i p s Petroleum Company 
A t t n : Mr. J. S. Welin 
4 001 Penbrook 
Odessa, TX 79762 

Mr. Ray Powell 
Commissioner of Public Lands 
A t t n : Mr. Larry Kehoe 
New Mexico State Land O f f i c e 
PO Box 1148 
Santa Fe, NM 87504 

Norwest Trust Texas NA 
PO Box 659564 
San Antonio, TX 78286-9564 

Further, A f f i a n t says not. -->^--^~<^===^^— 

Cases Nos. 11923 and 11924 

AFFIDAVIT OF MAILING 

Paul A. Cooter 

09898-00900/RJOH/A106256. 



State o f New Mexico 
County o f B e r n a l i l l o 

Subscribed and sworn t o by Paul A. Cooter t h i s / / day 
of February, 1998. 

\ N o t a r v y p j i b i i c 

(Seal, i f any) My Wmmission expires V-• V-

fi* fior^ OFFICIAL SEAL 

if.. 

* v . ' . . . . . . . . . -

' - " ^ My Co, : . , : ^ V ̂  > 521 

09898-00900/RJOH/A106256. 



BEFORE THE OIL CONSERVATION DIVISION 
NEW MEXICO DEPARTMENT 

OF ENERGY, MINERALS AND NATURAL RESOURCES 

IN THE MATTER OF THE APPLICATION OF 
SHAHARA OIL, LLC, FOR (1) APPROVAL OF THE 
PROPOSED SHAHARA STATE UNIT, (2) CREATION 
OF A WATERFLOOD AND TERTIARY RECOVERY PROJECT 
(3) APPROVAL OF TWO UNORTHODOX OIL WELL 
LOCATIONS, AND (4) QUALIFICATION OF THAT 
PROJECT FOR THE RECOVERED OIL TAX RATE, 
LEA COUNTY, NEW MEXICO. 

CASE NO. 

The undersigned hereby acknowledges r e c e i p t of the 

Ap p l i c a t i o n f i l e d by Shahara O i l , LLC, a New Mexico l i m i t e d 

l i a b i l i t y company, t h i s '~cO day of January, 1998. 

THE WISER OIL COMPANY 

By <L ̂ - ^ 
Earl Kreig 
8115 Preston Road, Suite 4 00 
Dallas, TX 75225 



KEMP, SMITH, DUNCAN & HAMMOND, P.C. 
ATTORNEYS AT LAW 

500 MARQUETTE N.W., SUITE 1 200. ALBUQUERQUE, NEW MEXICO 87102-5311 | P.O. BOX 1276, 87103-1 276 | 505 247-2315 | FAX 505 764-5480 

EL PASO" 

IAD R. SMITH 
CHRIS A. PAUL 
CHARLES C. HIGH, JR. 
JIM CURTIS 
DANE GEORGE 
MICHAEL D. MCQUEEN 
DARRELL R. WINDHAM 
ROGER D. AKSAMIT 
MICHAEL F. AINSA I 11 
YVONNE PC. PUIG 
CHARLES A. BECKHAM, JR. 
MARGARET A. CHRISTIAN 

KENNETH R. CARR 
MARK R. F L O R A " " 
RICHARD BONNER 

MILTON C. COLIA 

DARCY ALAN FRCWNFELTER" 
MARK E. MENDEL 
NANCY C. SANTANA 
MITZI T. SHANNON 

ALLAN GOLDFARB 
SUSAN F. AUSTIN 

JOHN S. HOWELL 
KATHLEEN CAMPBELL WALKER 

CYNTHIA S. ANDEHSON" 
KEVIN E. SHANNON 
KAY C JENKINS! 
JAMES W. BREWER r 

TERRY G. PASQUALONE 
HENRY L. SMITH, . R . 
THOMAS G. WICKER, JR. 
CLARA B. BURNS! 
MARK N. OSBORN 
MATTHEW R. HENRY 
GENE WOLF 

ROBERT L. BLUMENFELDI 

HUNTER W. BURKHALTER 
FRANCISCO J. GUZMAN 
R. SHAWN OLLER1 
KENT J . LISENBY 
KATHRINE E. U R B A N ! 
STEVEN J . BLANCO I 
JASON T. CHAPMAN 
TAMMY M. HOLT 
CATHERINE C. CHAVEZ 
ERICH A. MORALES 
MICHAEL C. ZWEBER 
SUSAN ZULKOWSKI 

of COUNSEL: JOSEPH P. HAMMOND 
RAYMOND H. MARSHALL 

A L B U Q U E R Q U E ! 

JOHN P. EASTHAM 
ROBERI A. JOHNSON 
OONALO B. MONNHEIMER 
DENNIS E. JONTZ I ! I 
D. JAMES SORENSON 
BRUCE E. CASTLE -

JAMES L. RASMUSSEN 
STEPHEN R. NELSON 
A. DREW HOFFMAN* 
R. THOMAS DAWE 
KATHLEEN DAVISON LEBECK 
MARILYN C. O'LEARY 

OF COUNSEL: PAUL A. COOTER" 

ROSS L. CROWN 
P. RENEE REIMER" 
CLINTON W. MARRS 
NICKAY B. MANNING 
CHARLOTTE L A M O N T I I I I 
ALAN HALL 
JAMES T. REIST 
KARLA K. POEI I 
DAVID J . A BILL 
JAN1NE R. FRIEDEI! 
HEATHER J . SAFFELL 
JEFFREY H. ALBRIGHT 

• MEMBERS TEXAS BAR 
I MEMBERS NEW MEXICO BAR 

" MEMBERS IDAHO BAR 
I I MEMBERS COLORADO BAR 

• " MEMBERS NEW MEXICO ANO CALIFORNIA BARS 
t l ! MEMBERS IOWA BAR 

MEMBERS FLORIDA ANO MICHIGAN BARS 
1 1 1 ! MEMBERS DISTRICT OF COLUMBIA BAR 

January 13, 1998 

P h i l l i p s Petroleum Company 
4001 Penbrook 
Odessa, TX 79762 

A t t n : Mr. J. S. Welin 

Dear Mr. Welin: 

Enclosed foe your infor m a t i o n i s a copy of the a p p l i c a t i o n 
f i l e d by Shahara O i l LLC r e l a t i n g t o the W/2 Sec. 16, T27S, R33E, 
NMPM, Lea County, New Mexico. The same has been f i l e d w i t h the New 
Mexico O i l Conservation D i v i s i o n , and should come on f o r hearing 
e i t h e r February 5 or February 19, 1998. 

I f you have any questions about t h i s matter, please contact 
Perry Hughes wi t h Shahara O i l , 207 West McKay, Carlsbad, New Mexico 
88220 (505/885-5 133), or the w r i t e r . 

Paul A. Cooter 

PAC\smb 
enclosure 

09638-00100/ PCOO/A107861. 



RAY POWELL, M.S., D.XM. 
COMMISSIONER 

£tate of ffizxko 
Commtssroner of |JuMtc k̂mos 

(505) 827-5760 
FAX (505) 827-5766 310 OLD SANTA FE TRAIL RO. BOX 1148 

SANTA l :E, NEW MEXICO 87504-1148 

January 21, 1998 

Kemp, Smith, Duncan & Hammond, P.C. 
P.O. Box 1276 
Albuquerque, New Mexico 87103 

Attn: Mr. Paul A. Cooter 

Re: OCD Application 
Sahara Oil, LLC 
W/2, Section 16-17S-33E 
Lea County, New Mexico 

Dear Mr. Cooter: 

We are in receipt of your letter of January 19, 1998, wherein you have notified this office of your proposed 
application to OCD for the proposed Sahara l^nit. Approval of this unit by the Commissioner is not needed 
because the unit area is all covered under Lease No. B-2148. 

If you have any questions or if we may be of further help, please contact Pete Martinez at (505) 827-5791. 

Very truly yours, 

BY: 
JAMI BAILEY, Director 
Oil, Gas and Minerals Division 
(505) 827-5744 

RP/JB/cpm 
xc: Reader File 

RAY POWELL, M.S., D.V.M. 
COMMISSIONER OF PUBLIC LANDS 

JAN 2 2 ms 
K-MP, SMITH 
UBUQ. OFFICE 

RESOURCE MANAGEMENT-. COMMERCIAL (505)-827-5724, MIMERALS (505J-827-5744, SURFACE (505)-827-5793, ROYALTY (505)-827-5772, 
A D M I N I I T R A T I l / F M A N A n P M P N T ^ n R l J t l l . t T n n r f t M M l l N i r i n n N u O I I B I i r H H M I D S I C / I H O I n c i 1 ^ K I C H H . 
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SENDER: 
•Complete items 1 and/or 2 (or additional services. 
•Complete Items 3,4a, and 4b. 
• Print your name and address on the reverse of this form so that we can return this 

card to you. 
•Attach this form to the front of the mailpiece, or on the back if space does not 

permit. 
• Write 'Return Receipt Requested' on the mailpiece below the article number. 
•The Return Receipt will show to whom the Hrtide was delivered and the date 
delivered. 

I also wish to receive the 
following services (for an 
extra fee): 

1. • Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 
3. Article Addressed to: 
NorwesL I r u s t Texas NA 
PO Box 659564 
San A n t o n i o TX 78286-9564 

4a. Article Number 

7. ?RQ Rfi^i 7 9 Q 

3. Article Addressed to: 
NorwesL I r u s t Texas NA 
PO Box 659564 
San A n t o n i o TX 78286-9564 

4b. Service Type 
• Registered 0 Certified 
• Express Mail • Insured 
• Return Receipt for Merchandise • COD 

3. Article Addressed to: 
NorwesL I r u s t Texas NA 
PO Box 659564 
San A n t o n i o TX 78286-9564 

7. Date^if Ue\fo^p ^ 

5. Received By: (Print Name) 8. Addressee's Address (Only if requested 
and fee is paid) 

6. Sigria^J^M^^ewAgent)^ 

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



UNITED STATES POSTAL SERVICE First-aass'Mail 
Postage & Fees Paid 
USPS 
Permit No. G-10 

• Print your name, address, and ZIP Code in this box • 

Paul A Cooter 
Kemp Smith Duncan & Hammond PC 
PO Box 1276 
Albuquerque NM 87103 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

LN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 11923 
ORDER NO. R-l 1058 

APPLICATION OF SHAHARA OIL, L.L.C. FOR A UNIT AGREEMENT, LEA 
COUNTY, NEW MEXICO. 

ORDER OF THE DIVTSTON 

BY THE DIVISION: 

This case came on for hearing at 8:15 a.m. on February 19,1998, at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

NOW, on this \{f <f(»^dav of September, 1998, the Division Director, having 
considered the record and trie recommendations of the Examiner, 

FINDS THAT: 

(1) Due public notice has been given and the Division has jurisdiction of this case 
and its subject matter. 

(2) At the time of the hearing Division Case Nos. 11923 and 11924. were 
consolidated for the purpose of testimony. 

(3) The applicant, Shahara Oil, L.L.C. ("Shahara"), seeks approval of its Shahara 
State Unit Agreement for an area comprising 320 acres, more or less, of State lands in Lea 
County, New Mexico, described as follows and hereinafter referred to as the "Unit Area": 

TOWNSHIP 17 SOUTH. RANGE 33 EAST. NMPM 
Section 16: W/2 

(4) The "Unitized Formation," as described within the Shahara State Unit 
Agreement, is to comprise tlie interval underlying the Unit Area in the Malj amar-Grayburg 
San Andres Pool that extends from a measured depth of approximately 4,100 feet to 
approximately 5,500 feet. 



Case No. 11923 
Order No. R-l 1058 
Page 2 

(5) Within the Unit Area, the applicant proposes to initiate an enhanced oil 
recovery project for the tertiary recovery of oil and gas from that portion of the Maljamar-
Grayburg San Andres Pool designated as the Unitized Formation within the Unit Area. The 
proposed enhanced oil recovery project is the subject of companion Case No. 11924. 

(6) No interested party appeared and objected to the proposed unit agreement. 

(7) All (i) plans of development and operation (ii) creations, expansions or 
contractions of participating areas; and (iii) expansions or contractions of the Unit Area 
should be submitted to the Division Director for approval. 

(8) Approval of the proposed unit agreement promotes the prevention of waste 
and protection of correlative rights within the Unit Area. 

IT IS THEREFORE ORDERED THAT: 

(1) The application of Shahara Oil, L.L.C. ("Shahara") for approval of the 
Shahara State Unit Agreement for an area comprising 320 acres, more or less, of State lands 
in Lea County, New Mexico, described as follows and hereinafter referred to as the "Unit 
Area," for the purpose of establishing an enhanced oil recovery project is hereby granted. 

TOWNSHIP 17 SOUTH. RANGE 33 EAST. NMPM 
Section 16: W/2 

(2) The "Unitized Formation" shall include that interval underlying the Unit Area 
in the Maljamar-Grayburg San Andres Pool that extends from a measured depth of 
approximately 4,100 feet to approximately 5,500 feet. 

(3) The plan contained in the Unit Agreement for the development and operation 
of the Unit Area is hereby approved as a proper conservation measure; provided however, 
notwithstanding any of the provisions contained in the Unit Agreement, this approval shall 
not be considered as waiving or relinquishing, in any manner, any right, duty or obligation 
which is now, or may hereafter be, vested in the Division to supervise and control operations 
on the Unit Area and production of oil and gas therefrom. 

(4) The unit operator shall file with the Division an executed original or executed 
counterpart of the Unit Agreement within 30 days after the effective date thereof; in the event 
of subsequent joinder by any other party or expansion or contraction of the Unit Area, the 
unit operator shall file with the Division, within 30 days thereafter, counterparts of the Unit 
Agreement reflecting the subscription of those interests. 



Case No. 11923 
Order No. R-l 1058 
Page 3 

(5) All (i) plans of development and operation; (ii) creations, expansions or 
contractions of participating areas; and (iii) expansions or contractions of the Unit Area shall 
be submitted to the Division Director for approval. 

(6) This order shall become effective upon the approval of the Unit Agreement 
by the Commissioner of Public Lands for the State of New Mexico and shall automatically 
terminate upon the termination of this agreement. The last unit operator shall notify the 
Division immediately in writing of such termination. 

(7) Jurisdiction is hereby retained for the entry of such further orders as the 
Division may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove 
designated 

STATE OF NEW MEXICO 

SEAL 



STATE Of NEW MEXICO OIL CONSERVATION OIVISIQN' FORM C-108 
ENERCY AND HINERALS DEPARTMENT nst ana w> K M R e v i s e d 7 - 1 - 8 1 

H i l l UkMO Of r e t M I M ] 

COMTA it. f«w u u a «;-oi 

APPLICATION FOR AUTHORIZATION TO INJECT 

I . Purpose: ^ S e c o n d a r y Recovery IZ3 P r e s s u r e M a i n t e n a n c e f ~ l O i r i p n n a l O S to rage 
A p p l i c a t i o n q u a l i f i e s f o r a d m i n i s t r a t i v e a p p r o v o l ? Q y e s f | no 

I I . Operator: Shahara O i l , LLC 

. Address: 207 W. McKay. Carlsbad. NM S8??n 

Contact p a r t y : P e r r y L. H u g h e s Phone: 5 0 5 - 8 8 5 - 5 4 3 3 

I I I . Well data: Complete the data required on the reverse side of t h i 3 form f o r each well 
proposed f o r i n j e c t i o n . A d d i t i o n a l 3heets may be attached i f necessary. 

IV. Is this an expansion o f an e x i s t i n g p r o j e c t ? Q yes 0 no 
I f yes, give the D i v i s i o n order number a u t h o r i z i n g the p r o j e c t 

V. Attach a map th a t i d e n t i f i e s a l l wells and leases w i t h i n two miles o f any proposed 
i n j e c t i o n w e l l w i t h a one-half mile radius c i r c l e drawn around each proposed i n j e c t i o n 
well. This c i r c l e i d e n t i f i e s the well'3 area of review. 

K VI,. Attach a t a b u l a t i o n of data on a l l wells of p u b l i c record w i t h i n the area of review which 
penetrate the proposed i n j e c t i o n zone. Such data s h a l l include a d e s c r i p t i o n of each 
well's type, c o n s t r u c t i o n , date d r i l l e d , l o c a t i o n , depth, record of completion, and 
a schematic of any plugged w e l l i l l u s t r a t i n g a l l plugging d e t a i l . 

V I I , Attach data on the proposed operation, i n c l u d i n g : 

1. Proposed average and maximum d a i l y r a t e and volume of f l u i d s to be i n j e c t e d ; 
2. Whether the system i s open or closed; 
3. Proposed average and maximum i n j e c t i o n pressure; 
4. Sources and an appropriate: analysis of i n j e c t i o n f l u i d and c o m p a t i b i l i t y with 

the r e c e i v i n g formation i f other than r e i n j e c t e d produced water; and 
5. I f i n j e c t i o n i s f o r disposal purposes i n t o a zone not p r o d u c t i v e of o i l or gas 

at or w i t h i n one mile ol" the proposed w e l l , attach a chemical analysis of 
the disposal zone formation water (may be measured or i n f e r r e d from e x i s t i n g 
l i t e r a t u r e , s t u d i e s , nearby w e l l s , e t c . ) . 

* V I I I . Attach appropriate g e o l o g i c a l data on the i n j e c t i o n zone i n c l u d i n g appropriate l i t h o l o g i c 
d e t a i l , g e o l o g i c a l name, thickness), and depth. Give the geologic name, and depth to 
bottom of a l l underground sources of d r i n k i n g water ( a q u i f e r s c o n t a i n i n g waters with 
t o t a l dissolved s o l i d s concentrations of 10,000 mg/1 or less) o v e r l y i n g the proposed 
i n j e c t i o n zone as w e l l as any such source known to be immediately u n d e r l y i n g the 
i n j e c t i o n i n t e r v a l . 

IX. Describe the proposed s t i m u l a t i o n program, i f any. 

* X. Attach appropriate logging and t e s t data on the w e l l . ( I f w e l l logs have been f i l e d 
with the D i v i s i o n they need not bis resubmitted.) 

* XI. Attach a chemical a n a l y s i s of fresh water from two or more fresh water wells ( i f 
available and producing) w i t h i n one mile of any i n j e c t i o n or d i s p o s a l w e l l showing 
location o f wells and dates samples were taken. 

X I I . Applicants For disposal wells must make an a f f i r m a t i v e statement t h a t they have 
examined a v a i l a b l e geologic and engineering data and f i n d no evidence o f open f a u l t s 
or any other hydrologic connection between the disposal zone and any underground 
Bource of d r i n k i n g water. 

X I I I . Applicants must complete the "Proof of Notice" section on the reverse aide of t h i s form. 

XIV.- C e r t i f i c a t i o n 

I hereby c e r t i f y t h a t the information sjujjmitted w i t h t h i s a p p l i c a t i o n i s true and correct 
to the best of my knowledge and b e l l i 

N a B e : Melanie ^.^Parker r) I , J Title Agent 

S i g n a t u r e : I S \ U ft'M'^^ynZ^JUA-J D a t e : 

• I f the i n f o r m a t i o n r e q u i r e d unde r S e c t i o n s V I , V I I I , X, and XI above has been p r e v i o u s l y 
subm i t t ed , i t need n o t be d u p l i c a t e d and r e s u b m i t t e d . P l e a s e show t h e d a t e and c i r c u m s t a n c e 
o f thc e a r l i e r s u b m i t t a l . 

TJlsilUIIUI 1UN: n r 1 9 i n . 1 l and one copy to Santa F e ^ w i t h one copy t o t ho a p p r o p r i a t e O i v i a i o n 
d l o t r i c t o f f i c e . 



ATTACHMENT TO OCD FORM C-108 

SHAHARA OIL, LLC 
SHAHARA STATE UNIT WATERFLOOD PROJECT 

I . Purpose - Application is made for authorization to inject water into the Grayburg/San Andres 
formation underlying a portion of the Shahara State Unit in Section 16 of Township 17 
South, Range 33 East, Lea County, New Mexico, as shown on the attached Exhibit "A". The 
proposed project is an enhanced recovery program designed to economically recover 
additional oil reserves to the benefit of all parties holding an interest in the Unit Area. 

II . Operator - Shahara Oil, LLC 

III. Injection Well Data - The required well data and schematic diagrams of Shahara State Unit 
Nos. 1, 2, 3, 4, 5, 6, 7 and 8 are enclosed as Exhibit "B". 

IV. The Shahara State Unit No. 2 well is currently injecting under the Northeast Maljamar 
Waterflood Project authorized under Division Order No. R-3155. We request that this well 
be included in the Shahara State Unit Waterflood Project. 

V. Map - The attached Exhibit "A" identifies the proposed injection wells, the Area of Review 
within one-half mile of a proposed injection well, and all wells and leases within two miles of 
a proposed injection well. 

VI. Well Data - The well data for the wells within the Area of Review is attached as Exhibit "C" 
and the well data and schematic diagrams for all plugged and abandoned well bores within the 
Area of Review are attached as Exhibit "D". 

VII. Proposed Operations: 

1. Proposed average daily injection rate - 250 BWPD/well 
Proposed maximum daily injection rate - 500 BWPD/well 

2. A closed injection system will be maintained. 

3. An average injection pressure of approximately 2500 psi is anticipated. The maximum 
injection pressure will be subject to the injection pressures authorized by the Oil 
Conservation Division. 

4. The proposed injection fluid will consist of all of the Unit's produced water and fresh 
Ogallala water as required to make-up reservoir withdrawal volumes. The Ogallala 
water will be obtained from current water supply wells located on the caprock to the 
northeast of the Unit. Water compatibility studies have not been obtained nor 
considered pertinent in view of the actual injection experience in the Unit Area of 



injecting Grayburg/San Andres produced water and Ogallala fresh water in a wide 
range of proportions into the proposed injection interval since the 1960's without any 
evidence of compatibility problems. 

VIII. Geological Data - The proposed injection interval is in the Grayburg/San Andres formations 
as a depth of 4100 to 5500 feet. The Grayburg formation primarily consists of quartz sands 
with dolomitic cementation; while, the San Andres formation primarily consists of dolomite 
with intermingled stringers of quartz sand with dolomitic cementation. The surface formation 
is Cretaceous and has no known sources of drinking water. The Ogallala aquifer and the 
caprock lies northeast of the Unit Area; there are no known sources of drinking water 
underlying the proposed unit. 

IX. Stimulation - Small acid treatments of about 2000 gallons per well have been sufficient to 
open the perforations for injection. 

X. Logging Data - The available logs are those on file with the Oil Conservation Division from 
the original operators of the wells. 

XI. Fresh Water Wells - No fresh water wells were producing within one mile of any proposed 
injection well. 

XII. Not applicable. 

XIII. Proof of Notice - Copies of this C-108 Application have been mailed to the surface owner and 
to each leasehold operator within one-half mile of the proposed injection wells. 
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Exhibit "B" 

Well Data and 
Schematic Diagrams of 

Proposed Injection Wells 

Shahara Oil, LLC 
Attachment to OCD Form C-108 
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Shahara Oil, LLC 

Proposed Typical 
Injection Well Bore Diagram 
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Phillips State No. 1 
1980' FNL & 660'FWL, Unit E 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 06/27/59 
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Phillips State No. 3 
1980' FNL & 1980' FWL, Unit F 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 07/24/59 
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Phillips State No. 4 
660" FNL & 1980' FWL, UnitC 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 08/13/59 



Phillips State No. 5 
1980' FSL & 660' FWL, Unit L 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 01/23/58 
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Phillips State No. 6 
1960' FSL & 1650' FWL, Unit K 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 05/17/58 



Phillips State No. 7 
660' FSL & 1980' FWL, Unit N 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 07/18/58 
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Phillips State No. 8 
660' FSL & 660' FWL, Unit M 

Section 16, T17S, R33E 
Lea County, New Mexico 

Completed 04/14/79 

9-5/8", 36# casing @ 1438' 
Cmt. w/600 sx. 

2-3/8" txibing @ 4161' (136 j t s . ) OE 
SIT @ 41311 

2" X 1-1/16" X 12' pump 
165 - 3/4" rods 

4170 
Cmt. side­
track plug 

4305' 

5-1/2", 15.5# casing @ 4120' 
Cmt. w/150 sx". 

CO 4012' -4265' (recover pieces of ta l ly 
frac gun) 

- CO 4265'-4315' Spot cmt. 4305'-4170'. 
Sidetrack well to 4430'. 

4-3/4" sidetrack hole 

TD - 4430' 
Sand Pump @ 4500' 
8-3/4" O.H. to 4508' 
4-3/4" o.H. to 4570' 

TD - 4570' 



Exhibit "C" 

Well Data for 
Wells Within the 
Area of Review 

Shahara Oil, LLC 
Attachment to OCD Form C-108 
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Exhibit "D" 

Well Data and 
Schematic Diagrams of 

Plugged and Abandoned 
Well Bores Within the 

Area of Review 

Shahara Oil, LLC 
Attachment to OCD Form C-108 
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Phillips Petroleum Company 
Phillips "E" State #6 

660' FSL & 660' FWL, Unit M 
Section 9-T17S-R33E 

Plugged 03/31/95 

'Sk'i4*csQ ^ 4454' 



Phillips Petroleum Company 
Phillips " E " State #8 

660' FSL & 1980' FWL, Unit N 
Section 9, T17S, R33E 

Plugged 04/04/95 
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Phillips Petroleum Company 
Phillips "E" State #9 

1980' FSL & 1980* FWL, Unit K 
Section 9, T17S, R33E 
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Phillips Petroleum Company 
Phillips "E" State #10 

990' FSL & 1650* FWL, UnitO 
Section 9-T17S-R33E 

Plugged 04/06/95 



Phillips Petroleum Company 

Leamex #11 
2309' FSL & 1980' FWL, Unit K 

Section 16-T17S-R33E 
Plugged 10/07/61 
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Phillips Petroleum Company 
Leamex #14 

660' FNL & 1980' FEL, Unit B 
Section 21-T17S-R33E 

Plugged 11/12/92 



Phillips Petroleum Company 
Leamex #25 

1650" FNL & 760' FWL, Unit E 
Section 21-T17S-R33E 

Plugged 03/13/83 
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Phillips Petroleum Company 
Leamex #57 

460' FSL & 905* FWL, Unit M 
Section 16-T17S-R33E 

Plugged 03/04/97 
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COOPERATIVE UNIT LINE INJECTION WELL 
AND UNIT LINE INFILL DRILLING AGREEMENT 

CAPROCK MALJAMAR UNIT 
PHILLIPS STATE WATERFLOOD PROJECT 

THIS AGREEMENT is entered into by The Wiser Oil Company as Operator of the Caprock 
Maljamar Unit, hereafter referred to as "Wiser", and Shahara Oil, L.L.C, as Operator of the Phillips 
State Project, hereafter referred to as "Shahara". 

1. Wiser is the Operator of the Caprock Maljamar Unit under the terms of the applicable Unit 
Agreement and the Unit Operating Agreement for said Unit (the "Unit") and the owner of 100% 
working interest therein. 

2. Shahara is the Operator of the Phillips State Lease NM-2148 (the "Project") and Shahara, et 
al are the owners of 100% working interest therein. 

3. The Unit Area of the Caprock Maljamar Unit includes, among other lands, the E/2 of Section 
17, the NE/4 of Section 20 and the NW/4 NW/4 of Section 21, all in Township 17 South, Range 33 
East, Lea County, New Mexico, and the Project Area for the Phillips State Project, includes the W/2 
of Section 16, in Township 17 South, Range 33 East, Lea County, New Mexico. 

4. Wiser and Shahara desire to enter into an agreement to provide for the continued operation 
of existing injection wells, the reactivation of existing shut-in injection wells, and the conversion of 
additional wells to injection as provided in Article 1, alonĝ the common boundary of the above 
described lands for the injection of water into one or more- of the Grayburg and San Andres 
formations underlying said lands in order to enhance the recovery of hydrocarbons from their 
respective Unit/Project Wiser and Shahara also desire to enter into an agreement to drill up to four 
infill producing wells on 20 acre spacing units along the common boundary line of the Caprock 
Maljamar Unit and the Phillips State Project in accordance with Article 7 below. 

NOW, THEREFORE, in consideration of the mutual benefits to be derived from the 
covenants and obligations herein contained, Wiser and Shahara agree as follows: 

1.1 Wiser currently operates the following active injection wells: 

Caprock Maljamar Unit #6 Located in NE/4 NE/4 of Section 17-T17S-R33E 
Caprock Maljamar Unit #12 Located in SE/4 NE/4 of Section 17-T17S-R33E 
Caprock Maljamar Unit #22 Located in NE/4 SE/4 of Section 17-T17S-R33E 
Caprock Maljamar Unit #32 Located in SE/4 SE/4 of Section 17-T17S-R33E 
Caprock Maljamar Unit #44 Located in NE/4 NE/4 of Section 20-T17N-R33E 
Caprock Maljamar Unit #45 Located in NW/4 NW/4 of Section 21-T17N-R33E 

These wells shall be equipped, maintained and operated under this agreement, and the covenants of 
Wiser under this agreement shall be performed at the expense of Wiser as an item of unit expense 
under the Unit Operating Agreement for the Caprock Maljamar Unit. 

1.2 Shahara, within thirty (30) days after execution of this agreement, shall make application 
before the New Mexico Oil Conservation Division to convert to injection or reactivate existing shut-
in injection wells as follows: 

pert 

RECITALS; 

ARTICLE 1 

INJECTION WELLS 



Phillips State #2 Located in NW/4 NW/4 of Section 16-T17S-R33E 
Phillips State #1 Located in SW/4 NW/4 of Section 16-T17S-R33E 
Phillips State #5 Located in NW/4 SW/4 of Section 16-T17S-R33E 
Phillips State #8 Located in SW/4 SW/4 of Section 16-T17S-R33E 

Within one hundred twenty (120) days of receipt of approval by the New Mexico Oil Conservation 
Division, Shahara shallcpnvert, reactivate, and equip uie above wells as necessary, for the injection 
of water into one or I$Se of the jjtevenj£ivejs, Qjffify Grayburg, and San Andres formations. These 
wells shall be equipped, maintained and operatedunder this agreement, and the covenants of Shahara 
under this agreement shall be performed at the sole expense and risk of Shahara. 

1.3 Well Log: Upon execution of this agreement and upon request, each party shall provide the 
other party with a copy of a porosity log on each of the wells contemplated by this agreement, 
indicating perforation depth. Each party, upon request, shall also provide the other party with details 
of workover operations on each of the wells, including stimulation and squeezing operations. 

1.4 Replacement and Substitute Wells: It is recognized by the parties that the incremental 
recovery of hydrocarbons reasonably expected from each Unit/Project Area as a result of the 
injection operations contemplated by this agreement may not justify the drilling of a replacement 
well in the event a party is unable to continue operations of existing injection wells or is unable to 
convert its well to an injection well or to obtain governmental authorization to inject fluids into the 
well. If, as a result of a lack of wellbore integrity or other condition in the hole or formations 
penetrated, either party is unable after exercising reasonable diligence as would a prudent operator 
to continue operations of existing injection wells or to convert the wells described in Articles 1.1, 
1.2 and 1.2.1 herein to injection wells or to obtain governmental authorization to inject fluids into 
the Grayburg and San Andres formations, said party shall, within thirty (30) days, notify the other 
party hereto in writing of the condition of such well and shall have the option but not the obligation 
to propose either to substitute an existing well therefor, or to drill a replacement well at a location 
within three hundred (300) feet of the well to be replaced. 

If the notifying party has elected to drill a replacement well, it shall, within a reasonable time • 
after giving the above described notice, begin operations for the drilling of the replacement well. 
If it has chosen to propose a substitute well, the remaining party hereto may either accept or reject 
the proposed substitute well. If the notifying party proposes a substitute well that is acceptable to 
the remaining party hereto, the notifying party shall drill and equip said well within one hundred 
twenty (120) days after receiving the remaining party's written acceptance thereof. If the remaining 
party hereto rejects the proposed substitute well, such remaining party shall have the option to cease 
operating any adjacent injection well covered by this agreement. 

ARTICLE 2 

OPERATION 

2.1 Water Supply: Each party either has constructed or shall construct and maintain facilities 
necessary for delivery of water to its injection wells and shall furnish water suitable for injection 
therein. Each party, upon request, shall provide the other party with a water analysis of its injection 
water. 

2.2 Injection: Except as otherwise provided in Article 1.4 herein ("Replacement and Substitute 
Wells"), water injection into each of the proposed conversion injection wells and re-activated 
injection wells shall commence within one hundred twenty (120) days after receipt of approval by 
the New Mexico Oil Conservation Division. Injection of water into each injection well covered by 
this agreement, shall be at rates and pressures mutually agreed upon, preferably below the fracturing 
pressure of the formation as determined by periodic step-rate injectivity tests. Prior to running a 
step-rate test, the operating pressure on the well shall be set at a level lower than the lowest 
fracturing pressures measured by step-rate tests in nearby injection wells completed in the formation. 
If the rates and pressures cannot be mutually agreed upon, the rate shall be at least 200 barrels of 
water a day, provided the rate does not result in a bottomhole pressure which is greater than the 
formation fracturing pressure. Each party, upon request, shall provide the other party details of the 



results of each step-rate test and any fall-off tests conducted on its wells. Each month, each party 
shall provide the other party with a statement showing the average daily injection rate and the 
average daily injection pressure, for the previous month, along with the cumulative injection 
volumes, for all wells within 700 feet of the common unit boundary. 

2.3 Injection Profile: Each party shall run radioactive water tracer surveys as required on its 
wells. Each party shall, upon request, provide a copy of its injection profile logs to the other party 
hereto. 

2.4 Metering: Each party shall be responsible, at its sole cost and expense, for installing and 
maintaining in good repair, appropriate pressure gauges and water meters for each of the injection 
wells covered by this, agreement. 

ARTICLE 3 

INTERESTS AND OBLIGATIONS OF PARTIES 

3.1 Interests of Parties: Nothing in this agreement shall be deemed to be an assignment or a 
cross-assignment of interests in the respective Unit/Project Areas. This agreement is entered into 
for the sole purpose of providing for the operation of injection and infill producing wells on the 
common boundary of the Unit/Project Areas to enhance the recovery of hydrocarbons from each 
Unit/Project Area so that the party who operates the Unit/Project Area, along with the other owners 
of interests in production from the Unit/Project Area, may benefit by an increase in ultimate recovery 
of hydrocarbons from the Unit/Project Area. 

3.2 Obligations of Parties: The obligations and liabilities of the parties shall be several, not joint 
or collective. Each party shall be responsible only for its obligations as set out in this agreement. 
It is not the intention of the parties to create, nor shall this agreement be construed to create, a mining 
or other partnership or association, or to render the parties liable as partners. 

ARTICLE 4 

FORCE MAJEURE 

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

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

The term "force majeure", as here employed shall mean an act of God, strike, lockout or other 
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, 
flood, explosion, governmental action, governmental delay, restraint or inaction, unavailability of 
equipment, failure of water supply, 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 5 

NOTICES 

All notices and other communications authorized or required between the parties under this 
agreement shall be deemed to have been given when such communications in writing shall have been 
received by fax or United States mail, by the party to whom the notice is given at the following 
address: 



Wiser: Shahara: 

The Wiser Oil Company Shahara Oil, L.L.C. 
8115 Preston Road, Suite 400 207 W. McKay 
Dallas, TX 75225 Carlsbad, NM 88220 
Attn: Matt Eaglestqn Attn: Perry Hughes 

Project Manager 

Each party shall have the right to change its address at any time, and from time to time, by 
giving written notice thereof to the other party. 

ARTICLE 6 

EFFECTIVE DATE AND TERM OF AGREEMENT 

6.1 Effective Date: The effective date of this agreement shall be November 1,1997. 

6.2 Term of Agreement: This agreement shall be in effect for a period of five (5) years after the 
effective date hereof and so long thereafter as the Caprock Maljamar Unit, and the Phillips State 
Project are in effect, unless earlier terminated as hereafter set forth. 

This agreement may be terminated at any time after the expiration of such five (5) year term 
by unanimous agreement of the parties hereto. If the parties are unable to agree, the term of this 
agreement shall not extend beyond ten (10) years from die cessation of operations attributable to the 
wells covered in Article 1 and Article 7 hereof. 

ARTICLE 7 

INFILL DEVELOPMENT 

In order to further enhance the ultimate recovery of hydrocarbons from both the Caprock 
Maljamar Unit and the Phillips State Project, Wiser and Shahara each agree to drill and operate two 
infill producing wells along the common boundary of the Unit/Project at the approximate locations 
described on Exhibit "A" attached hereto. Such wells shall be drilled and completed within one 
hundred eighty (180) days from the execution of this agreement. Wiser and Shahara recognize that 
in order to be able to drill these infill wells at the proposed locations, each company will be required 
to obtain unorthodox location approval from the New Mexico Oil Conservation Division. 
Accordingly, Wiser and Shahara hereby covenant to execute any waivers necessary for the remaining 
party hereto to administratively obtain such unorthodox locations in accordance with applicable New 
Mexico Oil Conservation Division rules. 

In order to share in the risks and rewards of drilling the proposed infill wells, Wiser and 
Shahara further agree that an operating agreement between the parties, designating Shahara as 
operator of those infill wells located on the Phillips State Lease, and further designating Wiser as 
operator of those infill wells located on the Caprock Maljamar Unit, which shall be executed 
simultaneously with this agreement, is attached hereto as Exhibit "B" and made a part hereof. Said 
operating agreement shall govern the drilling, completion and all other operations associated with 
such infill wells. Notwithstanding the current working interest ownership of the Phillips State 
Project and the Caprock Maljamar Unit as recited in paragraphs 1 and 2 above, the working interest 
of the parties under said operating agreement shall be as stated in Exhibit "A". 

The operating agreement and exhibits thereto shall become effective as of the effective date of this 
agreement and shall govern any operations not expressly covered by this agreement. In the event 
of a conflict between the terms of the Operating Agreement attached hereto as Exhibit "B" and the 
terms of this agreement, the terms of this agreement shall prevail. 

Production attributable to the Shahara operated infill wells as set forth on Exhibit "A" shall be 
commingled into an existing Phillips State tank battery. Production attributable to the Wiser 
operated infill wells as set forth on Exhibit "A" shall be commingled into an existing Caprock 



Maljamar Unit tank battery of Wiser's choice. Wiser and Shahara agree that production from such 
infill wells shall be allocated based upon monthly well tests. Well testing shall be accomplished 
utilitizing a test heater treater or test separator. Produced fluid from a well to be tested will be 
segregated from the field production and diverted to a test vessel where the separation of oil, gas and 
water will occur. Only one well shall be tested at a time. No other wells shall be allowed to produce 
into the test vessel when another well is being tested. Oil and water volumes exiting the vessel will 
be metered or sent to a test tank for direct measurement. 

If metering oil volumes, meter accuracy should be at least ± 1.0% with a repeatability of at least ± 
0.05%. Oil meters should be calibrated on a quarterly basis with each party having the right, upon 
thirty (30) days written notice, to witness such oil meter calibrations. Any time the accuracy of a 
meter is in question either party with reasonable written notification may inspect the other party's 
oil meter at their own expense. 

Gas volumes may be allocated based on the applicable Project or Unit GOR, or gas volumes may 
be measured using an orifice well tester connected to the gas outlet on the heater treater or test 
separator. 

ARTICLE 8 

COMPLIANCE WITH LAWS AND REGULATIONS 

8.1 Laws. Regulations and Orders: This agreement shall be subject to and operations hereunder 
shall be conducted in compliance with the conservation laws of the State of New Mexico, the valid 
rules, regulations and orders of the New Mexico Oil Conservation Division and all other applicable 
federal, state and local laws, ordinances, rules, regulations and orders. 

8.2 Governing Law: This agreement and all matters pertaining hereto, including, but not limited 
to, matters of performance, nonperformance, breach, remedies, procedures, rights, duties and 
interpretations or construction, shall be governed and determined by the law of the State of New 
Mexico. 

ARTICLE 9 

INDEMNITY 

Each party hereto agrees to protect, defend, indemnify and hold harmless the other party from 
and against any claims, demands, causes of action, losses and/or liabilities of every kind and 
character arising out of, incident to, or in connection with such other party's water injection 
operations pursuant to the provisions of this agreement excepting, however, any claim, demand, 
cause of action, loss and/or liability which may result from the gross negligence or willful 
misconduct of such other party, its agents, officers, or employees. Such indemnity shall include, 
without limitation, reasonable attorney's fees, court costs and similar expenses. Each party hereby 
releases the other party from any liability for damages to the releasing party's interest in and to the 
releasing party's land described herein, arising out of, incident to, or in connection with the 
operations contemplated by this agreement, provided such operations are conducted in accordance 
with the terms and conditions of this agreement and such damage is not the result of gross 
negligence or willful misconduct of such other party. 

ARTICLE 10 

MISCELLANEOUS 

10.1 Entire Agreement: This agreement embodies the entire agreement between the parties 
relating to the subject matter hereof and shall supersede all other agreements, assurances, conditions, 
covenants or terms relating hereto, whether written or verbal or antecedent or contemporaneous with 



the execution thereof. This agreement may be modified or amended only by an instrument in writing 
signed by both parties. 

10.2 Captions: Captions have been inserted for reference purposes only and shall not define or 
limit the terms of this agreement. 

10.3 Binding Effect: This agreement shall be binding upon and shall inure to the benefit of the 
parties hereto and to their respective successors, legal representatives and assigns. This agreement 
may be executed in any number of counterparts, each of which shall be deemed an original 
instrument, but all of which together shall constitute one and the same instrument. 

WITNESS EXECUTION this /ffi* day of J#(Jt>tAL2 . 1997. 

THE WISER OIL COMPANY 

LOMETA HUDNALL COX TRUST #2 

By: 

OGDEN SHARON HUDNALL TRUST #2 

By: 

LOMETA ANNE COX 

OGDEN SHARON HUDNALL 

DALE McCARTER 

Title: W. g, Pftffllpi 
AttornqHn-FKt 

SHAHARA OIL, L.L.C. 



STATE OF TEXAS 

COUNTY OF DALLAS 

) 
)SS 
) 

The foregoing instrument was acknowledged before me this day of ^frt/C/7lX /V^ /V 
1997, by W. B. Phillips, Attorney-in-Fact of The Wiser Oil Company, a jQ/ hi J x JOÂ -corporation, 
on behalf of the corporation. 

irtimireinn rfiaqairagi, 
NANCY C.ISKE 

Notoy Pubic, Stats of Tsxu 
Î CsnrnMonEiipifM 

OCT. 8,2001 

1 

Notary Public 
9^> 

on 

STATE OF NEW MEXICO ) 
)SS 

COUNTY OF G o n y ) 

The foregoing instrument was acknowledged before me this /t^^day of D£££w\B<gn-, 
1997, by ri^LOH L. *4t*gMss, £-G.CLCT\0& £X=FI cgi.of Shahara Oil, L.L.C, a AJM Co. 
behalf of the C&^fA^ff 

My Commission 1 
— i • 

Notary Public Nntarv Pnhlir. I 

STATE OF Klul rAeaVo ) 
)SS 

COUNTY OF KAAvj ) 

The foregoing instrument was acknowledged before me this day of 
1997, by , of the Lometa Hudnall Cox Trust #2. 

My Commission Expires: 

Notary Public 

STATE OF ) 
)SS 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this day of , 
1997, by , of the Ogden Sharon Hudnall Trust #2. 

My Commission Expires: 

Notary Public 



STATE OF _ 

COUNTY OF 

) 

)SS 
) 

The foregoing instrument was acknowledged before me this 
1997, by Lometa Anne Cox, an individual. 

My Commission Expires: 

Notary Public 

STATE OF ) 
)SS 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this 
1997, by Ogden Sharon Hudnall, an individual. 

My Commission Expires: 

Notary Public 

STATE OF ) 
)SS 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this 
1997, by Dale McCarter, an individual. 

My Commission Expires: 

Notary Public 



EXHIBIT "A" 

Attached to and made a part of mat certain Joint Operating Agreement dated November 1,1997 by and between The Wiser Oil 
Company and Shahara Oil, L.L.C. 

CONTRACT AREA: OPERATOR: 

CMU#400 
CMU#401 
PHILLIPS STATE #100 
PHILLIPS STATE #101 

1330' FSL & 110' FEL Sec. 17-T17S-R33E Wiser 
110' FSL & 110' FEL Sec. 17-T17S-R33E Wiser 
1320' FNL & 10' FWL Sec. 16-T17S-R33E Shahara 
2640' FNL & 10' FWL Sec. 16-T17S-R33E Shahara 

II. ADDRESSES FOR NOTICE PURPOSES: 

The Wiser Oil Company 
8115 Preston Road, Ste. 400 
Dallas, Texas 7S225 
Attn: Matt Eagleston 

Project Manager 

Shahara Oil, L.L.C. 
207 W. McKay 
Carlsbad, NM 88220 
Attn: Perry Hughes 

III. PERCENTAGE WORKING INTERESTS OF THE PARTIES: 

Weils 

CMU#400 

Parties 

The Wiser Oil Company 
Shahara Oil, L.L.C. 

Total 

Percentage 
Working Interest 
in Contract Area 

50.00% 
5000% 
100.00% 

CMU#401 The Wiser Oil Company 
Shahara Oil, L.L.C. 

Totals 

75.00% 
25,00% 

100.00% 

PHILLIPS STATE #100 The Wiser Oil Company 
Shahara Oil, L.L.C. 

Totals 

50.00% 
50,00% 

100.00% 

PHILLIPS STATE #101 The Wiser Oil Company 
Shahara Oil, L.L.C. 

IV. 

Totals 

DESCRIPTION OF COMMITTED LEASEHOLD: 

50.00% 
50.00% 

100.00% 

A. Leases committed by The Wiser Oil Company (100%): 

LESSOR LESSEE LEASE DATE LESSOR ROY. 

NM-B-2148 

NM-B-2148-03 
NM-B-2148-04 

Phillips Petroleum 9-11-33 12.5% 

B. Leases committed by Shahara Oil, L.L.C. (100%): 

LESSOR LESSEE LEASE DATE LESSOR ROY. 

NM-B-2148 Phillips Petroleum 9-11-W-
13 

12.5% 

p u + it.|ifc/«^ 

f:\wpdocs\lauri\shahanLexa 



EXHIBIT "B" 

Attached to and made a part of that captain Cooperative Unit Line 
Injection Well and Unit Line I n f i l l Dulling Agreement dated November 
1, 1997 by and between The Wiser Oil Wnnpany, and Shahara Oil, L.L.C. 

A.A.P.L. FQRTfc 610-1982 

MODEL FORM OPERATING AGREEMENT 
3T>'\" 

OPERATING AGREEMENT 

DATED 

November 1 , 19 97 , 

OPERATOR See Exhibit "A" 

CONTRACT AREA Limited to the i n f i l l development wells as set 

for th in Exhibit "A" attached hereto. 

COUNTY OF L e a STATE OF Mew Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 4100 FOSSIL CREEK BLVD. 
FORT WORTH, TEXAS 76137, APPROVED FORM. 
A.A.P.L. NO. 610 - 1982 REVISED 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 
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A. TITLE EXAMINATION 2-3 
B. LOSS OF TITLE 3 

1. Failure of Title 3 
2. Loss by Non-Payment or Erroneous Payment oi Amount Due 
3. Other Losses 

V. OPERATOR 
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR 
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR. 

1. Resignation or Removal of Operator 
2. Selection of Successor Operator. 

C. EMPLOYEES 
D. DRILLING CONTRACTS 

VI. DRILLING AND DEVELOPMENT 
A. INITIAL WELL 
B. SUBSEQUENT OPERATIONS. 

1. Proposed Operations . .. . 
2. Operations by Less than All Panies. 5-6-7 
3. Stand-By Time 7 
4. Sidetracking 7 

C. TAKING PRODUCTION IN KIND 7 
D. ACCESS TO CONTRACT AREA AND INFORMATION 8 
E. ABANDONMENT OF WELLS 8 

1. Abandonment of Dry Holes. 8 
2. Abandonment of Wells that have Produced 8 9 
3. Abandonment of Non-Consent Operations 9 

VII. EXPENDITURES AND LIABILITY OF PARTIES 9 
A. LIABILITY OF PARTIES 9 
B. LIENS AND PAYMENT DEFAULTS 9 
C. PAYMENTS AND ACCOUNTING 9 
D. LIMITATION OF EXPENDITURES 9-10 

1. Drill or Deepen 9-10 
2. Rework or Plug Back. . 1 0 
3. Other Operations 10 

E. RENTALS. SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES 10 
F. TAXES 10 
G INSURANCE 11 

VIII. ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 11 
A. SURRENDER OF LEASES U 
B. RENEWAL OR EXTENSION OF LEASES U 
C. ACREAGE OR CASH CONTRIBUTIONS U-12 
D. MAINTENANCE OF UNIFORM INTEREST .12 
E. WAIVER OF RIGHTS TO PARTITION 12 
I. PRLTCRDifTlAL R1011T TO PURCHASE. . . . . 12 

IX. INTERNAL REVENUE CODE ELECTION ,12 

X. CLAIMS AND LAWSUITS 13 

XI. FORCE MAJEURE 13 

XII. NOTICES 13 

XIII. TERM OF AGREEMENT . 1 3 

XIV. COMPLIANCE WITH LAWS AND REGULATIONS 14 
A. LAWS. REGULATIONS AND ORDERS . 1 4 
B. GOVERNING LAW 14 

C. REGULATORY AGENCIES . 1 4 

XV. OTHER PROVISIONS 14 

XVI. MISCELLANEOUS 15 



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

1 OPERATING AGREEMENT 
2 
3 THIS AGREEMENT,entered into by and hetwî n The Wiser O i l Company and Shahara O i l . L . L . C . 
4 both parties arties ' h e r e m a f t e r d e s i 8 M t e d m d 

5 referred to as ' 'Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
6 as "Non-Operator", and collectively as "Non-Operators"., i n accordance with Exhibi t "A" attached 
7 hereto, 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit "A", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
14 NOW, THEREFORE, it is agreed as follows: 
15 
16 ARTICLE I. 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the indusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit "A". 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 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 -
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or tnterest on which a proposed well is to be located. 
33 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 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE II. 
42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
43 (X A. Exhibit "A", shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
30 (5) Addresses of parties for notice purposes. 
31 • B. Exhibit "B", Form of Lease. 
52 Q C. Exhibit "C", Accounting Procedure. 
33 DI D. Exhibit "D", Insurance. 
34 Q E. Exhibit "E", Gas Balancing Agreement. 
33 (3 F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit "G", Tax Partnership. 
37 If any provision of any exhibit, except Exhibits " E " and "G", is inconsistent with any provision contained in.jthe body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 rr 
60 t . 
61 
62 
63 
64 
65 ,:';;-f 
66 ;'•'< P ; 

3f» 



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

1 ARTICLE III. 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interesu: 
5 
6 If any party owns an otl and gas interest in the Contract Area, that interest shall be treated for all purposes ot this agreement 

and during the term hereof as if it were covered by the form of oil and sas lease attached hereto as Exhibit "B". and the owner thereot 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest ot the lessee thereunder. 
9 

10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parues as their interests are set 
14 forth in Exhibit " A". In the same manner, the parties shall also own all production oi oil and gas from the Contract Area subject to the 
15 payment of royalties to the extent nf t o t a l burdens due which shall be borne as hereinafter set torth. 
16 
17 Regardless of which pany has contributed the leasetsl and/or oii and gas interestts: hereto on which royaity is due and 
18 • ivable. each pany entitled to receive a share ot production of oil and gas trom the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such producuon. the royalty amount stipulated hereinabove and shall hold the 
20 other parues free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such pany. to any other pany's lessor or royalty owner, and if any such other pany's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty buraen attributable to 
23 such higher price. 
24 
23 Nothing contained in this Article III.B. shaii bo deemed an assignment or cross-assignment oi interests coured hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty. 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B.. such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless trom any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 
34 D. Subsequently Created Interests: 
35 
35 If any parry should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A", or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created tnterest is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 
43 1. If the burdened pany is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other pany. or parties, shall receive said assignment and/or 
43 producuon free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party. 
46 or panies. harmless from any and all claims and demands for payment asserted by owners of the subsequent created interest: 
47 and. 
48 
,9 2. If the burdened party fails to pay. when due. its share of expenses chargeable hereunder, all provisions ot Articie VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
51 the burdened party. 
52 
53 ARTICLE IV. 
54 TITLES 
35 
36 A. Title Examination: 
57 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement ot drilling operations or. if 
59 the Drilling Panies so request, title examination shall be made on the leases and/or oil and gas interests included, or punned to be includ-
'*) cd. in the drilling unit around such well. The opinion will include the ownership ot the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At thc time a well is proposed, each pany contributing ieases and/or oil and 
62 gas interests to the drillsite. or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
<>3 reports!, title opinions, title papers and curative material in its possession free ol charge. All such information not in the possession of or 
<>4 made available to Operator by the parties, but necessary tor the examination of the title, shall be obtained by Operator. Operator shall 
'•5 * juse title to be examined by attorneys on its sntt cr by outside attorneys. Copies ot alt title opinions 'hall be lurnished to each party 
<>6 iiereto. The cost incurred by Operator in this title program shall be borne as tollows: 
67 
68 ZJ Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental. 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit "C". 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 



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

ARTICLE IV 
continued 

1 S Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examinition 
2 'including preliminary, supplemental, shut-in gas royalty opinions and division order tide opinions) shall be borne by the Drilling ft rties 
3 in the proportion that the interest of each Drilling Party bears to the total interest ol ail Drilling Parties as such interests appear in Ex-
-t hibit "A *. Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 iunctions. 
i) 

Each party shall be responsible tor securing curative matter and pooling amendments or agreements required in connexion 
* with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of polling 
9 designations or declarations as well as the conduct of hearings before governmental agencies tor the securing of spacing or pooling oi ders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 . 
12 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 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are tc par-
14 tictpate in the driiiing of the well. 
15 
lb B. Loss of Title: 
P 
18 li FaiiuM mi Tillei Sheuld any eii and tuj mitmi ui Ime. mt inmmi ihtnin, hi lujt thmugh fitiluii ul title, wiiieh Ion itjuhj i 
19 reduction of interest from that shown on Exhibit "A", the party contributing the alfected iease or interest shall have ninety (90) days 
20 trom linal determination of tide failure to acquire a new lease or other instrument curing the entirety of the title failure, which act uisi-
21 tion will not be subject to Article VIII.B.. and failing to do so. this agreement, nevertheless, shall continue in force as to all renratnir g oil 
22 and gas leases and interests: and. / 
23 tJ) The party whose oil and gas lease or interest ts affected by the title failure shall bear alone the entire loss anrfit shall not be 
2-i enuded to recover from Operator or the other parties any development or operating costs which it may have theretoiofe paid or incu red. 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure: / 
26 ibl There shall be no retroactive adjustment ot expenses incurred or revenues received from the operatiopraf the interest whkli has 
27 been lost, but the interests of the parues shall be revised on an acreage basis, as ol the time it is determined finally that utle failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Con tract 
29 Area by the amount of the interest lost: / 
30 (c) If the proportionate interest of the other panies hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto i until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 weU: / 
34 (d) Should any person not a party to this agreement, who is determined to bâ he owner of any interest in the title whicl has 
35 failed, pay in any manner any part of the cost of operation, development, or equiporent. such amount shall be paid to the pany or p; rites 
35 who bore the costs which are so refunded: / 

37 (e) Any liability to account to a third party tor prior production oi^il and gas which arises by reason ol title failure shall be 
38 borne by the party or panies whose title failed in the same proportion/in which they shared in such prior production: and, 
39 (0 No charge shall be made to the joint account lor legal expenses, lees or salaries, in connection with the defense of the ini erest 
40 claimed by any party hereto, it being the intention ol the parties hereto that each shall defend title to its interest and bear all expen: es in 
41 connection therewith. / 

\S 2. Loss by Non-Payment or Erroneous PaymentyOt Amount Due: If. through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is norpaid or is erroneously paid, and as a result a lease or interest therein termntates. 
t5 there shall be no monetary liability against the f>»tyfwho failed to make such payment. Unless the party who failed to make the ret; uired 
-46 payment secures a new lease covering the same/merest within ninety (90) days irom thc discovery of the failure to make proper pay rtent. 
47 which acquisition will not be subject to A ruffe VIII.B.. the interests of the parties shall be revised on an acreage basis, effective as >f the 
48 date of termination of the lease involvcxL n̂d the pany who failed to make proper payment will no longer be credited with an intei est in 
49 the Contract Area on account of ownership ot the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have baen fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attnbuta ble to 
51 the lost interest, calculated on an acreage basis, lor the development and operating costs theretofore paid on account of such inteiest. it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously < trilled 
53 or wells previously abandoned) from so much nf the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis. 
55 up to thc amount unrecovered costs: 
y, (b) Proceeds; less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that port ion of 
"P oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of sue l (ease 
58 terminations would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, thc proceeds nf said 
59 poniot/of the oil and gas to be contributed by the other parties in proportion to their respective interests: and. 
60 Any monies, up to the amount of unrecovered costs, that may be paid by any pany who is. or becomes, thc owner of the i merest 

r,l 1/n. ' T rrrilnm if p—Tir " ~r ~ r 1 • L * " - 1 1 1 ' I "" ' l h l 

<>2 
(>3 3. Other Losses: All losses incurred. •*—HwiiHfcin i l l fa• ill ill rtiiahi iUflili wit i^Odgd—e. shall be join: losses 
64 and shall be borne by all panies in proponion to their interests. There shall be no readjustment of interests in the remaining portion ol 

65 the Contract Area. 

66 
67 
68 
69 
70 
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1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 
5 
6 See E x h i b i t "A' shall be thi 

7 Operator of the Contract Area, and shall conduct and direct and have full control of all operauons on the Contract Area as permitted an I 
8 required by, and within the limits of this agreement. It shall conduct all such operauons in a good and workmanlike manner, but it sha! I 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from grosi 

10 negligence or willful misconduct. 
11 

12 B. Resignation or Removal of Operator and Selection of Successor: 
13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written nouce thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving a; 
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operato 
17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by th< 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7.-00 o'clock A.M. on th< 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignauon by Operator or actior 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duues of Operator at an earliei 
22 date. Operator, after effective date of resignauon or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor 
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall no 
24 be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected b) 
27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successoi 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interes 
29 based on ownership as shown on Exhibit "A"; provided, however, if an Operator which has been removed fails to vote or votes only u> 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest baset i 

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

32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and th ! 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 

37 
38 D. Drilling Contracts: 
39 
40 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 sd> 
41 desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailin ! 
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, an I 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of ir 
44 dependent contractors who are doing work of a similar nature. 
45 
46 

47 
48 
49 ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 

51 

32 A. Initial WeU: 

53 
54 On or before the day of , 19 , Operator shall commence the drilling of a well fur 
55 oil and gas at the following location: 

56 Four (4) i n f i l l development wells to be drilled in accordance with the terms of 
5 7 the Cooperative Unit Line Injection Well and Unit Line I n f i l l Drilling Agreement 
5 8 dated November 1, 1997 between The Wiser Oil Company and Shahara Oil, L.L.C. 
59 
60 and shall thereafter continue the drilling of the well with due diligence to -: 

62 V 
63 i. 
64 4 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling imprao^al, is 
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. . ' : 

67 > , " 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication pf containing oil s nd 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatiohs, in wh ch 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. '•j^.^^/mkX!. 

-4-
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A R T I C L E VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon tlie 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 
3 
4 
5 

6 B. Subsequent Operations: 

8 1. Proposed Operadons: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 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 joindy owned by i 11 

the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give tl e 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective form a 
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notii :e 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operauon. If a dri 1 
14 ing rig is on location, nouce of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall I« 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such nouce to reply with n 
16 die period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 

21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notic e 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loc i 
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all pa -
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partie;, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtai i 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title e: 
27 animation or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if th e 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubriitted to the other parties in acco 
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Arucle, the party or partii s 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration < >f 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform»11 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator s 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed oper i 
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Coi i 
42 sen ting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and coi i 
43 ditions of this agreement. 
44 
45 
46 

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of Uie total interest of the parties approving such operation and its recommendation is 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hou s 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit pa r 
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties' interests, ai d 
52 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 fi ir 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing part |r, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decisio l 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they ha re 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved,in su<h 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from die operations of die Consenting Paitk s. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore die surface location at tht ir 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pi o 
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole coswrtd ris It 
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ARTICLE VI 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of die Consendn j Par-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting f arties 
5 in accordance with the provisions of this Article, eacn Non-Consenung Party shall be deemed to have relinquished to Consenung P irues. 
•4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respecuve interests, all of such Non-Const nung 
5 Party's interest in the well and share ot producuon therefrom until the proceeds of the sale of such share, calculated at die wi U. or 
n market value thereot if such share is not sold, .alter aeductine producuon taxes, excise taxes, royaity. overriding royalty and othcr in­

terests not excepted by Arucle I1I.D. payable out ot or measured by the producuon trom such weii accruing with respect to such in terest 
S until it reverts) shall equal the total of the following: 
9 

10 
11 

12 a) 100% of each such Non-Consenung Party's share ot the cost of any newly acquired surface equipment beyond die welhead 
13 connections (including, but not limited to. stock tanks, separators, treaters. pumping equipment and piping), plus 100% of each such 
14 N'on-Consenting Party's share of die cost of operauon of the well commencing with first producuon and continuing unul each such <on-
15 Consenung Party's relinquished interest shall revert to it under other provisions of this Arucle. it being agreed that each s'on-
16 Consenung Party's share ot such costs and equipment will be that interest which would have been chargeable to such Non-Conseiiung 
17 Party had it participated in the well from the beginning ot the operauons: and 
18 
19 
20 

21 b)_300_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and compleine. 
22 alter deducting any cash contributions received under Article VIII.C. and 100 * of that portion ol the cost ot newly acquired et uip 
23 ment in the well (to and including the wellhead connections!, which would have been chargeable to such Non-Consenung Party if it had 
24 participated therein. 
25 
2« 

-8 An election not to participate tn the drilling or the deepening of a well shall be deemed an election not to parucipate in an; re-
29 working or plugging back operauon proposed in such a well, or portion thereof, to which the initial Non-Consent election applied th it is 
30 conducted at any time prior to full recovery by the Consenting Parues of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operauon conducted during the recoupment period shall be deemed part of the cost of operation of said veil 
32 and there shall be added to the sums to be recouped by the Consenting Parues one hundred percent (100%) of that poruon of the cosi s of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Pany had it participated thereii i. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenung Parties in said well. 
36 
37 
38 
39 During thc period of time Consenting Parties are entitled io receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment ol all production, severance, excise, gathering and o her 
41 laxes. and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar 
i2 tide HI D. 
43 
44 
45 
16 In thc case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 
47 of cost, all casing, tubing and other equipment in the well, but thc ownership ot all such equipment shall remain unchanged: and i pon 
48 abandonment of i well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such « uip-

' i9 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion ol any operation under this Article, the party conducting die operations lo- the 
51 Consenting Parties shall furnish each Non-Consenting Pany with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost ol drilling, deepening, plugging back, testing, completing, and equipping the well for production: or. at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of month!1 bill­
s'' ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conductin i the 

operations for the Consenting Parties shall furnish thc Non-Consenting Parties with an itemized statement of all costs and liabilitirs in 
59 curred in the operation ol the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
6<) realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil ard gas 
.>! produced during any month. Consenting Parties snail use industry accepted methods such as. but not limited to. metering or pc iodic 
i<2 well tests. Any amount realized from thc sale or other disposition of equipment newly acquired in connection with anv such ope ation 
(>3 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturneo costs 
64 of thc work done and of the equipment purchased :n determining when the interest ot such Non-Consenting Party shall revert to it as 
65 above provided: and if there is a credit balance, it shail be paid to such Non-Consenting Party. 
t<6 
<>7 
68 
69 
70 

0 
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1 If and when the Consenting Parties recover from a Non-Consenung Party 's relinquished interest the amounts provided for atjove. 
the relinquished interests of such Non-Consenung Pany snail automatically revert to it. and. from and after such reversion, such Non-

3 Consenung Pany shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
-i therefrom as such Non-Consenung Party would have been entitled to had it participated in the drilling, reworking, deepening or plug {ing 
5 back of said well. Thereatter. such Non-Consenting Party shall be charged with and shall pay its proportionate part ot the further cos [s oi 
o the operauon of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

8 
0 

10 Notwithstanding the provisions of this Article VI.B.2.. it is agreed that without the mutual consent of all parues. no wells shall 
11 be completed in or produced from a source ot supply from which a weU located elsewhere on the Contract Area is producing, unless s jch 
12 well conforms to die then-existing well spacing pattern for such source of supplv. 
13 
14 
15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2). if selected, or ib) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or. ti initially completed for i ro 
19 J union, ceases to produce in paying quantities. 
20 
21 
i t 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached iu authorized depth and all tesu have b ien 
completed, and the resulu thereot furnished to the parties, stand-by cosu incurred pending response to a party 's notice proposing 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deep en-
-6 <ng operauon just completed. Stand-by cosu subsequent to all parties responding, or expiration of the response ume permitted, whiche .' 
" tirst occurs, and prior to agreement as to die participaung interesu of all Consenung Parties pursuant to die terms ot die second gr: m-
28 maticai paragraph of Article VI.B.2. shall be charged to and borne as pan of the proposed operation, but if the proposal is subsequet dy 
29 withdrawn because of insufficient participation, such stand-by cosu shall be allocated between the Consenung Parties in the proport on 
30 each Consenting Pany's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting I ar-
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom I lole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of ©her 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (ei |ual 
40 to iu interest in the sidetracking operation i ot the value of that poruon of the existing well bore to be utilized as lollows: 
41 
42 
43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual cosu incurred 
45 the initial drilling of the well down to die depth at which the sidetracking operation is initiated 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the »ell's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance witt the 
51 provisions of Exhibit " C " . less the estimated cost ot salvaging and the estimated cost of plugging and abandoning 
52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response psriod 
56 shall be limited to forty-eight (48) hours, exclusive oi Saturday. Sunday and legal holidays: provided, however, any pany may reques t and 
57 receive up to eight (8) additional days after expiration of the orty-eight 148) hours within which to respond by paying for alt stand-by 
58 incurred during such extended response period. If more than one party elecu to take such additional time to respond to the notice, stand 
59 by cosu shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electin ; par-
60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing panies. ln all other in 
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 
62 
63 
64 
65 C. TAKING PRODUCTION IN KIND: 
66 

67 Each party shall take in kind or separately dispose of iu proportionate share of all oil and gas produced from the Contrac 
68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in die taking in kind or separate disposition 
70 party of iu proportionate share of the production shall be borne by such party. A»*=> 
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•lUfWUl in \M) Im mill iu iiiupuiiiuinu dmi w i 

Each party shall execute such division orders and contracts as may be necessary tor the sale ol its interest in production irom 
the Contract Area. and. except as provided in Article VII.B.. shall be entitled to receive payment directly trom the purchaser thereot tor 
its share of all production. 

ln the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate sh ire ol 
:he oii produced from the Contract Area. Operator shall have the right, subject to the revocation at will by the party owning it. bt t not 
the obligauon. to purchase such oil or sell it to others at any time and from time to time.%ac-iht «iuuum-oi-tfac nanwiiiiiiii puny* wfae 

J"iTl—r^"^irMrna ihfi um inr mrh nrnrlwHnn Any such purchase or sale by Operator shall be subject always to the right nf the 
owner of the production to exercise at any time its right to take in kind, or separately dispose ot. its share of aii oii not previously 
delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable peruds of 
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event tcr a period in excess 
oi one il) year, *and s h a l l account to such party for the actual net proceeds received 
for such production, i f so ld , or the current market pr ice i f purchased by operator. 

In the event one or more panies' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines ai id/or 
deliveries which on a day-to-day basis lor any reason are not exactly equal to a party 's respecuve proportionate share ct total gas sal es io 
be allocated to it. the balancing or accounting between the respective accounts of the panies shall be in accordance with any gas balai cing 
agreement between the parues hereto, whether such an agreement is attached as Exhibit "E". or is a separate agreement. 

0. 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 ooserve ope rat ons. 
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, shail furnish each ot the other parties with copies of all forms or reports filed with 
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports ol stock on .-.ind at the titst ot 
each month, and shall make available samples ot any cores or cuttings taken trom any well drilled on the Contract Area. The con ot 
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re­
quests the information. Notwithstanding anything to the contrary, a non-operator who iii in 
default under Article VII B shal l have no rights under this Article VI D. 
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 wen 
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
without the consent of all parues. Should Operator, after diligent etfort. be unable to con taa any party, or should any party fail to i epiy 
within tony-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) after receipt of notice of the proposal to plug and abaidon 
such well, such pany shall be deemed to have consented to the proposed abandonment. All such wells shali be plugged and abandon) d in 
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost ot drilling or deepe ling 
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct futther 
operations in search of oil and/or gas subject to the provisions of Article VLB. 

2. Abandonment of Wells that have Produced: Except ior any well in which a Non-Consent operation has been condicted 
hereunder for which the Consenting Parues have not been fully reimbursed as herein provided, any well which has been completer, 
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well 
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all die parties hereto. If. 
thiny (30) days after receipt of nouce of the proposed abandonment of any well, all parties do not agree to the abandonment of such 
those wishing to continue its operation from the intervaKs) of the formation(s) then open to production shall tender to each of the 
panies its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions 
Exhibit "C". less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall 
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment 
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. 
terval or intervals of the formation or formations then open to production. If die interest of the abandoning pany is or includes an 
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval 
tervals of die formation or formations then open to production, for a term of one (1) year and so long thereatter as oil and/or gas 
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Ejthibit 
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continued 

•B". The assignments or leases so limited shail encompass the •drilling unit" upon which the well is located. The payments by. at d the 
assignments or leases to. the assignees shall be in a ratio based upon the relationship oi their respective percentage ot participation i n the 
Contract Area to the aggregate oi the percentages ot participation in tne Contract Area oi all assignees. There shali be no readjustment ot 
interests in the remaining portion ot the Contract Area. 

Thereatter. abandoning parties shail have r;o iurther responsibility, .lability, cr interest in the operation ot or producuon I rem 
the weii in the interval or intervals then open otr.er tnan tne royalties retained in any iease made under the terms ot this Article. Upoi 
quest. Operator shall continue to operate the assigned weii for the account ol the non-abandoning parties at the rates and charges 
'.cmpUtec by this agreement, pius any additional cesi and charges wmch may arise as the result ot the seoarate ownership ot the assu ned 
•veil. L'pon proposed abandonment of die producing intervals i assigned or leased, the assignor or lessor snail then have die option to 
repurchase its prior interest in the weii (using the same valuation formula i and participate in further operauons therein subject to the 
visions hereof . 

re-
x>n-

l>ro-

?• Abandonment of Non-Consent Operauons: The provisions of Arucle M.E.I, or VI.E.2. above shall be applicable as betw len 
Consenting Parties in the event ot the proposed abandonment ol any well excepted from said Articles: provided, however, no well shall be 
permanently plugged and abandoned unless and until all parues having the right to conduct further operauons therein have been notil led 
ol the proposed abandonment and afforded die opportunity to elect to take over the well in accordance with die provisions ol this Article 
VI.E. 

ARTICLE VII. 

EXPENDITURES AND LIABILITY OF PARTIES 

A. Liability of Parties: 

The liability of the parties shall be several, not \otm or collective. Each party shall be responsible only for its obligauons. a id 
<hall be liable only for its proportionate share ot :he costs ol developing and operating the Contract Area. Accordingly, -.he liens granted 
among the parues in Article VII.B. are given to secure only the debts ot each severally. It is not the intention ot the parties to create, r or 
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partne s. 

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 sha e 
of oil and/or gas when extracted and its interest in ail equipment, to secure payment of its share of expense, together with interest there* n 
at die rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of d e 
sute. Operator shall be entitled to exercise the nghu and remedies of a secured party under the Code. The bringing of a suit and the o >-
taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the Ik n 
righu or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of iu shai e 
of expense. Operator shall have the right, without prejudice to other righu or remedies, to collect from the purchaser the proceeds froi n 
the sale of such Non-Operator's share of oil and.or gas until the amount owed by such Non-Operator, plus tnterest. has been paid. Eat h 
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 die Non-Operators to secure payment of Operator's proportionate share of expense. 

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition ot a statement therefor ty 
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 tnterest of all such parties. Each pany so paying its share of the unpaid amount shall, to obtai n 
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

C. Payments and Accounting: 

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
and operation of the Contract Area pursuant to this agreement and shall charge each of the panies hereto with then respective propo r 
donate 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 iu election, shall have the right trom time to time to demand and receive from the other parties payment in advanie 
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during thc next succeed it g 
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, togeth :r 
with an invoice for iu share thereof. Each such statement and invoice for the payment in advance ol estimated expense shall be submitti d 
on or before the 20th day of the next preceding month. Each pany shall pay to Operator its proportionate share of such estimate with n 
liftcen 11V) days after such estimate and invoice is received. l( any pany fails to pay its share of said estimate within said time, the amou u 
due shall k'ar interest as provided in Exhibit " C " :ntil 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: 

I. Drill or Deepen: Without thc consent ot iii parties, no well shall be drilled or deepened, except any well drilled or deepen si 
pursuant to the provisions ol Article VI.B.2. ol tms agreement. Consent to the drilling or deepening shall include: 
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ARTICLE VII 
continued 

1 K) Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping ot thc well, inducing 
2 necessary tankage and/or surface facilities. 
3 
4 — Option No. 2: All necessary expenditures ior the drilling or deepening and testing ol the well. W!,cn suih «cll ivui'fti 
5 authorized depth, and all tests have been completed, and the results thereot furnished to thr parties. Operator shall give liviiciiutc no 
ii to thc Non-Operators who have the right i-: turnup i'e :n tn.' completion costs. The parties riveivuis; Mich n HKC shai! \ i; ity .-

-iSl hours (exclusive of Saturday. Sunuay ji.d legal holidjys in which to eiect to participate in the selling •_>; casing an i li'.i ^ : .pletior 
S tempt. Such election, when made, -.'uil nii'iitic coir«:it i,. .til mxessary expenditures Mr the împletm-.1 .iiui .-i;iii|i|-uif • !i weii 
0 eluding necessary tankage and/or surlace taciiitie-. failure .my party receiving such notice to reph within the pvr u'J .: • :>K:ti 

10 constitute an election by that party not to participate :n tru- COM OI the completion attempt, il one or ri> ,re. !>u less th < r . • tiic par; 
11 elect to set pipe and to attempt a completion, the provisions oi Article VI.B.2. hercot »the phrase '.-(.-working. Ji-.-per.ing jr pluĝ 1 

12 back" as contained in Arucie VI.B.2. shall be deemed to incluJc "completing'*) shall apply ui the operations thereaiter c >.v.iucied bv ! 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without the consent of all p.irtit-s. no well shall be reworked or plugged back i-xcepi .i n il rcworkeo 
16 plugged back pursuant to the provisions of Article VI D.J. ol this agreement. Consent to the reworking or plugging lu> k ni .i well sii 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tank. 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent ot all parties. Operator shall not undertake any single project ivavni.iiily istun.it 
21 to require an expenditure in excess of t w e n t y - f i v e thousand Dollars i $25,000.00, 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting. ur plugging bjck ol ".u. h has ro 
23 previously authorized by or pursuant tn this .igiveinint: provided, however, that, in case ol explosion, lire. Hood "i -a her SIKM 
21 emergency, whether of the same or different nature. O|>er.uor may uke suih ste|>s .md incur such excuses as in us ..pim-.i: .ue reqmi 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergeiu > to the oti; 
26 parties. If Operator prepares an authority for expenditure AFE'! for its own use. Operator shall furnish any Non-Operati r .. reques--: 
27 an information copy thereof for any single project costing in excess ni t w e n t y - f i v e thousand 
28 Dollars tl 25 .000 .00 , but less than the amount tirst set forth above in this paragraph 

29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms oi any lease shali in." paid by t 
33 party or parties who subjected such lease to this agreement JI its or their expense. In the event two or more parties own .ind have t< 
34 tributed interests in the same tease to this jgrccmcnt. such parties may designate one of such parties to make said payments ior and • 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments, in the event 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pa 

37 ment is required to continue the k-ase in force, jny loss which results from such non-payment shall IK- borne in accordant'- with the pr 

38 visions of Article 1V.B./. 3 

39 
40 Operator shall notify Non-Operator ol the anticipated completion of a shut-in gas well, or the shutting in or return io prnduciu 
41 of a producing gas well, at least five (5) days (excluding Saturday. Sunday and legal holidays), or at the earliest opportunity |<ci muted l>> 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so non 
43 Non-Operator, the loss of any lease contributed hereto hy Non-Operator tor failure to make timely payments ot any shut-m well payme v 

44 shall be borne jointly by the parties hereto under the provisions of Article IV.R.V 

45 
46 F. Taxes: 
47 
48 Beginning with die first calendar year after the etfcctivc date hereof. Operator shall render for ad valorem taxation all proper 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before ti) -
50 become delinquent. Prior to the rendition date, each Non-O|>erator shall furnish Operator information .is io burdens (to include, but n 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed U- such N> 
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, ov. 
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit o' the owner 
54 owners of such leasehold estate, and Operator shall adjust thc charge to such owner or owners so as to reflect the benefit ot such rcdil 
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstandi 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the i ax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments 
58 the manner provided in Exhibit " C " . 

60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time and manier 
61 prescribed by law. and prosecute thc protest to a final determination, unless all parties agree to abandon the protest prior to final de 
62 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay. under protest, all such taxes and 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint 

64 count, together with any interest and penalty accrued, and thc total cost shall then be assessed against the parties, and be paid by then 

65 provided in Exhibit " C " . 

66 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with resptt 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement 

69 
70 

"IS! 

11 o 

,11 

. as 

•10-
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ARTICLE VII 
continued 

G. Insurance: 

At all times while operauons are conducted hereunder. Operator shall compiy with the workmen's compensation law ot 
the state where Uie operauons are being conducted: provided, however, that Operator may be a self-insurer tor liability under said com­
pensation iaws in wmch event the only charge mat shall be made to the toint account snail be as provided in Exhibit "C". Operator snail 
aiso earn- or provide insurance tor the benefit ot the joint account ot the parues as outlined in Exhibit "D". attacned to ana maae a part 
hereot. Operator shall require ail contractors engaged in worx on or tor the Contract Area to compiy with the worn men s compensation 
law oi the state where the operauons are being conducted and to maintain such other insurance as Operator may require. 

ln the event automobile public liability insurance is specified in said Exhibit D". or subsequently receives the approval oi the 
parties, no direct charge shall be made by Operator tor premiums paid for such insurance tor Operator's automotive equipment. 

ARTICLE VIII. 

ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 

A. Surrender of Leases: 

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered m whole 
or tn pan unless all panies consent thereto. 

However, should any pany desire to surrender its interest in any tease or in any poruon thereof, and the other parues do not 
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty ot tide, all of its interest in 
such lease, or poruon thereof, and any well, material and equipment which may be located thereon and any rights in producuon 
thereatter secured, to the parties not consenung to such surrender. If the interest of the assigning party is or includes an oil and gas in­
terest, the assigning pany shall execute and deliver to the pany or parues not consenung to such surrender an oil and gas lease covering 
<ucn oil and aas interest tor a term of one 11) year and so long thereatter as oil and/or gas is produced from the land covered therebv. such 
lease to be on the form attached hereto as Exhibit "B". Upon such assignment or lease, the assigning pany shall be relieved from all 
obligauons thereatter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operauon of any well 
attributable thereto, and the assigning pany shall have no further interest in the assigned or leased premises and its equipment and pro­
duction other than die royalties retained in any lease nude under the terms of this Arucle. The party assignee or lessee shall pay to the 
pany assignor or lessor the reasonable salvage value of the tatter '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 pany. the interest 
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such panies. 

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's. lessor's or surrendering 
pany'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 operauons thereon, shall not thereatter 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 prompdy. and 
shall have the right for a period of thirty (301 days following receipt of such notice in which to elect to participate in the ownership of the 
renewal lease, insofar as such lease affects lands within thc 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 ume by the parties in the Contract Area. 

If some, but less than all. of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the panies 
who elect to parucipate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 
io the aggregate of the percentages of participation in the Contract Area of all panies 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 pany who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 
by the acquiring pany, without warranty of t i t l e , except as to acts by, through, or under 
the acquiring party. 

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

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

C. Acreage or Cash Contributions: 

While this agreement is in force, if any pany contracts tor a contribution of cash towards the drilling of a well or any other 
operation on the Contract Area, such contribution shall be paid to the pany 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 die form of acreage, the parry to whom the con­
tribution is made shall prompdy tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the proportions 
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ARTICLE Mil 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possiblbe 
2 governed by provisions identical to this agreement. Each party shall promptly notify ail other parties of any acreage or cash contributions 
5 it may ootatn in support ot any well or any other operation on the Contract Area. The above provisions shall also be applicable tc op 
t tionai rights to earn acreage outside the Contract Area which are in support ot a well drilled inside the Contract Area. 

o any party contracts tor any consideration relating to disposition oi such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 

S 
° D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity oi ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wflls. 
13 equipment and production unless such disposition covers either: 
1-1 
15 1. the entire interest of the party in ail leases and equipment and production: or 
16 

17 -. an equal undivided interest in all leases and equipment and production in the Contract Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly suoiect to this agreement 
20 and shall be made without prejudice to the right oi the other parties. 
21 
i t If. at any time the interest of any pany is divided among and owned by four or more co-owners. Operator, at its discretion, n lay 

lor 23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings 
24 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 sijch 
25 party's interest within the scope of the operations embraced in this agreement: however, all such co-owners shall have the right to 
26 into and execute all contracts or agreements for the disposition of their respective shares oi the oil and gas produced irom the Contract 
2? Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning in 
32 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 undivid d 
33 interest therein. 
34 
35 Fi Pufanmiai niglil la Pmnh—e: 

36 
37 ShanU Ml pan; iksiwi lu xll til ur un» pari i*l in ineemm under this >gntm«ni. tjf iu righu «wd im«K»is in i 

38 Area, it shall prompdy give written notice to the other parties, with full information concerning its proposed iili»JjiiU ill TTfini Iiiiii the 
39 name and address of the prospective purchaser (who must be ready, willing and able to pun lijjiiMlia puirnTii pin i and all other ten is 
40 oi the offer. The other parties shall then have an optional prior right, for a prrinr|_nj intlTTTirUyi after receipt of the notice, to purcha se 
41 on the same terms and conditions the interest which the iiiliiiiijiiy iiinpimuii sell: and. if this optional right is exercised, the purchi s 
42 ing panies shall share the purchased intercstinjha wriflortions that the interest of each bears to the total interest of all purchasing pt r 
43 ties. However, there ilull In \\\\ an(ffTTiiiil right to purchase in those cases where any party wishes to mortgage its interests, or io 
44 dispose of itsjuaMaerlJyinerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent cot n 

45 aMijWW-«»<Mwbaklia»y nf • pawm uampawyi ut ia «H» unwf wy m mWten «wy one pany awws « majarity el ibt itwli. 

46 
47 ARTICLE IX. 
48 INTERNAL REVENUE CODE ELECTION 
49 
50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are sevei al 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if. for federal income t ix 
•53 purposes, this agreement and the operations hereunder are regarded as a partnership, each pany hereby affected elects ra hê jxcludsd 
54 from the application of all of the provisions of Subchapter " K " . Chapter 1. Subtide "A", of the Internal Revenue Code of I H . as p tr-
55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to < x 
% ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of t fie 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements. 
58 -ind the dau required by Federal Regulations 1 ."61. Should there be any requirement that each party hereby affected give hint er 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by lhe 
60 Federal internal Revenue Service or as may be necessary to evidence this election. No such pany shall give any notices or take any od ler 
(,1 anion inconsistent with the election made hereby. It any present or future income tax laws of the state or states in which theContrict 
62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K", Chaptei 1 
63 Subtitle "A", of the Internal Revenue Code of NW. under which an elenion similar to that provided by Section 761 of the Code is (er 
64 mitted. each pany hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing el ec 
(,5 lion, each such party states that thc income derived by such party from operations hereunder can be adequately determined without he 
(,6 computation of partnership taxable income. 
67 
68 
69 
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ARTICLE X. 

CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third party damage claim or suit arising trom operations hereunder it the expend ture 
Dcllars ^ does not exceed t e n thousand 

s 1 0 , 0 0 0 . 0 0 ; and if the payment is in complete settlement ol such claim or suit. If the amount required for settlemefit 
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, uniess such authority 
delegated to Operator. All costs and expenses ol handling, settling, or otherwise discharging such claim or suit shall be at the join: 
pense oi the parues participating in the operation from which the claim or suit arises. If a claim is made against any pany or if any pany 
»ued on account of any matter arising from operauons hereunder over which such individual has no control because of the rights given 
Operator by this agreement, such pany shall immediately notify all other parties, and the claim or suit shall be treated as any other c aim 
or suit involving operations hereunder. A l l c l a i m s or s u i t s i n v o l v i n g t i t l e to any i n t e r e s t s u b j e c t 

to t h i s agreement s h a l l be t r e a t e d a s a c l a i m or s u i t a g a i n s t a l l p a r t i e s here]to 

ARTICLE XI. 

FORCE MAJEURE 

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligauons under this agreement, other t tan 
the obligation to make money payments, that pany shall give to all other parties prompt written notice of the force majeure «'tth 
reasonably full particulars concerning it: thereupon, the obligations of the pany giving the nouce. so far as they are aitected by the f< rce 
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shail use all reason; ble 
diligence to remove the force majeure situation as quickly as practicable. 

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

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

ARTICLE XII. 

NOTICES 

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
the panics to whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision her of 
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 mad or with die telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each pa ty 
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 XIII. 

TERM OF AGREEMENT 

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

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

B Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of his 
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such wet; or 
wells produce, or are capable of production, and for an additional period of on days from cessation of all production: provited 
however, if. prior to the expiration of such additional period, one or more of the panics hereto are engaged in drilling, reworking, deej en 
ing. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such op ra­
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 Articie VI.A.. or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or cap ible 
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rewwk 
ing operations are commenced within QO days from the date of abandonment of said well. 

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which 
accrued or attached prior to the date of such termination. 

ex-
is 

ex-
is 

has 
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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 oi the state in wnich the Contract Area is located, to the valid 
regulations, and orders of any duly constituted regulatory body ot said state: and to ail 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 hereto, including, but not limited to. matters ot performance, non-periormance. breach 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law ot the state in wfuch 
14 the Contract Area is located. If the Contract Area is in two or more states, the law ot 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 rig its. 
20 privileges, or obligations which Non-Operators may have under federal or state iaws or under rules, regulations or orders promulg: ted 
21 under such laws in reference to oil. gas and mineral operations, including the location, operation, or production ot wells, on tracts oil set-
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, da ms 
25 and causes of action arising out of. incident to or resulting directly or indirectly trom Operator's interpretation or application of rules. 
26 rulings, regulations or orders ot the Department ot Energy or predecessor or successor agencies to the extent such interpretation or ap 
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator tor any amounts applicable to such N on 
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretatior or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or applicant 
30 

31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted io the purduser 
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 . Vet 
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 Treas iry 
34 Department from time to lime pursuant tc said Act. Each party hereto agrees to furnish any and all certifications or other informat on 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Aa. 
36 
37 ARTICLE XV. 

38 OTHER PROVISIONS 
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 



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

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
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 

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 day of , 19 

ATTEST; 

Title: Ag»ryt 
Printed Native: . T f o | ft0* NoJshfll\\ 

Shahara Oil, L.L.C. as Operator and 
as Non-Operator as set forth on 
ExhibCr} "A" 

By: 
Title: b^CxA^vJe^Or^i^^ 

Printed Name: ( f ^ p ^ t_ . l-\vn&rt&& 

ATTEST: 

Byj_ 

The Wiser Oil Company 
as Operator and as Non-Operator as 
set forth on Exhibit "A" 

By: 

Title: 
Printed Name: 

Title: 
Printed Name: 

•15-



EXHIBIT "A" 

Attached to and made a part of that certain Joint Operating Agreement dated November 1, 1997 by and between The Wiser Oil 
Company and Shahara Oil, L.L.C. 

I. CONTRACT AREA: OPERATOR: 

CMU#400 
CMU#401 
PHILLIPS STATE #100 
PHILLIPS STATE #101 

1330' FSL & 110' FEL Sec. 17-T17S-R33E Wiser 
110' FSL & 110' FEL Sec. 17-T17S-R33E Wiser 
1320' FNL & 10' FWL Sec. 16-T17S-R33E Shahara 
2640' FNL & 10* FWL Sec. 16-TI7S-R33E Shahara 

II. ADDRESSES FOR NOTICE PURPOSES: 

The Wiser Oil Company 
8115 Preston Road, Ste. 400 
Dallas, Texas 7S22S 
Attn: Matt Eagleston 

Project Manager 

Shahara Oil, L.L.C. 
207 W. McKay 
Carlsbad, NM 88220 
Attn: Perry Hughes 

III. PERCENTAGE WORKING INTERESTS OF THE PARTIES: 

Wills 

CMU#400 

Parties 

The Wiser Oil Company 
Shahara Oil, L.L.C. 

Totai 

Percentage 
Working Interest 
in Contract Area 

50.00% 
50.00% 
100.00% 

CMU#401 The Wiser Oil Company 
Shahara Oil, L.L.C. 

Totals 

75.00% 
25.00% 

100.00% 

PHILLIPS STATE # 100 The Wiser Oil Company 
Shahara Oil, L.L.C. 

Totals 

50.00% 
50.00% 

100.00% 

PHILLIPS STATE #101 The Wiser Oil Company 
Shahara Oil, L.L.C. 

IV. 

Totals 

DESCRIPTION OF COMMITTED LEASEHOLD: 

50.00% 
50.00% 

100.00% 

A. Leases committed by The Wiser Oil Company (100%): 

LESSOR LESSEE LEASE DATE LESSOR ROY. 

NM-B-2148 

NM-B-2148-03 
NM-B-2148-04 

Phillips Petroleum 9-11-33 12.5% 

B. Leases committed by Shahara Oil, L.L.C. (100%): 

LESSOR LESSEE LEASE DATE LESSOR ROY. 

NM-B-2148 Phillips Petroleum 9-11-34-
33 

12.5% 

f\wpdocs\lauri>siMitara.exa 
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EXHIBIT 

1 Attached to and made a part of that certain Joint Operating Agreement- HareH Nmrt>mhpr 1, 1QQ7 
2 by and between The Wiser Oi l Company and Shahara O i l , L . L . C . 
3 
4 
5 
6 

s ACCOUNTING P R O C E D U R E 

o JOINT OPERATIONS 
i 
12 I. GENERAL PROVISIONS 
13 
.4 L Definitions 
15 
L6 "Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
L7 is attached. 
18 "Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
19 maintenance of the Joint Property. 
SO "Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
21 Operations and which are to be shared by the Parties. 
22 "Operator" shall mean the party designated to conduct the Joint Operations. 
23 "Non-Operators" shali mean the Parties to this agreement other than the Operator. 
24 "Parties" shall mean Operator and Non-Operators. 
25 "First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
27 capacity. 
28 "technical Employees" shall mean those employees having special and specific engineering, geological or other 
29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 
30 problems for the benefit of the Joint Property. 
31 "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
32 "Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
33 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
34 most recently recommended by the Council of Petroleum Accountants Societies. 
35 
36 2. Statement and Billings 
37 
38 Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for 
40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and 
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and 
42 fully described in detail. 
43 
44 3. Advances and Payments by Non-Operators 
45 
46 A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the 
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
49 each monthly billing to reflect advances received from the Non-Operators. 
50 thirty (30) 
51 B. Each Non-Operator shall pay its proportion of all bills within H8HftK(12Xdays after receipt If payment is not made 
52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at NationsBank, 
53 Dallas on the first day of the month in which delinquency occurs plus 1% or the 
54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 
55 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 
56 amounts. 
57 
58 4. Adjustments 
59 
60 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
61 provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
63 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
64 claim on Operator for adjustment No adjustment favorable to Operator shall be made unless it is made within the same 
65 prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 
66 Controllable Material as provided for in Section V. 
67 
68 
69 COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
70 
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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 I . Where there are two or more Non-Operators, the Non-Operators shall make 
every reasonable effort to conduct a 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 

B. 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 of the Non-Operators shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

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 temporarily or permanently assigned to and directly 
employed in the operation of the Joint Property if such charges are excluded from the overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I 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 II . If 
percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 

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

Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, 
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the 
Joint Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not to exceed the percent 
most recently recommended by the Council of Petroleum Accountants Societies. 
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L 6. Material 
2 
3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such 
1 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be 
5 avoided. 
7 
8 6. Transportation 
9 
0 Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
1 
2 A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 
3 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
4 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
5 
6 B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 
7 Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 
8 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
9 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
0 Parties. 
1 
2 C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is 
3 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the 
A amount most recently recommended by the Council of Petroleum Accountants Societies. 
5 
16 7. Services 
,7 

— 
18 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
!9 10 of Section II and Paragraph i, ii, and iii, of Section III . The cost of professional consultant services and contract 
10 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead 
11 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 
(2 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 
S3 
14 8. Equipment and Facilities Furnished By Operator 
15 
16 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
17 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 
18 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
$9 exceed eight percent ( 8.00 %) per annum. Such rates shall not exceed average commercial 
10 rates currently prevailing in the immediate area of the Joint Property. 
11 
12 B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 
13 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
14 published by the Petroleum Motor Transport Association. 
15 
16 9. Damages and Losses to Joint Property 
17 
48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 
50 negligence or willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as 
51 soon as practicable after a report thereof has been received by Operator. 
52 
53 10. Legal Expense 
54 
55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 
57 protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of 
58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 
59 covered by the overhead provisions of Section II I unless otherwise agreed to by the Parties, except as provided in Section 
60 I , Paragraph 3. 
61 
62 IL Taxes 
63 
64 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad 
66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 
67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties 
68 hereto in accordance with the tax value generated by each party's working interest 
69 70 

- 3 -



CORAS - 1984 - ONSHORE 

Recommended by the Council 
of Petroleum Accountants 
Societies 

1 12. Insurance 
2 
3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
4 event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation 
5 and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 
7 
8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
11 authority. 
12 
13 14. Communications 
14 
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II. 
18 
19 15. Other Expenditures 
20 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
23 Operations. 
24 
25 
26 I I I . OVERHEAD 
27 
28 L Overhead - Drilling and Producing Operations 
29 
30 i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
31 drilling and producing operations on either: 
32 
33 ( X) Fixed Rate Basis, Paragraph IA, or 
34 ( ) Percentage Basis, Paragraph IB 
35 
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection with matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
40 the overhead rates provided for in the above selected Paragraph of this Section I I I unless such cost and expense are 
41 agreed to by the Parties as a direct charge to the Joint Account. 
42 
43 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Property: 
45 
46 ( ) shall be covered by the overhead rates, or 
47 ( X) shall not be covered by the overhead rates. 
48 
49 i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Property: 
52 
53 ( X ) shall be covered by the overhead rates, or 
54 ( ) shall not be covered by the overhead rates. 
55 
56 A. Overhead - Fixed Rate Basis 
57 
58 (1) Operator shall charge the Joint Account at the following rates per well per month: 
59 
60 Drilling Well Rate $ 4.5QQ.QQ 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $ 45Q.OO 
64 
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
66 
67 (a) Drilling Well Rate 
68 
69 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date 
70 the drilling rig, completion rig, or other units used in completion of the well is released, whichever 
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is later, except that no charge shall be made during suspension of drilling or completion operations 
for fifteen (15) or more consecutive calendar days. 

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

(b) Producing Well Rates 

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

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

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

(4) A one-well charge shall be made for the month in which plugging and abandonment operations 
are completed on any well. This one-well charge shall be made whether or not the well has 
produced except when drilling well rate applies. 

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

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

Overhead PerteMage Bmm 

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

(a) Development 

Percent ( %) of the cost of development oLthê loTnt Property exclusive of costs 
provided under Paragraph 10 of Section II and all salvagĵ a-etfits. 

(b) Operating 

?i>) of the cost of operating the Joint Property exclusive of costs provided 
under Paragra^bŝ and 10 of Section II. all salvage credits, the value of injected substances purchased 
for secondaryrecovery and all taxes and assessments which are levied, assessed and paid upon the 

est in and to thc Joint Praperty. 

(ft) Application of Orerhead •• Percentage Dasia shall be as follows: 

For the purpose of determining charges on a percentage basis under ParajpaH9h""TBof this Section III. 
development shall include all costs in connection with drillinj^jadrtliuigT deepening, or any remedial 
operations on any or all wells involving the use of drillujejH'rg*Tind crew capable of drilling to the producing 
interval on the Joint Property: also, prejujjiirary^xpenditures necessary in preparation for drilling and 
expenditures incurred in abanĉ ojiinĝ when the well is not completed as a producer, and original cost of 
construction or insjallatrflTiof fixed assets, the expansion of fixed assets and any other project clearly 
discerruJjJa-etf̂ Tixed asset, except Major Construction as defined in Paragraph 2 of this Section III. All other 
tWleTohaul be considered aaoperatm*,1. 

Overhead - Major Construction 

lb 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 rates for any Major Construction project in excess of $ : 

A. 5 % 0 f fji^t $100,000 or total cost if less, plus 

B. 3 % of costs in excess of $100,000 but less than Si.000.000. plus 

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

Totai 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 shail be 
excluded. 

3. Catastrophe Overhead 

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

A. 5 % of total costs through $100,000: plus 

B. 3 % of total costs in excess of $100,000 but less than $1,000,000: plus 

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

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
provisions of this Section III shall apply. 

4. Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
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 charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

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

A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
published carload base prices effective as of date of movement plus transportation cost using the 80.000 
pound carload weight basis to the railway receiving point nearest Uie Joint Property for which 
published rail rates for tubular goods exist If the 80.000 pound rail rate is not offered, the 70.000 pound 
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain. Ohio 

, and casing from Youngstown. Ohio. 

' (b) For grades which are special to one mill oniy, prices shall be computed at the mill base of that mill plus 
I transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 
I above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 

) 
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(2) Condition 0 

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

(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 j 
priced at used line pipe prices. | 

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
power oil lines, shail 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. 

I D. Obsolete Material 

! Material which is serviceable and usable for its original function but condition and/or value of such Material 
1 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 
i rendered by such Material. 

' E. Pricing Conditions 

I (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (259) 
I per hundred weight on ail tubular goods movements, in lieu of actual loading or unloading costs 
. sustained at the stocking point The above rate shall be adjusted as of the first day of April each year 
! following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 
I Section III. Paragraph 1.A.13). Each year, the rate calculated shall be rounded to the nearest cent and 
I shall be the rate in effect until the first day of April next year. Such rate shall be published each year 
i by the Council of Petroleum Accountants Societies. 

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

) 3. Premium Prices 

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

) 4. Warranty of Material Furnished By Operator 

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

5 
6 V. INVENTORIES 
7 
8 The Operator shall maintain detailed records of Controllable Material. 
9 
0 1. Periodic Inventories. Notice and Representation 
1 
2 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
3 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
A Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 
15 inventory shall bind Non-Operators to accept the inventory taken by Operator. 
16 
17 2. Reconciliation and Adjustment of Inventories 
>9 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
N) months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 



COPAS - 1984 - ONSHORE 

Raeonimandad fay m« Council 
ot P*ffolouiii AccowilmMi 

— CK 
1 pound Oil Field Haulers Association interstate truck rate shall be used. 
2 
3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate. 
5 to the railway receiving point nearest the Joint Property. 
6 
7 id) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices 
8 f.o.b. the supplier plus transportation costs, using the Oii Field Haulers Association interstate truck rate 
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 
11 (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or 
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
15 Freight charges shail be calculated from Lorain. Ohio. 
16 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls \ inch and over) less than 30.000 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment. 
19 plus 20 percent plus transportation costs based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.dXa) as provided above. Freight charges shall be calculated from Lorain. 
21 Ohio. 
22 
23 (c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 
24 manufacture at current new published prices plus transportation cost to the railway receiving point 
25 nearest the Joint Property. 
26 
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
28 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at 
29 prices agreed to by the Parties. 
30 
31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest the Joint Property. 
34 
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.U) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to the Joint Property 
45 
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 
50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A. if Material was 
51 originally charged to the Joint Account as new Material or 
52 
53 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was 
54 originally charged to the Joint Account as used Material. 
55 
56 (3) Material not used on and moved from the Joint Property 
57 
58 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost of reconditioning, if any. shall be absorbed by the transferring property. 
61 
62 C. Other Used Material 
63 
64 (1) Condition C 
65 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
69 C value plus cost of reconditioning does not exceed Condition B value. 
70 
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overages and shortages, but Operator shali be held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

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



EXHIBIT "D! 

Attached hereto and made a part of that certain Joint Operating Agreement dated November 1, 
1997 by and between The Wiser Oil Company and Shahara Oil, L.L.C. 

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

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

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

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

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

f:\wpdocs\lauri\shahanLexd 



A.A.P.L FORM 610-E - GAS BALANCING AGREEMENT - 1992 AMERICAN ASSOCIATION OF PETROLEUM LANDMEN 
APPROVED FORM A.A.P.I. NO. 610-E 
MAY BE ORDERED DIRECTIY FROM THE PUBLISHER 

1 NOTE: In»tructioni For Use of Gas Balancing KRAFTBILT* P.O. BOX 800 TULSA. OK 74101 
_ ~ " COPYRIGHT 1992 — ALL RIGHTS RESERVED 
2 Agreement MUST be reviewed before finalizing this 
3 document. 
4 
5 
6 
7 EXHIBIT "E" 
8 GAS BALANCING AGREEMENT ("AGREEMENT') 
9 ATTACHED TO AND MADE PART OF THAT CERTAIN 

10 OPERATING AGREEMENT DATED November 1 r 1997 
11 BY AND BETWEEN The Wiser O i l Company , , 
12 AND Shahara O i l . L . L . C . ("OPERATING AGREEMENT") 
13 RELATING TO THE Grayburg J a c k s o n AREA, 
14 L&& COUNTY^BJaSSS, STATE OF New Mexico 
15 
16 1. DEFINITIONS 
17 The following definitions shall apply to this Agreement: 
18 1.01 "Arm's Length Agreement" shall mean any gas sales agreement with an unaffiliated purchaser or any gas sales 
19 agreement with an affiliated purchaser where the sales price and delivery conditions under such agreement are 
20 representative of prices and delivery conditions existing under other similar agreements in the area between 
21 unaffiliated parties at the same time for natural gas of comparable quality and quantity. 
22 1.02 "Balancing Area" shall mean (select one): 
23 (3 each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. If a 
24 single well is completed in two or more producing intervals, each producing interval from which the Gas 
25 production is not commingled in the wellbore shall be considered a separate well. 
26 D all of the acreage and depths subject to the Operating Agreement. 
27 • 
28 
29 
30 
31 1.03 "Full Share of Current Production" shall mean the Percentage Interest of each Party in the Gas actually produced 
32 from the Balancing Area during each month. 
33 1.04 "Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified 
34 as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made 
35 available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by 
36 field equipment operated for the joint account. "Gas" does not include gas used in joint operations, such as for fuel, 
37 recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Balancing Area. 
38 1.05 "Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing Area in excess of its Full 
39 Share of Current Production, whether pursuant to Section 3-3 or Section 4.1 hereof. 
40 1.06 "Mcf shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volume of gas contained in one cubic 
41 foot of space at a standard pressure base and at a standard temperature base. 
42 1.07 "MMBcu" shall mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heat 
43 required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a 
44 constant pressure of 14.73 pounds per square inch absolute. 
45 1.08 "Operator" shall mean the individual or entity designated under the terms of the Operating Agreement or, in the 
46 event this Agreement is not employed in connection with an operating agreement, the individual or entity 
47 designated as the operator of the well(s) located in the Balancing Area. 
48 1.09 "Overproduced Party" shall mean any Party having taken a greater quantity of Gas from the Balancing Area than 
49 the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 
50 1.10 "Overproduction" shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in 
51 the cumulative quantity of all Gas produced from the Balancing Area. 
52 1.11 "Party" shall mean those individuals or entities subject to this Agreement, and their respective heirs, successors, 
53 transferees and assigns. 
54 1.12 "Percentage Interest" shall mean the percentage or decimal interest of each Party in the Gas produced from the 
55 Balancing Area pursuant to the Operating Agreement covering the Balancing Area. 
56 1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners of royalties, overriding 
57 royalties, production payments or similar interests. 
58 1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the Balancing Area than 
59 the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 
60 1.15 "Underproduction" shall mean the deficiency between the cumulative quantity of Gas taken by a Party and its 
61 Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area. "fr 
62 1.16 D (Optional) "Winter Period" shall mean the month(s) of iaf̂  in one 
63 calendar year and the month(s) of —— in the succeeding calendjf year. 

64 2. B A L A N C I N G A R E A pg^ 
65 2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area wi 
66 by separate but identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Bala 
67 measured in (Alternative 1) E Mcfs or (Alternative 2) O MMBtus. 
68 2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject 
69 maximum lawful prices, any Gas not subject to price controls shall be considered as produced from a siifglt Jp»|a 
70 and Gas subject to each maximum lawful price category shall be considered produced from a separate Balangjnj 
71 3. R I G H T O F P A R T I E S T O T A K E GAS \ g | L : 
72 3.1 Each Party desiring to take Gas will notify the Operator, or_causê die J f i f / ^ H i 0 j * - n9S|| <j 
73 nominated, the name of the transporting pipeline and the pipeline contract nû nber 7$ avaMSejftd TO§fr^^S^i^^ ttnĵ ' 
74 to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all] oeroinatiocuandiatbei:: 

- 1 -
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in accordance with each Party's interest in the well 

! requirements. Operator is authorized to deliver the volumes so nominate*/amixogtirraed t if confirmation is required) to tne 
,. . . . . . . proviaea, nowever, tne well is capable o 

2 transporting pipeline in accorajnc^ .with the «rms ot this A.creê nent, _ —e - " 
3 5.2 Each Parry shall make^ereisonMfc?fooa*TSiif^ hTruff^lweof Cuwem^r^c^tfok^Mcf Scr"th? a r t * e 

H exrent that such production is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to 
11 preserve correlative rights, or to maintain oil production. 
t> 5 ? When a Party fails for any reason to take its Full Share of Current Production las such Share mav be reduced by the 

ncnt ot the otner Parties to maice up tor Underproduction JS provided hereini. the other Parties snail be entitled to take anv 
S lias wmch such Para fails to take. Tu tne extent practicable, sucn Gas shall be nude available initiaiiy to eacn Underproduced 

Party in the proportion mat its Percentage interest in the Balancinc Area bears to the total Percentage interests oi all 
'.0 Underproduced Parties desirinc to cane sucn Gas. If all such Gas is not taken bv the Underproduced Parties, tne portion not 

:aken snail then be made available to tne otner Parties in tne proportion mat their respective Percentace interests in the 
'. J Balancinc Area bear to the cotai Percentace Interests oi such Parties. 
i > \ t All Gas taken by a Party in accordance with the provisions ot this Agreement, regardless of whether such Partv is 
11 underproduced or overproduced, shall be regarded JS Gas taken for its own account with title thereto betnc in such taking 
!5 Parry. 
16 55 Notwithstanding the provisions of Section 5.3 hereof, no Overproduced Party shall be entitled in any month to take anv 
17 Gas in excess of three hundred percent j )00 ( r iuf its .Percentage Interest of the Balancing Area s then-current Maximum .. .. . ...... /unless .agreed^ to. by., a l l Partaes hereto^ * ,, maximum 
18 Monthly Availability: provided, however, that tnis limitation snaunot apply to the extent that it would preclude production 
I1) that is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative 
20 rights, or to maintain oil production. "Maximum Monthly Availability" shall mean the maximum average monthly rate of 
21 production at which Gas can be delivered from the Balancing Area, as determined by the Operator, considerinc the maximum 
22 efficient well rate for each well within the Balancinc Area, the maximum allowable!si set by the appropriate reculatory agency. 
23 mode of operation, production facility capabilities and pipeline pressures. 
21 56 in the event that a Parry fails to make arrangements to take its Full Share of Current Production required to be 
2*3 produced to maintain leases in effect, to protect the producing ca£arin£ ô a_ well or reservoir, to preserve correlative rights, or 
26 to maintain oil production, the Operator may sell^ny part of such PanyVr"uu Share of Current Production that such Party fails 
27 to take for the account of such Parry and render to such Party, on a current basis, the full proceeds of the sale, less any 
28 reasonable marketing, compression, treating, gathering or transportation costs incurred directly in connection with the sale of 
29 such Full Share of Current Production, ln making the sale contemplated herein, the Operator shall be obligated only to obtain 
iO such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share anv of its 
31 markets. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are consistent 
32 with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one 
33 year. Notwithstanding the provisions of Article' 3 4 hereof. Gas sold by Operator for a Party under the provisions hereof shall 
34 be deemed to be Gas taken for the account of such Party. 
35 •». IN-KIND BALANCING reasonable n o t i c e 
36 4.1 Effective the first day of, any calender month following/at least t h i r t y <_2P_) days' prior 
37 written notice to the Operator, any t 4 i £ p f t y ^ > a r t y rn^t&ffSak.ng. in addition to us Full Share of Current 
58 Production and any Makeup Gas taken pursuant to Section 3 5 of this Agreement, a share of current production determined 
59 by multiplying t h i r t y - f i v e percent ( i L . %) of the Full Shares of Current Production of all Overproduced Panics by 
40 a fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which 
-tl is the total of the Percentage interests of all Underproduced Parties desiring to take Makeup Gas. In no event will an 
42 Overproduced Party be required to provide more than t h i r t y - f i v e percent t I L . %) of its Full Share of Current 
i3 Production for Makeup Gas. The Operator will promptly notify all Overproduced Parties of the election of an Underproduced 
hi Party to begin taking Makeup Gas. 
15 1 1 n ftftpai—I S*mMmm*l \ l a i i . t m . nn M«lr«..p . flptirtn I \ Mnrmifhcran/tinQ rh. ^rn«..inn^nt^2n^mjL±_jh* 

16 average monthly amount of Makeup Gas taken by an Undgrpmdurgd Party rlnrinrj ilu Willi 11 I mini pniiiiini in Section i I 
•|7 shall not exceed th* 3 W T j f r mnn-Hi iiniilllll I f'-rmr Gas taken by such Underproduced Party during the 
18 eg£ ' ' •!•) mnnihi immtiiiitily prrrrding tht Vmur Prrinrl 
19 4.3 • (Of i»»al S-tanal t, 
50 Overproduced Party will be required to pr"»iHc rnorf rh-~ • [i"""" • of its Full Share 
51 -vt^&imrr^9niSm^%*4LLmf Cm dutifig iwi WTiwm "mod 
52 4.3 IZI (Optional) Notwithstanding any other provision of this Agreement, at such time and for so long as Operator, or 
Ŝ i < insofar as concerns production by the Operatori any Underproduced Party, determines in good faith that an Overproduced 
S i Party has produced all of its share of the ultimately recoverable reserves in the Balancing Area, such Overproduced Partv may 
55 be required to make available for Makeup Gas. upon the demand of the Operator or any Underproduced Party, up to 
V) one hundred patent < 1 0 0 '.1 ) ot such Overproduced Party s Full Share of Current Production. 
57 5. STATEMENT OF GAS BALANCES 
58 5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumeŝ of Gas (hag each 
59 Party is entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within fuMMiYc t m days 
60 after the month uf production, the Operator will furnish a statement for such month showing (1) each Party s Full Share of 
61 Current Production. (2) the total volume of Gas actually taken or sold for each Party's account. (3) the difference between 
62 the volume taken by each Party and that Party's Full Share of Current Production, (4) the Overproduction or 
63 Underproduction of each Party, and (5) other data as recommended by the provisions of the Council of Petroleum 
64 Accountants Societies Bulletin No. 24. as amended or supplemented hereafter. Each Party taking Gas will promptly provide to 
65 the Operator any data required by the Operator for preparation of the statements required hereunder. 
(>6 5.2 If any Party fails to provide the data required herein for four i-t) consecutive production months, the Operator, or 
67 where the Operator has failed to provide data, another Parry, may audit the production and Gas sales and transportation 
68 volumes of the non-reporting Parry to provide the required data. Such audit shall be conducted only after reasonable notice and 
69 Juring normal business hours in the office of the Party whose records are being audited. All costs associated with such audit 
70 will be charged to the amount of the Party fading to provide the required data. 
71 6. PAYMENTS ON PRODUCTION 
72 6.1 Each Party taking Gas shall pay or cause to be paid all production and severance taxes due on all v<^SmWQKDLJ&*i 

73 actually taken by such Party. 
74 6.i D lAketaaaiwe-1 Eatitlam—nt Bath Party ithall pay ar cauta to be piirt ill Royalty due with tatpact ta Royalty 
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• i g w r t rn i r h n m ,r i< ,,v-»..nr-.KU .« ,t e r r . P.irfy w w t . iL in f ir< Full Share •» Cufrcf l t Production arvH nniv .r« F|||| S i r 

tiuwmi Pmiiunion. 
0.2.1 D (Optional fat uw only •xiik Section 6>i—Altaraasiva I F "" , l o "'*" r l ''p"" -•••"«" "TtrTT nf ajtVrr 

taking less than its Full Share of Current Production in a given month ( Current Underproducer i. anv £ a w iJlfulTWirp than 
its Full Share of Current Production in such month t"Current Overproducer'' wijj^piy in fru.li Current L'nderproducer an 
amount each month equal to thc Royaity percentage ot the proceeds-weeTvtaTJythe Current Overproducer ior that portion ot 
:ne Current L'nderproducer s Full Share ntrnrjrnt -PrfinTioinn taken bv tne Current Overproducer: provided, however, mat 
»ucn payment will not nrrcfl rhr ItnTTiTrp'nrnnrr tnat is common to all Royaity burdens in tne Balancinc Area. Pavments 
maae |iii|,sn mi ill uiTs II i IIIIII 0.2.1 will be ueemed payments to the Underproduced Party s Rovaitv owners tor purposes ot 

5»1 lAlternative 2 - Salesi Lach Partv shall pay or cause to be paid Rovaity due witn respect to Rovaity owners to 
•v nom it is accountable based on thc voiume ot Gas actually taken tor its account. 

(> i In the event that any governmental authority requires that Royaity payments be maae on any other basis than tnat 
provided for in this Section o. each Party agrees to make such Royalty payments accordingly, commencing on the effective date 
required by such governmental authority, and the method provided for herein shall be thereby superseded. 

CASH SETTLEMENTS 
".1 Upon the earlier of the piugging and abandonment of the last producing interval in the Balancing Area, the termination 

.it the Operating Agreement or any pooling or unit agreement covering the Balancing Area, or at any time no Gas is taken 
from the Balancing Area for a period of twelve i!2) consecutive months, any Party may give written notice calling for cash 
•.ettlement of the Gas production imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Area. 

" 2 Within sixty (60) days after the notice calling for cash settlement under Section 7.1. the Operator will distribute to each 
Party a Final Gas Settlement Statement detailing the quantity of Overproduction owed by each Overproduced Partv to each 
Underproduced Party and identifying the month to which such Overproduction is attributed, pursuant to the 
methodology set out in Section 7.4. 

•t \ l~l IA \ . I . I i i n;..n. n.- . . , n D„rry <;..,i«.™.r.ri \v/;,h;r. , /w A™< *h* T n-mpr nf ,h* F;™! r.« c^p-u.^.... 

Statement, each Overproduced Party will pay to each Underproduced Party rnriflnrl in iiiililllrnt ilu i|ipin[iiiin i nli 
settlement, accompanied bv appr~prilfr | , L " " ~ r "f payment, the Overproduced Party will notify the 
I J f — — I I * I K * I • •« '.™ty,l»*rm c . . L ~ t k . . r t . . f W . - p r . w W , . , ! P - r - r y , p , y „ , . n , 

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

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

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

" I f ~ l < t I t . — l i i i . 1 M « v » B « f « m S - l I t R « « l T h " i m n t i n t . . . r k . c t t l . ^ , n , . ! ! K , k - « ^ ~ ~ . k . 

received by the Overproduced Parry under an Arm's Length Agreement for the volume of Gas thai iniuifil I Im i pun Im IIIIII 
by the Overproduced Party trom the Balancing Area. For the purpwf <if impli mrHiin^ ilu i nli settlement provision of the 
Section 7, an Overproduced Party will not be niiiiiilinil III Inn |iiiiilniiil any of an Underproduced Party s share of Gas until 
the Overprodiirrrl fnrni lui | ill I I II-IM-I-IY all of its Percentage Interest share of the Gas ultimately produced from the 

" 5 The values used for calculating the cash settlement under Section 7. i will include all proceeds received for the sale of the 
Gas by the Overproduced Party calculated at the Balancing Area, alter deducting any production or severance taxes paid and any 
Royalty actually paid by the Overproduced Party to an Underproduced Party s Royalty ownens), to the extent said payments 
amounted to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression, 
treating, gathering or transportation costs incurred directly in connection with the sale of the Overproduction. 

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

? ! . 1 d t A r * ' " * 1 V ' l " — i " < " « B M M » « I 1 far D p t i n n M P n r r W . r p r r ^ . . ^ i ^ r . p r ^ . « c ~ t < ~ r . k . 

Overproduced Party at a gas processing plant for the extraction of liquid huHmrarhniw rhy fn|| muniuy HI ilii I Im nnuiluniun 
will be valued for purposes of cash settlement at the pnrci rrramil Iiy I Hi' i firrrprnrlnrrrl Party for the sale of the residue gas 
attributable to the Q—rrnrnrHniiii to proceeds attributable to liquid hydrocarbons which may have been 
ewwHW liow the OwtpmdMWwn. 

" 5.2 G3 (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of the 
Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating cash 
settlement will include the proceeds received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from 
the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to 
transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale. 

7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length Agreement, the cash 
settlement will be based on the weighted average price received by the Overproduced Party for any gas sold from the 



A.A.P.L FORM 610-E - GAS BALANCING AGREEMENT - 1992 

s 

C i-n 

Balancinc Area under Arms Leneth Agreements uurini: tne montns to which such Overproduction is attributed. In the event 
that no sales under Arm s Length Agreements A ere made during any such month, the cash settlement tor sucn month will be 
based on the spot sales prices published tor the applicable geographic area during such month in a mutually acceptable pricing 
bulletin. 

" Interest compounded at the rate ot percent i '7 1 per annum or tne maximum iawtul 
rate ot interest applicable to the Balancinc Area, whichever is less, wiil accrue tor all amounts due unaer Section 7 1. beginning 
:he first dav tolkiwinp the'date payment is due pursuant to Section ~ V Such interest shall be borne by tne Operator or anv 
Overrroouced Partv ,n the proportion '^nea^^ie .a ive ^ ^ T s V " ^ M e V e s t 
lontriouted to the accrual ot the interest, i f i t " has r e c e i v e d payment from any Overproduced Par ty 

!0 "S In lieu ot the cash settlement required bv Section " : . an Overproduced Parry may deliver to the Underproduced Partv 
'.'. ..n otter to settle its Overproduction in-kind and at sucn rates, quantities, times and sources as may be agreed upon bv thc 
'.2 Underproduced Parry. If the Parties are unable to agree upon tne manner in which such in-kind settlement gas wilt be 
\'i lurnished within sixty (601 days alter the Overproduced Party s offer to settle in kind, which period mav be extended bv £ * 
I l agreement of said Parties, the Overproduced Party shall make a casn settlement as provided in Section 7.V The making of an * 
15 in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parties 0 1 

16 fail to reach agreement on an in-kind settlement. O £ 
17 " 9 B (Optional - For Balancing Areas Subject to Federal Price Regulation! That portion ot any monies collected by an ft rt 
18 Overproduced Parry for Overproduction which is subiecr to refund by orders of the Federal Energy Regulatory Commission or ^ g' 
19 other governmental authority may be withheld by the Overproduced Party until such prices are fully approved by such ^ 
20 governmental authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced 
21 Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such governmental £ 
22 authority. ' **• 
23 T i n l~l » ~ y « i " " - l l r . r - r . r r . C i c t i B i l a n r i n g l A f m t - r.rrn» r l n n n g thr . r > r m n i r h i « A y » m > n r i m A . - . ^ p ^ ^ l . ^ ^ p j m , 

24 may. in its sole discretion, make cash settlement! s> with the Underproduced Parties covering allor_^aju-OrWwTSH«atTding Gas 
25 imbalance, provided that such settlements must be made with all UnderprodiJcecLP'iiiii s'pfoportionately based on the relative 
26 imbalances of the Underproduced Parties, and provtdedJurjb^cMhar^ucn'seu^ may not be made more often than once 
27 every twenty-four 124) inniiilii 'mi [| mull nirnn «ill be calculated in the same manner provided above for final cash 
28 irrrlrmrnn Th,c Qini|iiiilllii i il I' nnr will provide Operator a detailed accounting of any such cash settlement within thirty (30) 
29 dsqr»^fii*5iiiawiiniiiM II made. 
30 8. TESTING 
31 Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from time to time, to 
32 produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the reasonable deliverability testis) 
33 required by such Party's Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party to 
34 conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only 
35 after t h i r t y (_2Q ) days' prior written notice to the Operator and shall last no longer than 

36 seven <_7_>booxsc days including prior shut-in time. 
37 9. OPERATING COSTS 
38 Nothing in this Agreement shall change or affect anv Parry s obligation to pay its proportionate share of all costs and 
39 liabilities incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operating 
40 Agreement, irrespective of whether any Party is at any time selling and using Gas or whether such sales or use are in 
41 proportion to its Percentage Interest in the Balancing Area. 
42 10. LIQUIDS 
43 The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated 
44 for the pint account in accordance with their Percentage Interests in the Balancing Area. 

45 11. AUDIT RIGHTS 
46 Notwithstanding any provision in this Agreement or any other agreement between the Parties hereto, and further 
47 notwithstanding any termination or cancellation of this Agreement, lor a period of two (2) years from the end of the calendar 
48 year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Parry shall have the right to audit 
49 the records of any other Party regarding quantity, including but not limited to information regarding Btu-content. 
50 Any Underproduced Party shall have the right for a period of two t2) years from the end of the calendar year in which any 
51 cash settlement is received pursuant to Section 7 to audit the records of any Overproduced Party as to all matters concerning 
52 values, including but not limited to information regarding prices and disposition of Gas from the Balancing Area. Any such 
53 audit shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after reasonable 
54 notice, during normal business hours in the office ol the Party whose records are being audited. Each Parry hereto agrees to 
55 maintain records as to the volumes and prices of Gas sold each month and the volumes of Gas used in us own operations. 
56 along with the Royalty paid on any such Gas used by a Party in its own operations. The audit rights provided for in this 
57 Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement. 
58 12. MISCELLANEOUS 
59 12.1 As between the Patties, in the event of any conflict between the provisions of this Agreement and the provisions of 
60 any gas sales contract, or in the event of any conflict between the provisions of this Agreement and the provisions of the 
61 Operating Agreement, the provisions of this Agreement shall govern. 
62 12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against any and all liability for 
63 any claims, which may be asserted by any third party which now or hereafter stands in a contractual relationship with such 
64 indemnifying Party and which arise out of the operation of this Agreement or any activities of such indemnifying Parry under 
65 the provisions of this Agreement, and does further agree to save the other Parties harmless from all judgments or damages 
66 sustained and costs incurred in connection therewith. 
67 12.3 Except as otherwise provided in this Agreement. Operator is authorized to administer the provisions of this 
68 Agreement, but shall have no liability to the other Parties for losses sustained or liability incurred which arise out of or in 
69 connection with the performance of Operator's duties hereunder, except such as may result from Operator s gross negligence or 
70 willful misconduct. Operator shall not be liable to any Underproduced Party for the failure of any Overproduced Party (other 
71 than Operator) to pay any amounts owed pursuant to the terms hereof. 
72 12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remain in force and 
73 effect as to the Balancing Area, and thereafter until the Gas accounts between the Parties are settled in fulL and shall inure to 
74 the benefit of and be binding upon the Parties hereto, and their respective heirs, successors, legal representatives 
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..no assigns, if any. The Parties ncreto acree to cive notice of the existence ot this Agreement to jnv successor in interest ot 
2 -nv sucn Party and to provide tnat any sucn successor shall be bound bv this Agreement, and shall turtner maxe any transfer ot 
> any interest subject to the Operating Agreement, or any part thereot. also subiect to the terms of this Agreement, 
i '.2.5 Unless the context clearly indicates otherwise, words used in the singular include the plural, the plural includes the 
•" -mcuiar. and the neuter uenaer includes the masculine and the feminine 
" -2.0 In the event mat anv Optional provision ol this Agreement is not adopted by the Parties to this Agreement DV a 

ivpeo. printed or nanuwritten indication, sucn provision snail not form a part oi this Agreement, ana no inference shall be 
- v.aue concerning tne intent nt tne Parties in sucn event, in tne event tnat anv Alternative provision ot this Agreement is not 

..: aooptea bv the Parties. Alternative i in eacn sucn instance snaii be ueemea to have Deen adopted ov tne Parties as a result 
'i t anv such omission. In those cases wnere it is indicated tnat an Optional provision may be used oniv it a specific Alternative 

» ic-iecico: II an eiecuon to include said Optional provision snail not ac effective unless tne Alternative in question is selected. 
.2 .nd .II the election to include said Optional provision must be expressly indicated hereon, it beinc understood that the 
i ' -election oi an Alternative either cxpressiv or by default as provided herein shall not. in and of itseu. constitute an election to 
! i ::iciude an associated Optional provision 
I* '.2.7 This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing nerein shall be construed 
l(> <>r interpreted as creating any rights in any person or entity not a signatory hereto, or as being a stipulation in favor of any 
r >uch person or entity. 
18 !2.8 If contemporaneously with this Agreement becoming effective, or thereafter, any Party requests that any other Party 
I'l execute an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and 
20 submits same for execution in recordable form, such memorandum or notice shall be duly executed by the Party to which such 
21 request is made and delivered promptly thereatter to the Party making the request. Upon receipt, the Party making the request 
22 shall cause the memorandum or notice to be duly recorded in the appropriate real property or other records affecting the 
2 i Balancing Area. 
21 12.9 In the event internal Revenue Service regulations require a uniform method of computing taxable income bv all 
25 Parties, each Party agrees to compute and report income to the Internal Revenue Service (select one. Q as ti such Pany mtie 
1 6 i i M i n g , . f L 'u l l C .hrw« i l l r i . r r - n r P r i v r l u r - f i n n . l i . r . n j a - . r r i r » U i n t r i v p . r . , U i n v r n n l w . u / i r h t i . A r - f . , . U , . „ r . c , n . n ( „ r T , ( T ~ . t 

27 retan in aniitlamani method tax irwmpuiananti or &3 based on the quantity of Gas taken for its account in accordance with 
23 such regulations, insofar as same relate to sales method tax computations. 
29 13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 
M) IVI Subiect to the provisions of Sections IV2 (if elected) and 1V3 hereof, and notwithstanding anything in this Agreement 
s| or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange or other transfer) any of its 
52 working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party, the assignment or other 
33 aa of transfer shall, insofar as the Panies hereto are concerned, include all interest of the assigning or transferring Party in the 
34 Gas. all rights to receive or obligations to provide or take Makeup Gas and all rights to receive or obligations to make any 
35 monetary payment which may ultimately be due hereunder, as applicable. Operator and each of the other Parties hereto shall 
36 thereafter treat the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other 
37 transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be entitled, and shall 
58 cause its assignee or other transferee to assume its obligations hereunder. 
3 9 U 1 f ~ l t r y r « . L C . « l l . » « n . l i p , ! . . 1 t r . g r . r r , . r , . l M . . t . . i . r r . c . ^ r . r ( i n j • . r . y . h . r . j . r , . h i . A g r — ^ f m • , „ , l . . j ; n j y . 

40 limited to the provisions of Sea ion 131 hereof) or in the Operating Agreement to the contrary, and subject to thensovuions 
H I of Section 13-3 hereof, in the event an Overproduced Party intends to sell, assign, exchange or otherwise transfer any of its 
•I2 interest in a Balancing Area, such Overproduced Party shall notify in writing the other working interest owners who are 
•i5 Panies hereto in such Balancing Area of such fact at least (__^T*days prior to closing the 
•H transaction. Thereafter, any Underproduced Parry may demand from such Ovecprtiauced Party in writing, within 
|5 i ) days after receipt of the Overprwiuced^PSftys notice, a cash settlement of its 
K> Underproduction from the Balancing Area. The Operator shall be notifjeaKit any such demand and ol any cash settlement 
17 pursuant to this Section I i. and the Overproduction and Underprocutcfion ot each Party shall be adjusted accordingly. Any cash 

H8 settlement pursuant to this Section 13 shall be paid by theGvefproduced Party on or before the earlier to occur II) of sixty (60) 
i") vljvs alter receipt of the Underproduced Party s clcpaanu or <iu at the closing of the transaction in which the Overproduced 
50 Party sells, assigns, exchanges or otherwiseitptislers its interest in a Balancing Area on the same basis as otherwise set forth in 
".I Sections 7.3 through 7.6 hereof. and>Wlrbear interest at the rate set forth in Section 7 7 hereof, beginning sixty (60) days 
52 after the Overproduced Parrv^saleT assignment, exchange or transfer of its interest in the Balancing Atea for any amounts not 
v> pjid Provided, howeveavifany Underproduced Party does not so demand such cash settlement ot its Underproduction from the 
* i Balancing Area^Such Underproduced Party shall look exclusively to the assignee or other successor in interest ol thc 
S*) Overproduced Party giving notice hereunder lor the satisfaction of such Underproduced Party's Underproduction in accordance 
56 warniha priwuiunt of Section 13 I haraoi. 
5? 13.3 The provisions of this Section 15 shall not be applicable in the event any Party mortgages its interest or disposes of its 
58 interest by merger, reorganization, consolidation or sale of substantially all of its assets to a subsidiary or parent company, or to 
59 any company in which any parent or subsidiary ol such Party owns a maiority of the stock of such company. 
60 I i OTHER PROVISIONS 
61 

See attachment. 
62 

63 

64 
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mi 
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68 
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70 

71 

72 
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74 



14. OTHER PROVISIONS 

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

14.2 In the event any Party feels a Party has produced more than its share of recoverable 
reserves and wants to prohibit said Party from selling additional gas, the Party shall 
notify the Operator, including its estimate of remaining recoverable reserves. The 
Operator shall notify all other Parties. If Parties concur with the recoverable reserve 
estimate, said Overproduced Party shall be prohibited from selling gas until the 
Overproduced Party is back in balance. If the Parties cannot agree on the remaining 
recoverable reserves, the Operator shall retain an independent reservoir engineer, 
experienced and competent in the geographical areas of the well(s) in question, to 
compute the reserves. Its decision shall be final. Costs incurred by the independent 
engineer shall be borne by the Parties hereto. 

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

(GBA) 
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1 15. COUNTERPARTS 
2 Thii Agreement may be executed in counterparts, eacn or which when taken with all other counterparts shall constitute 
5 a binding agreement between the Parties hereto: provided, however, that it a Party or Parties owning a Percentage Interest in 
•» the Balancing Area equal to or greater than a . percent i .7 > therein tailisi to execute :ms 
* Agreement on or before - . :his Agreement snail not be bindine upon any Partv and shail be ot 
o no further torce and effect. 

IN WITNESS WHEREOF. :his .Agreement snail b? effective as ot the Jay of 
'* 

i 

IJ ATTEST OR WITNESS: OPERATOR 

BY: 

U 

15 

16 

17 

18 

19 

20 

21 

22 

2} 

21 

25 

26 

27 

28 

29 

50 

si 

\ S 

51 

55 

Type or print name 

Title 

Date 

Tax ID or S.S. N'o. 

NON-OPERATORS 

]trMlA rDu-. LLC-

BY: 

Type or print name 

Title £^£<TiA.TiOfc QfVlCC-P-

Date 

Tax ID or S.S. N'o. 

._ BY. 

Type or print name 

Title 

Date 

Tax ID or S.S. No. 

56 

*8 

il) 
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1 ACKNOWLEDGMENTS 

2 Note: The following'forms or ac-knowiedcment are tne short forms approved by the Uniform Law on Notarial Acts. The 

; validity and effect ot these forms in any state wiil depend upon tne statutes ot that state. 

i 

5 Individual acknowiedement: 

•< >tate m . 

X (ountv of 

9 This instrument was acknowicdeed before me on 

!0 by 

11 

12 Seal, if anvi 

Title tand Rankt 

I-i My commission expires: 

15 

16 Acknowledgment in representative capacity: • 

17 State of > 

18 ) ss. 

19 Countv of j 

20 This instrument was acknowledged before me on 

21 by 

22 ot 

1\ (Seal, if anvi 

2 i Title tand Rank) 

My commission expires 

26 

27 

28 

29 

U 



EXHIBIT "F" 

Attached hereto and made a part of that certain Joint Operating Agreement dated November 1, 
1997, by and between The Wiser Oil Company and Shahara Oil, L.L.C. 

EQUAL EMPLOYMENT OPPORTUNITY AND 
NON-DISCRIMINATION SUPPLEMENT 

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

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

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

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

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

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

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

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

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

1 



Contractor may request the United States to enter into such litigation to protect the interests of 
the United States. 

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

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

2 
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I OPERATING AGREEMENT 
I Tl HS AGRIiliMliNT. cntcicd into Ity ami between SHAHARA O I L , L L C 

\ hctcinaficr designated ami identil to as "Ojivraitti," ami llie sigtiaimy party nr parties oilier than ()|>ciaior. sometimes 
•I Itcicinaftcr referred to individually as "Nnii-0|iciat»r." and collectively as "Non-Operators." 

5 WITNESSETH: 
(t WIIP.RliAS. ilic panics to this agreement arc owners of Oil and Gas Leases ami/or Oil ami Gas Interests in the land 
7 identified in lixliiliit "A," ami tlie parlies hereto have reached an agreement to explore ami develop these Leases ami/or Oil 
H atiil tias Interests for the prndutlinn of Oil ami Gas 10 llic extent and as hereinafter proviilctl, 
» NOW. TlinilJsTOKI:, it is s«rc«l as follows: 

10 ARTICLE I. 
11 DEFINITIONS 
I.' As used in this agreement, the following words and terms shall have the meanings here ascribed io them: 
\\ A. The term "AIP." shall mean an Authority for Expenditure prepared by a parly m this agreement for the purpose of 
M rsiimaiing the costs lo lie incurred in conducting an o|icration hereunder. 

15 D. The term "Completion" or "Complete" shall menu a single <>|>cratioti intended io complete a well as a producer of Oil 
16 and lis* in one or more Zones, including, but not limited in, the setting of production casing, perforating, well stimulation 
17 and production testing conducted in such operation. 
lit C. The term "Contract Aica" shall mean all of the lands, Oil ami Gas Leases and/or Oil and Cias Interests intended to be 
IV ilcvclo|ied and operated for Oil and Cias |turposcs under this agreement. Such lands, Oil and Gas (.cases and Oil and Cias 
20 Interests are described in Exhibit "A." 
21 I). The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below the deepest 
11 Zone in which the well was previously drilled, or below tlie Deepest Zone proposed in the associated AFfi, whichever is (lie 
2) lesser. 
24 E. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its shaie of the 
25 cost of any titration conducted under the provisions nf this agreement. 

)(\ l\ The term 'TliilliiM« Unit" shall mean ilic area fixed Ior the drilling of one well by order or rule of any state or federal 
27 liody having authority. If a Drilling Unit is noi fixed Iiy any such rule or order, a Drilling Unit shall be die drilling unit as 
2ft established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 
/}) G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is tn he 

30 located. 
U II. The term "Initial WeU" shall mean the well required to be drilled by the parties hereto as provided in Article VI.A. 
32 I. Hie term "Non-Consent WcH" shall mean a well in which less than all parties have conducted an opeiatinn as 
33 provided in Article VI.P..2. 
34 J. Hie terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not io participate in a 
3) proposed operation. 
36 K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid nr gaseous 
37 hydrocarbons and oilier marketable substances produced therewith, unless an intent to limit the inclusivcness of this term is 
38 specifically stated. 
39 I . The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying within the Contract Area which are owned by parties to this agreement. 
41 M. Hie terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oil and gas leases or interests therein 
42 covering tracts of land lying within the Contract Area which arc owned by the parties to this agreement. 
43 N. lhe term "Plug Hack" shall mean a single operation whereby a deeper Zone is abandoned in order to attempt a 
44 Completion in a shallower Zone. 
4) O. The term "Recompletion" or "Recomplete" shall mean an operation whereby a Completion in one Zone is abandoned 
46 in order to attempt a Completion in a different Zone within thc existing wellbore. 
47 I'. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure, 
4R restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include, but 
4" ate mil limited to, well stimulation operations but exclude any routine tcpair or maintenance work or drilling, Sidetracking, 
5(1 Deepening, Completing, Recompleting, or Plugging Dack of a well. 

51 Q. The term "Sidetrack" shall mean the directional control and intentional deviation of a well from vertical so is to 
32 change the bottom hole location unless done lo straighten the hole or to drill around junk in the hole tn overcome other 
53 mechanical difficulties. 
54 R. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other common accumulation of Oil and Gas. 
56 Unless the context otherwise clearly indicates, words used in thc singular include the plural, lhe word "person" includes 
57 natural ami artificial persons, the plural includes the singular, and any gender includes lhe masculine, feminine, and neuter. 
58 ARTICLE II. 
59 EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
61 X Exhibit "A," shall include the following information: 
Ci2 (I) Description of lands subject to this agreement, 
C\ (2) Restrictions, if any, as to depths, formations, or substances, 
(Vi (3) Parties to agreement with addresses and telephone numbers for notice purposes, 
C>5 (4) Percentages or fractional interests of parties tu this agreement, 
66 (5) Oil ami Gas Ixases and/or Oil and Gas Interests subject to this agreement, 
67 (6) Dutdens on production. 

68 D. Exhibit "D," Form of Lease. 
69 X Q_ Exhibit "C," Accounting Procedure. 
70 D. Exhibit "D," Insurance. 
7t IL Exhibit "1!." Gas Balancing Agreement. 
72 F. Exhibit "l : ," Non-Discrimination and Certification of Non-Segregated Facilities. 
73 G. Exhibit "G," Tax Partnership. 
74 11. Other: 
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1 If any provision of any exhibit, except Exhibits "E," "F" and "G," is inconsistent with any provision contained in 
2 the body of this agreement, the provisions in the body of this agreement shall prevail 
3 ARTICLE III. 
4 INTERESTS OF PARTIES 
5 A. Oil and Gas Interests: 
6 If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this 
7 agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B," 
8 and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder. 
9 B. Interests of Parties in Costs and Production: 

10 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 
11 and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their 
12 interests are set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the 
13 Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. 
14 

15 
16 
17 
18 
19 
2 0 Operator shall pay or deliver, or cause to be paid or delivered, all burdens on production, 
2j\ specifically including any royalty, overriding royalty or production payment(s). 
23 
24 
25 

26 No party shall ever be responsible, on a price basis higher than the price received by such party,, to any other party's 
27 Lessor or rovaity owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher 
28 price basis, the party contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 
29 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby, 
30 and in the event two or more parties contribute to this agreement jointly owned Leases, the parties* undivided interests in 
31 said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 
32 C. Subsequently Created Interests: 
33 If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security 
34 for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production 
35 payment, net profits interest, assignment of production or other burden payable out of production attributable to its working 
36 interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Further, if any party has contributed 
37 hereto a Lease or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden 
38 payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A," such 
39 burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's 
40 Lease or Interest to exceed the amount stipulated in Article III.B. above. 
41 The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Party") shall assume and 
42 alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other 
43 panics from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses 
44 chargeable hereunder, all provisions of Article VII.B. shall be enforceable against the Subsequently Created Interest in the 
45 same manner as they ate enforceable against the working interest of the Burdened Parry. If the Burdened Patty is tequited 
46 under this agreement to assign or relinquish to any other party, or parties, all or a portion of its working interest and/or the 
47 production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of 
48 said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or 
49 parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest. 
50 ARTICLE IV. 
51 TITLES 
52 A. Title Examination: 
53 Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and, 
54 if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire 
55 Drilling Unit, or maximum anticipated Drilling Unir, of the well. The opinion will include the ownership of the working 
56 interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contributing 
57 Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 
58 all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of 
59 charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the 
60 examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 
61 by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in 
62 procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty 
63 opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the Drilling 
64 Parties in the proportion that the interest of each Drilling Party bears to the total interest of ail Drilling Parties as such 
65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys ot otherfpersonnel 
66 in the performance of the above functions. u. | 
67 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in 
68 connection with Leases or Oil and Gas Interests contributed by such parry. Operator shall be responsible for the:preparation 
69 and recording of pooling designations or declarations and communitization agreements as well as the conduct of hearings 
70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessaty;or., appropriate to 
71 the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf afsucn' hearings. 
72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings before.goyffllftvtntaI 
73 agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direcf1 

74 charges to the joint account and shall not be covered by the administrative overhead charges as provided in Efliibjt^&l. 
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1 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
2 functions. 

3 No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has 
4 been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by 
5 all of the Drilling Parties in such welL 
6 B. Loss or Failure of Tide: 

7 1. Failure of Title: Should any Oil and Gas Interest or Oil and Gas Lease be lost through failure of title, which results in a 
8 reduction of interest from that shown on Exhibit "A," the party credited with contributing the affected Lease or Interest 
9 (including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title 

10 failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject 
11 to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining OU and Gas 
12 Leases and Interests; and, 
13 (a) The party credited with contributing the Oil and Gas Lease or Interest affected by the title failure (including, if 
14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from 
15 Operator ot the other panies any development or operating costs which it may have previously paid or incurred, but there 
16 shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
17 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the 
18 Lease or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall be revised on an acreage 
19 basis, as of the time it is determined finally that title failure has occurred; so that the interest of the party whose Lease or 
20 Interest is affected by the tide failure will thereafter be reduced in the Contract Area by the amount of the Lease or Interest failed; 
21 (c) If the proportionate interest of the other parties hereto in any producing well previously drilled on the Contract 
22 Area is increased by reason of the title failure, the party who bore the costs incurred in connection with such well attributable 
23 to the Lease ot Interest which has failed shall receive the proceeds attributable to the increase in such interest (less cosu and 
24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 
25 attributable to such failed Lease or Interest; 

26 (d) Should any person not a party to this agreement, who is determined to be the owner of any Lease or Interest 
27 which has failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid 
28 to the party or parties who bore the costs which are so refunded; 
29 (e) Any liability to account to a person not a parry to this agreement for prior production of Oil and Gas which arises 
30 by reason of title failure shall be borne severally by each party (including a predecessor to a current party) who received 
31 production for which such accounting is required based on the amount of such production received, and each such parry shall 
32 severally indemnify, defend and hold harmless all other parties hereto for any such liability to account; 
33 (0 No charge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of 
34 the Lease or Interest claimed to have failed, but if the parry contributing such Lease or Interest hereto elects to defend its title 
35 it shall bear all expenses in connection therewith; and 
36 0j) If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an 
37 interest in the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remainder 
38 of the Contract Area shall be considered a Failure of Title as to such remaining Contract Area unless that absence of tnterest 
39 is reflected on Exhibit "A." 
40 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
41 payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas 

42 Lease or Interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary 
43 liability against the parry who failed to make such payment. Unless the party who failed to make the required payment 
44 secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure to make 
45 proper payment, which acquisition will not be subject to Article VIII.B., the interests of the parties reflected on Exhibit "A" 
46 shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the parry 
47 who failed to make proper payment will no longer be credited with an interest in the Contract Area on account of ownership 
48 of the Lease or Interest which has terminated. If the party who failed to make the required payment shall not have been fully 
49 reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest, 
50 calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or Interest, 
51 it shall be reimbursed for unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole 
52 previously drilled or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
53 (a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease 
54 burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or 
55 Interest, on an acreage basis, up to the amount of unrecovered costs; 
56 (b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed 
57 to make payment, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafter produced and 
58 marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination, 
59 would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties 
61 in proportion to their respective interests reflected on Exhibit "A"; and, ^* 
62 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner 
63 of the Lease or Interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
64 3- Other Losses: All losses of Leases dr Interests committed to this agreement, other than those set forth in.Articles 
65 IV.B.I, and 1V.B.2. above, shall be joint losses and shall be borne by all parties in proportion to theit interests shown on 
66 Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 
67 express or implied covenants have not been performed (other than performance which requires only the payment of̂ money), 
68 and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shall be no 
69 readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. * ' -\ 
70 4. Curing Title: In the event of a Failure of Title under Article IV.B.l. or a loss of title under Article 1V.B.2. above, any 
71 Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) durirMĵ inê .ninety 
72 (90) day period provided by Article IV.B.l. and Article IV.B.2. above covering all or a portion of the interest thatyj^>failed 
73 or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Artide yin.B. 

74 shall not apply to such acquisition. . -»..».,..<I.>I-I 
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1 ARTICLE V. 
2 OPERATOR 
3 A. Designation and Responsibilities of 0|<erntur: 
4 SHAHARA O I L , L L C shall he die Operator of the Contract Area, and shall condua 
5 ami direct ami have full control of all operations on the Contract Area as permitted and required by, and within the limits of 
6 this agreement. In its pcrfnrmamc of services hereunder for the Non-Operators, Operator shall he an independent contractor 
/ not subject to the control or direct ion of the Non-Operators except as to the type of operation to be undertaken in accordance 
II with the election procedures contained in this agreement. 0|>craior shall not be deemed, or hold itself out as, (he agent of the 
9 Non-Operators with authority to hind them to any obligation or liability assumed or incurred by Operator as tn any third 

Id party. Operator shall conduct its attivitics under this agreement as a reasonable prudent operator, in a good and workmanlike 
I < manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 
12 regulation, bur in no event shall it have any liability as Operator lo the other parties for losses sustained or liabilities incurred 
I 3 except such as may result from gross negligence or willful misconduct. 

M H. Resignation nr Removal of Operator and Selection of Successor: 
IS I. Resignation or Removal of Operator: ()|>craior may resign at any time by giving wrirten notice thereof lo Non-Opcralors. 
Id If ()|>cramr terminates its legal existence, no longer owns an interest hereunder in tlie Contract Area, or is no longer capable of 
17 serving as 0|>crator, Operator sliall he di-cmcd io have resigned without any action by Non-Operators, except lhe selection of a 
IH successor. ()|<erator may he removed only for good cause by thc affirmative vote of Non-Operators owning a majority interest 
IV based on ownership as shown on Hxhihit "A" remaining after excluding the voting interest of Operator; such vote shall not be 
2(1 deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 
21 Operator has failed to cure thc default within thirty (30) days from its receipt of the notice or, if the default concerns an 
22 iteration then being conducted, within forty-eight (4R) hours of its receipt of the notice. For purposes hereof, "good cause" shall 
23 mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 
21 o|>cration contained in Article V.A. or material failure or inability to |>crforin its obligations under this agreement. 
25 Subject to Article VII.D.I., such resignation or removal shall not become effective until 7:00 o'clock A.M. on lhe first 
26 day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator 
27 or action by the Non-Operators ro remove Operator, unless a successor Operator has been selected and assumes the duties of 
28 Operator at an earlier dale. O|>craior, after effective dale of resignation or removal, shall be bound by the terms hereof as a 
29 Nun-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 
30 subsidiary, parent nr successor corporation shall not be the basis for removal of Operator. 
31 2. Selection uf Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected hy thc panics. The successor Operator shall be selected from the parties owning an 
33 iniercst in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by thc 
34 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A"; 
35 provided, however, if an Operator which lias been removed or is deemed to have resigned fails to vote or votes only to 
36 succeed itself, the successor O|>crator shall be selected by the affirmative vote of the party or parties owning a majority 
37 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was 
3R removed or resigned, 'die former Operator shall promptly deliver to the successor Operator all records and data relating to 
39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 

41 account. 
42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
43 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 
45 Ntin-()|«crators and 0|>erator shall comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in 
47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 

48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 

49 require thc approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A." In 
50 the event there arc only two (2) parties to this agreement, during the period of time the operating committee controls 
51 iterations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 
52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 
53 committee without regard for their interest in the Contract Area based on Exhibit "A." 

54 C. Employees and Contractors: 
55 Tlie number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 
56 hours of labor ami the compensation for services performed shall be determined by Operator, and all such employees or 
57 contractors shall be the employees or contractors of Operator. 
58 D. Rights and Duties of Ofierator: 
59 |. Competitive Rates and Use uf Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 
60 uintract basis at the usual rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in 
61 ihe drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of sucA charges 
62 sliall he nj»recti II|HIO by ilic panics in writing before drilling operations arc commcncctl, and such work shall be performed by 
63 Operator under the same terms and conditions as are customary and usual iu the area in contracts of independent contractors 
64 who arc doing work uf a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 
65 shall he performed or supplied at competitive rates, pursuant to written agreement, and in accordance with cui'toms and 
66 standards prevailing in the industry. |(L. j 
67 2. Discharge of loint Account Obligations: Except as herein otherwise specifically provided. Operator shall promptly pay 
68 and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement arid shall 
69 charge each of the parties hereto with their respective proportionate shares upon the expense basis provided jt^ Exhibit "C." 
70 Operator shall keep an accurate record of ihe joint account hereunder, showing expenses incurred and (charges •'nel Jredits 
71 made and receivetl. -Ĵ '<UM 
72 3- Ptutcction Itom Liens: Operator sliall pay, or cause to be paid, as and when they become due and ppjj'ai&Ul't̂ l̂ B&nts 
73 of contractors and suppliers ami wages ami salaries for services rendered or performed, and for materials supplied 6h,' (ti dt IA 
74 respect of ihe Contract Area or any operations for the joint account thereof, and shall keep the Contract, Area ,free. from 
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1 liens and enatmbtanoes resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 
2 materials supplied. 

3 4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the 
5 Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 
6 used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Article VII.B. Nothing io this paragraph shall be construed to establish a fiduciary relationship between Operator 
8 and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 
9 this paragraph shali require the maintenance by Operator of separate accounts for the funds of Non-Operators uniess the 

10 panies otherwise specifically agree. 
11 5. Access to Contract Area and Records: Operator shall except as otherwise provided herein, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 
13 all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 
14 operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 
15 rights shall not be exercised in a manner interfering with Operator's condua of an operation hereunder and shali not obligate 
16 Operator to furnish any geologic or geophysical dan of an interpretive nature unless the cost of preparation of such 
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any 
18 and all reports and information obtained by Operator in connection with production and related items, including, without 
19 limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 
21 information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be conducted in accordance with the audit protocol specified in Exhibit "C" 
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 
24 each requesting Non-Operator not in default of its payment obligations, all opetational notices, reports or applications 
25 required to be filed by local. State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 
26 Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings. 
27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 
28 limited to the Initial Well: 
29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which 
30 drilling operations are cocometvcecL 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operanons on the well 
32 as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 
33 (c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 
34 Oil and Gas ia paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted 
33 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs 
37 incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder. Operator shall comply with the workers 
40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall 
42 be as provided in Exhibit " C Operator shall also carry ot provide insurance for the benefit of the joint account of the parties 
43 as outlined in Exhibit "D" attached herein and made a pan hereof. Operator shall require all contractors engaged in work on 
44 or for the Cootraa Area to comply with the workers compensation law of the state where the operations are being conducted 
45 and to maintain such other insurance as Operator may require. 
46 In the event automobile liability insurance is specified in said Exhibit "D," or subsequently receives the approval of the 
47 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's aummothre 

48 equipment. 
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* l A R T I C L E V T . 
62 
63 DRILLING AHD DEVELOPMENT 
64 
65 
66 
67 
68 
69 B. Subsequent Operations: . j w \ S*\ 
70 1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Area other than theUrdtial •WeU, or 
71 if any party should desire to Rework, Sidetrack. Deepen. Recomplete or Plug Back a dry hole or a well no longer APtble of 
72 producing in paying quantities in which such party has not otherwise relinquished its interest in the proposedj 
73 this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shafl give written 
74 notice of the proposed operation to the parties who have not otherwise relinquished their interest in such tibjectwe Zone 
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I under this agreement and m all other panies in i l ic case nf a prn|iosal for Sidetracking or Deepening, specifying thc work lo be 

' performed, i l ic locaiioii, pio|<osiil depth, objective / o n e and ihe csl imaicd cost of thc operation. T l ie parties lo whom such a 

\ no i i t c is delivered shall have thir ty (V I ) days after te i c ip i of the notice w i th in which to noti fy the party proposing to do lhe work 

I whether thry ck-ct to participate in the tost of the proposed opcrarion. If a dr i l l ing r ig is «>n location, notice of a proposal to 

1 l l t -work. Sidetrack, Rccnmpk-io. Plug Mark or Dte|<cn may I K given by tclcpl ione and thc response period shall be l imited to forty-

<• eight ( IH) hours, exclusive of Saturday. Sunday and legal holidays. Failure of a party to w h o m such notice is delivered to reply 

1 w i th in the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. 

H Any proposal hy a |«iny lo londmr an oj ietat io i i confl ict ing w i th the o|<eraiion init ial ly proposed shall be delivered io all parties 

V w i th in thc t ime and in the manner provided iu Art ic le V I 11.6. 

10 If al l parl ies lo w h o m such no i i t c is del ivered elect l o part icipate in such a proposed operat ion, the parties shall be 

11 tou t taenia Hy commit led to part ic ipate there in prov ided such t i t r a t i o n s arc commenced w i t h i n the t ime period hereafter set 

I . ' f o r t h , and Operator shal l , no later than ninety (90) 'lays after exp i ra t ion of the notice per iod of th i r ty (30) days (or as 

11 p romp i l y as practicable af ter thc exp i ra t ion of ihe for ty-eight ('(H) hour per iod when a d r i l l i ng r ig is o n location, as the case 

11 may he) , actually commence the pro|<osetl operat ion and thereafter complete it w i t h due dil igence at the risk and expense of 

I") the parties par t ic ipat ing the re in ; prov ided, however, said commencement date may be extended upon wr i t t en notice of same 

16 by Opcraror lo the o ther part ies, for a | icr iod of up lo th i r t y (30) addi t ional days if, i n the sole op in i on of Operator, such 

1 / addit ional l ime is reasonably necessary to obta in |>crmits f r o m governmenta l author i t ies, surface r ights ( inc luding rights-of-

IH way) or appropr iate d r i l l i n g equ ipment , or to complete t i t le examinat ion or curat ive mat ter required for t i t le approval or 

I') acceptance. If the actual operat ion has not been commenced w i t h i n thc t ime provided ( inc lud ing any extension thereof as 

20 s| ict i f ical ly permi t ted here in or in thc force majeure provis ions o f Ar t ic le X I ) and i f any party hereto s t i l l desires to conduct 

21 said operat ion, wr i t t en notice propos ing same must be resubmit ted to the o thcr parties in accordance herewi th as if no pr io r 

11 proposal hail been made. Those part ies that d id not part ic ipate in the d r i l l i ng of a wel l for wh ich a proposal to Deepen or 

23 Sidetrack is made hereunder shal l , if such part ies desire ro part ic ipate in the proposed Deepening or Sidetracking operat ion, 

21 reimburse the D r i l l i n g Parties in accordance w i t h Ar t ic le VI.11.4. in the event o f a Deepening operat ion and in accordance 

23 w i t h Ar t ic le VI.D.5. in thc event o f a Sidetracking operat ion. 

26 2. Operat ions by Less T h a n A l l Part ies: 

27 (a) De te rmina t ion o f Par t ic ipat ion. If any party to w h o m such notice is del ivered as provided in Ar t ic le V I . B . l . o r 

7H V I C l . (Op t i on No . 2) elects not to part ic ipate in the proposed opera t ion , then, in order to be ent i t led to the benefits of this 

>') Ar t ic le , thc party or part ies g i v ing thc notice and such o ther parties as shall elect to part ic ipate in the operat ion shal l , no 

10 later than ninety (90) days af ter the exp i ra t ion of the notice per iod o f th i r ty (30) days (or as p romp t l y as practicable after the 

31 exp i ra t ion of the for ty-e ight ('18) hour per iod when a d r i l l i n g r ig is on locat ion, as the case may be) actually commence the 

32 promised operat ion and complete it w i t h due di l igence. Opera tor shall pe r fo rm al l wo rk for the account of the Consenting 

33 Parties; provided, however, i f no d r i l l i n g r ig or o ther equ ipment is o n locat ion, and i f Opera tor is a Non-Consent ing Party, 

34 ihe Consent ing Parties shal l c i ther : ( i ) request Operator to pe r fo rm ihe work required by such proposed operat ion for the 

V i account of the Consent ing Parties, or ( i i ) designate one o f the Consent ing Parties as Operator to pe r fo rm such work . The 

36 r ights and duties granted to and imposed upon ihe Operator under th is agreement are granted to and imposed upon the party 

37 designated as Operator for an opera t ion in wh ich the o r ig ina l Operator is a Non-Consent ing Party. Consent ing Parties, when 

3R conduct ing operat ions o n the Contract Area pursuant to th is Ar t i c le VI.B.2., shal l comply w i t h al l terms and condit ions of this 

39 agreement. 

40 I f less than all parties approve any proposed operat ion, the proposing party, immediately after the expirat ion o f the 

41 applicable notice |>eriod, shall advise all Parties of the total interest o f the parties approv ing such operat ion and its 

42 recommendation as to whether the Consent ing Parties should proceed w i t h the operat ion as proposed. Each Consenting Party, 

43 w i t h i n forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery o f such notice, shall advise the 

44 proposing party of its desire to ( i ) l im i t part ic ipat ion to such party's interest as shown on Exhibi t " A " o t ( i i ) carry only its 

45 proport ionate part (determined by d iv id ing such party's interest in the Contract Area by the interests o f al l Consenting Panies in 

46 the Contract Area) of Non-Consent ing Parties' interests, or ( i i i ) carry its proport ionate part (determined as provided in ( i i ) ) o f 

47 Non-Consent ing Parties' interests together w i t h al l o r a por t ion of its proport ionate part o f any Non-Consent ing Parties' 

4R interests that any Consent ing Patty d id not elect to take. Any interest of Non-Consent ing Parties that is not carried by a 

49 Consent ing Party shall he deemed to be carr ied by the party proposing the operat ion i f such par ty does not w i thdraw its 

5(1 pro|H>sal. Failure to advise the p ropos ing party w i t h i n the t ime required shal l be deemed an elect ion under ( i ) . I n the event a 

51 d r i l l i ng r ig is on locat ion, not ice may be g iven by te lephone, and the t ime permi t ted for such a response shall not exceed a 

52 total of forty-eight (4H) hours (exclusive o f Saturday, Sunday and legal hol idays). T h e proposing party, at its elect ion, may 

53 w i thdraw such proposal i f there is less than 100% par t ic ipat ion and shal l not i fy al l part ies o f such decision w i t h i n ten (10) 

54 tlays, or w i t h i n twenty- four (24) hours i f a d r i l l i n g r i g is o n locat ion, f o l l ow ing exp i ra t ion o f the applicable response per iod. 

53 If 100% subscript ion to the proposed opera t ion is obta ined, the propos ing party shal l p romp t l y no t j f y the Consent ing Parties 

56 of the i r propor t ionate interests iu thc opera t ion and the par ty serv ing as Operator shall commence such operat ion w i t h i n the 

57 period provided in Ar t i c le V I . B . l . , subject to the same extension r ight as prov ided there in . 

5R (b) Rel inquishment o f Interest for Non-Par t i c ipa t ion . H i e en t i te cost and risk o f conduct ing such operations shall be 

59 borne by the Consent ing Pan ics i n the p ropor t ions they have elected to bear same under the terms of the preceding 

60 paragraph. Consenting Parties shal l keep the leasehold estates invo lved in such operat ions free and clear of al l liens and 

61 encumbrances of every k i nd created by or ar is ing f r o m the operat ions of the Consent ing Parties. I f such an operat ion results 

62 in a dry hole, then subject to Ar t ic les VI.B.6. and VI.E.3. , the Consent ing Parties shall p lug and abandon the we l l add restore 

63 the surface location at the i r sole cost, r isk and expense; prov ided, however, that those Non-Consent ing Parties that 

64 part icipated in the d r i l l i n g . Deepen ing or Sidetracking o f the we l l shal l remain l iable for , and shal l pay, their propor t ionate 

65 shares of the cost of p lugg ing and abandoning the we l l and restor ing the surface location insofar on ly as those costs' were not 

66 increased by the subsequent operat ions o f the Consent ing Parties. I f any we l l d r i l led , Reworked, Sidetracked, Deepened, 

67 Recompleted or Plugged Rack under the prov is ions o f th is Ar t i c le results in a we l l capable of producing O i l and /d r 'Gas i n 

68 paying quanti t ies, thc Consent ing Parties shal l Comple te and equip the we l l to produce at their sole cost and risk) and the 

69 wel l shall then be turned over to Opera tor ( i f the Opera tor d id not conduct the operat ion) and shall be operated by i t ' a t the 

70 expense and for the account o f the Consent ing Parties. U p o n commencement o f operat ions for the <(riJliAg, Rework ing , 

71 Sidetracking, Recomplet ing, Deepen ing or P lugg ing Rack o f any such wel l by Consent ing Parties i n accordance' 'with the 

72 provisions of this Ar t i c le , each Non-Consen t ing Party shal l be deemed to have rel inquished to Consent ing P i f t - f e r ^ r k t h e 

73 Consent ing Parties shal l o w n and be en t i t led to receive, i n p ropo r t i on to the i r respective interests, ' 'al l O f such' N o d - " 

74 Consent ing Party's in iercst in the we l l and share o f product ion the re f rom or , in the case o f a Rework ing , Sidetracking, 



A.VUM.. FORM 610 - MODliF. FORM OlMiRATING AGRiiEMliNT - 1989 

1 Deepening, Recompleting or Plugging Rack, or a Completion pursuant to Article VI.Cl . Option No. 2, all of such Non-
2 Consenting Party's interest in the production ohtaincil front thc operation iu which the Non-Consenting Patty did not elect 
\ to participate. Such relinquishment shall lie effective until the proceeds of the sale of such share, calculated at the well, or 
4 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 
5 loyalty, overriding royalty and othcr interests not excepted hy Article III.C payable out of or measured hy the production 
6 from such well accruing with respect to such interest until it reverts), shall equal the total of the following: 
7 (i) 300— % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 
H Iwyond the wellhead connections (including hut not limited to stock tanks, separators, trcaters, pumping equipment and 
" piping), plus 100% of each such Non-Consent ing Party's share of thc cost of operation of the well commencing with first 

10 production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under oilier 

11 provisions nf this Article, it being agreed ihat each Non-Consenting Party's share of such costs and equipment will be that 
12 interest which would have been chargeable to such Non-Oinscnring Party had it participated in the well from the beginning 
13 of the operations; and 
M (ii) ^00 % of (a) that portion of thc costs and expenses of drilling. Reworking, Sidetracking, Deepening, 
15 Plugging Rack, testing. Completing, and Rccomplelitig, after deducting any cash contributions received under Article VIII.C, 
16 and of (b) that portion of thc cost of newly acquired equipment in ihe well (to and including the wellhead connections), 
17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 
IR Notwithstanding anything to the contrary iu this Article VLB., if ihe well does not reach the deepest objective Zone 
19 described in the notice proposing thc well for reasons other than the encountering of granite or practically impenetrable 
20 substance ur other condition in the hole rendering furrher operations impracticable. Operator shall give notice thereof to each 
21 Non-Consenting Party who submitted or voted for an alternative proposal under Article V1.R.6. to drill the well lo a 
22 shallower Zone than thc deepest objective Zone proposed in the notice tinder which thc well was drilled, and each such Non-
23 Consenting Party shall have thc option io participate in ihe initial proposed Completion of the well by paying its share nf the 
24 tost of drilling the well to its actual depth, calculated in thc manner provided in Article VI.D.4. (a). If any such Non-
23 Consenting Party docs not elect io participate in the first Completion proposed for such well, the relinquishment provisions 

26 of this Article VI.D.2. (b) shall apply to such party's interest. 
27 (c) Reworking. Recompleting or Plugging Pack. An election not to participate in the drilling, Sidetracking or 
28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Rack operation proposed in 

29 such a well, or portion thereof, io which the initial non-consent election applied that is conducted at any time prior to full 

30 recovery hy the Consenting Parties of the Non-Consenting Parly's recoupment amount. Similarly, an election not to 
31 participate in the Oiinplcting or Recompleting of a well shall be deemed an election not to participate in any Reworking 
32 operation proposed in such a well, or portion thereof, ro which the initial non-consent election applied that is conducted at 
33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Rack operation conducted during the recoupment period shail be deemed part of the 
35 cost nf operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 300 % of 
36 that portion of thc costs of the Reworking, Recompleting or Plugging Rack operation which would have been chargeable to 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is 
38 proposed during such recoupment period, thc provisions of this Article VLB. shall be applicable as between said Consenting 
39 Parties in said well. 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 
41 share of production, or the proceeds therefrom. Consenting Parties shall be responsible for the payment of all ad valorem, 
42 production, severance, excise, gathering and other taxes, and all royally, overriding royalty and other burdens applicable to 
43 Non-Consenting Party's share of production not excepted by Article III.C 
44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 
45 Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all 
46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 
47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 
48 party receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations 

50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to 
51 the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing, 
52 Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement 
53 of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the 
54 Consenting Parties arc being reimbursed as provided above, the party conducting the operations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of 
56 the well, together with a statement of thc quantity of Oil and Gas produced from it and the amount of proceeds realized from 
37 the sale of lhe well's working interest production during the preceding month. In determining the quantity of Oil and Gas 
58 produced during any month. Consenting Parties shall use industry accepted methods such as but not limited to metering or 
59 |<criodic well tests. Any arnounr realized from tlie sale or other disposition of equipment newly acquired in connection with 
60 any such operation which would have liccn owned by a Non-Consenting Party had it participated therein shall be credited 
61 against the total tinreturned costs of the work done and of the equipment purchased in determining when the interest of such 
62 Nun-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to siijlh Non-
63 Consenting Party. ft) 
64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts |>rpvided 
65 for above, the relinquished interests of such Non-Consenting Party shall automatically revert tu it as of 7:00 a.m. on'the day 
66 following the day ou which such recoupment occurs, and, from and after such reversion, such Non-Consenting Parly shall 
67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production thireftom as 
68 such Non-Consenting Party would have been entitled to had ii participated in the drilling, Sidetrackifigf;RrjVybrking, 
69 Deepening. Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be'chirgetj frith and 
70 shall pay it* proportionate part of the further costs of the operation of said well in accordance wittV lhe' terms) trf this 
71 agreement and Exhibit "C" attached hereto. ^&J6L 
72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized ill |ilh UljjCiQjUlwil'Iii!111 

73 been completed and the results thereof furnished to the parties, ur when operations on the welll'hdVe"' BeeV*dtH<rw'ifc 
74 terminated pursuant to Article VI.p., stand-by costs incurred pending response to a party's notice proposing a.Rewprkjng, 
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'4 

I Sidetracking, Deepening. Kccotnplciioi., Plugging Hack or Completing operation in such a well (including the period required 
> iimler Ankle VI.11.6. in resolve competing proposals) shall he charged and borne as part of the drilling or Deepening 
1 o|<eraiioii just completed. Stand by costs subsequent to all parties responding, or expiration of thc response time permitted, 
I whichever first occurs, anil prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 
'» ol the second grammatical paragraph of Ariitle VI.11.2. (a), shall lie charged to and home as part of the proposed operation, 

6 but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 
7 between the Consenting Parties iu thc pro|Nirtioti each Consenting Party's interest as shown on Exhibit "A" bears to the total 
H interest as shown on lixhibii "A" of all Consenting Parties. 
9 In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

1(1 may ropiest and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 

11 Article Vi ll i, within which lo ICS|HUI<I hy paying for all stand-by costs and olher costs incurred during such extended 
12 response period; Opcraror may require such party to pay the estimated siand-by time in advance as a condition to extending 
I 3 ihe response period. If more than one parry clccrs io take such additional time to respond to the notice, standby costs shall be 
I t allocated between the parties taking additional rime to rcs|mnd on a day-lo-day basis in the proportion each electing parly's 
15 iniercst as shown on lixhibii "A" l>cars to thc total interest as shown on Exhibit "A" of all thc electing parties. 
16 'I. Declining: If less than all lhe panics elect to participate in a drilling. Sidetracking, or Deepening operation proposed 
17 pursuant to Artklc VI M.I., ihe iniercst relinquished hy the Non-Consenting Parties tn the Ginsenting Parties under Article 
IH VI II 2. shall relate only and be limited lo the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 
19 of which thc parties were given notice under Article Vl.fl.l. ("Initial Objective"). Such well shall not be Deepened beyond the 
21) Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate 
21 in the Deepening operation. 
22 In ihe event any Ginsenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 
21 such pany sliall give notice thereof, complying with the requirements of Article VI I). I., to all parties (including Non-
21 Consenting Parties). Thereupon, Articles VI.IVI. and 2. shall apply and all parties receiving such notice shall have the right to 
}.S panitipair nr not participate in the Deepening of such well pursuant to said Articles VI.13.1. and 2. If a Deepening operation 
26 is approved pursuant in such provisions, and if any Non-Consenting Party elects to participate in the Deepening opcrarion, 
27 such Non-Consenting party shall pay or make reimbursement (as thc case may be) of the following costs and expenses: 
28 (a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 
29 quantities, such Non-Consenting Party shall pay tor reimburse Consenting Parties for, as the case may be) that share of costs 
10 and expenses incurred in connect ion with thc drilling of said well from thc surface to the Initial Objective which Non-
11 Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting 
12 Party's share of the cost of Deepening ami of participating in any further operations on the well in accordance with the other 
51 provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 
34 incurred by Consenting Parties prior to the |x>int of actual operations to Deepen beyond the initial Objective shall be for the 
33 sole account of Consenting Parties. 

36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 
37 in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 
38 reimburse Consenting Parties for, as thc case may be) irs proportionate share of all costs of drilling. Completing, and 
39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 
40 those costs recouped by the Consenting Parties from the sale of production from the well. Tlie Non-Consenting Party shall 
41 also pay its proporrionatc share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 
42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 
43 Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in 
44 connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 
45 cost of drilling. Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
46 Consenting Party may participate in thc Deepening of the well with no payment for costs incurred prior to re-entering the 

47 well for Deepening. 
48 The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 
49 to thc drilling of such well tn its Initial Objective without the consent of the other Consenting Parties as provided in Article 

50 VI.F. 
51 5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an 
52 interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its 
53 proportionate share (equal to its interest in the Sidetracking operation) of thc value of that portion of the existing wellbore 

54 to be utilized as follows: 
55 (a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs 
56 incurred in thc initial drilling of thc well down to the depth at which the Sidetracking operation is initiated. 
57 (b) |f the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 
38 such parry's pro|x>rtiooatc share of drilling and equipping costs incurred in the initial drilling of the well down to the depth 
59 at which the Sulci tacking operation is conducted, calculated in the manner described in Article VI.D.4(b) above. Such party's 
60 proportionate share of thc cost of thc well's salvable materials and equipment down lo the depth at which the Sidetracking 
61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 
62 6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party rfesires to 
63 propose the conduct of an operation (hat conflicts with a proposal that has been made by a party under this ArticlejVl, such 
64 party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or tot .perform 
65 an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, SundajI'Bhd legal 
66 holidays, from delivery of the initial proposal, if a drilling rig is on location for thc well on which such operation! ^ to be 
67 conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such 
68 alternate proposal to contain ihe same information required to be included in the initial proposal. Each partf'receiving such 
69 priqiosals shall elect hy delivery of notice to Operator within five (5) days after expiration of the proposalpdriod^ or within 
70 twenty-four (24) hours (exclusive nf Saturday, Sunday and legal holidays) if a drilling rig is on location foej t(re.well that'is the 
71 subject of the proposals, lo pnrticipnte in one of the competing proposals. Any party not electing within «He tirrTe required 
72 shall lie deemed not to have voted. The proposal receiving the vote of parties owning the largest a«j(eg4ttM^$tjtage 
7} interest of the parties voting shall have priority over all olher competing proposals; in the case' of S lie '*6te,' tKeJ 

I A^iciirw.WTO^nOHHVpwtif JIM | 
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I initial proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to participate in the operation 
) within five (3) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 
I anil legal holidays, if a drilling rig is on location), linch party shall then have two (2) days (or twenty-four (24) hours if a rig 
•I is on location) from receipt nf such notice to elect hy delivery of notice to Operator to participate in such operation or to 
"> trliuqiiish interest iu the affected well piiisuaoi to the provisions of Article VI.B.2.; failure hy a party to deliver notice within 
i> such period shall be deemed an election not to participate in the prevailing proposal. 
7 1. Conformity to Spacing Pattern. Notwithstanding thc provisions of this Article VI.B.2., it is agreed that no wells shall be 
II proposed to he drilled to or Completed in or produced from a Zone 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 Zone. 

III M Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or 

11 Sidcirat king operation under this agreement with rcs|>cct to any well then capable of producing in paying quantities except 
12 with the consent of all parties that have not relinquished interests in thc well at the time of such operation. 
I 1 <!. Completion of Wells; Reworking and Plugging Back: 
M I. Completion: Without the consent of all parties, no well shall he drilled, Deepened or Sidetracked, except any well 
IS drilled, Deepened or Sidetracked pursuant to thc provisions of Article VI.B.2. of this agreement. Consent to the drilling, 
lo Deepening or Sidetracking shall include: 
17 SI Option No. I: All necessary expenditures fur the drilling. Deepening or Sidetracking, testing, Completing and 
IH equipping of thc well, including necessary tankage and/or surface facilities. 
IV • Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When 
20 such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results 
21 thereof furnished to thc parties. Operator shall give immediate notice to the Non-Operators having the right to 
22 participate in a Completion attempt whether or not Operator recommends attempting to Complete the well, 
21 together with Operators API' for Completion costs if not previously provided. Tlie parties receiving such notice 

24 shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of 
25 notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal with an 
2d accompanying API*. O|>crator shall deliver any such Completion proposal, or any Completion proposal conflicting 
27 with Operator's proposal, to the other parties entitled to participate in such Completion in accordance with the 
2H procedures specified in Article VI.B.6. P.lcction to participate in a Completion attempt shall include consent to all 
2° necessary expenditures for thc Completing and equipping of such well, including necessary tankage and/or surface 

10 facilities but excluding any stimulation operation not contained on the Completion AFE Failure of any party 
II receiving such notice to reply within the period above fixed shall constitute an election by that patty not to 
12 participate in the cost of the Completion attempt; provided, that Article VI.B.6. shall control in the case of 
11 conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt a Completion, the 
VI provisions of Article VI.H.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 
15 Back" as contained in Article V1.R.2. shall be deemed to include "Completing") shall apply to the operations 
36 thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each 
.17 separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 
38 Patty as to one Completion or Recompletion attempt shall not prevent a parry from becoming a Consenting Patty 
39 in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earlier 
40 Completions or Recompletions have recouped their costs pursuant to Article VI.B.2.; provided further, that any 
41 recoupment uf costs by a Consenting Party shall be made solely from the production attributable to the Zone in 
42 which the Completion attempt is made. Election by a previous Non-Consenting Party to participate in a subsequent 
43 Completion or Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable 
44 materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt, 
45 insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a 
46 Completion attempt. 
47 2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or.Plugged Back except a well Reworked, 
4R Recompleted, or Plugged Hack pursuant to the provisions of Article VI.D.2. of this agreement. Consent to the Reworking, 
49 Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and 
50 Completing and equipping nf said well, including necessary tankage and/or surface facilities. 
51 D. Other Operations: 
52 Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of 
, j TVTENTY_FIVE THOUSAND Dollars (i 2S.nnn nn ) except in connection with the 

54 drilling. Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 
35 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
56 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion 
37 are required to deal with the emergency ro safeguard life and property but Operator, as promptly as possible, shall report the 
38 emergency to the othcr parties. If Operator prepares an AFE for its own use. Operator shall furnish any Non-Operator so 
59 requesting an information copy thereof for any single project costing in excess of TWENTY-FIVE THOUSAND Dollars 
CO ( t ?*1 r n n n . DO ). Any party who has not relinquished its interest in a well shall have the right to propose that 
61 Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilities such as 
62 salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but 
63 not including thc installation of gathering lines or other transportation or marketing facilities, the installation of which shall 
64 be governed by separate agreement between the patties) reasonably estimated to require an expenditure in excels .of the 
65 amount first set forth above in this Article VI.D. (except in connection with an operation required to be proposed under 
66 Articles VI.HI. or VI.C.I. Option No. 2, which shall be governed exclusively by those Articles). Operator shall dehyer such 

67 proposal tti all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the writttn consent 
dR of any party or parlies owning at least 6 ^ % of the interests of the parties entitled to participate in such operation, 
69 each party having the right ro participate in such project shall be bound by the terms of such proposal ana ahkllbfe Obligated 
70 to pay its proportionate share of the costs of the proposed project as if it had consented to such project pMsuaoi to tAeJtcrms 
71 of the proposal. 
72 E. Abandonment of Wells: „ J ^ J "'* <iTO '̂l . 
73 I. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.B.fc'llrlj' IWlI'Vlrtdjf JM' 
74 been drilled or Deepened timlcr the terms nf this agreement and is proposed to be completed as ajdry .U'le ihalF not be"" 
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1 plugged aad abandoned without the consent of all parues. Should Operator, after diligent effort, be unable to contact any 
2 PttTt o r should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidaya) after 
3 delivery of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the 
4 proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and at the 
5 cost, risk and expense of the parties who participated in the cost of (killing or Deepening such well. Any parry who objects to 
6 plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday, 
7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall cake over the well as of the end of such 
8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 
9 Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and 
11 abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well The parry 
12 taking over the well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against 
13 liability for any further operations conducted on such well except for the cosu of plugging and abandoning the well and 
14 restoring the surface, for which the abandoning panies shall remain proportionately liable. 
15 2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been 
16 conducted hereunder for which the Consenting Panies have not been fully reimbursed as herein provided, any well which has 
17 been completed as a producer shall not be plugged and abandoned without the consent of all panies. If all panies consent to 
18 such abarjdonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 
19 and expense of all thc panies hereto. Failure of a pany to reply within sixty (60) days of delivery of notice of proposed 
20 abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of the 
21 proposed abandonment of any well, all panies do not agree to the abandonment of such well, those wishing to continue its 
22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 
23 applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning panics 
24 against liability for any further operations on the well conducted by such panies. Failure of such party or panies to provide 
25 proof reasonably satisfactory to Operator of their financial capabUity to condua such operations or to take over the well 
26 within the required period or thereafter to condua operations on such well shall entitle Operator to retain or take possession 
27 of such well and plug and abandon the welL 
28 Panies taking over a well as provided herein shall tender to each of the other panies its proportionate share of the value of 
29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C," less the estimated cost 
30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 
31 the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the 
32 value of the well's sahrable material and equipment, each of the abandoning panies shall tender to the panies contimiing 
33 operations their proportionate shares of the estimated excess cost. Each abandoning parry shall assign to the noa-abaodoning 
34 panies, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 
33 of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only 
36 insofar as such Leasehold covers the right ro obtain production from that wellbore in the Zone then open ro production. If the 
37 interest of the abandoning party is or includes an Oil and Gas Interest, such parry shall execute and deliver to the noo-
38 abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open to produaion, for a term of 
39 one (I) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form 
40 attached as Exhibit "B." The alignments or leases so limited shall encompass the Drilling Unit upon which the well is located 
41 The paymena by, and the assignments or leases to, the assignees shall be ia a ratio based upon the relationship of their 
42 respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Coomct 
43 Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Conrran Area. 
44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production 
45 from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Ankle. Upon 
46 request. Operator shall cooxinue to operate the assigned well for the account of the on n-abandoning parties at the rates and 
47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 
48 ownership of the assigned welL Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 
49 shall then have the option ro repurchase its prior interest in the well (using the same valuation formula) and participate in 
30 further operations therein subject to the provisions hereof. 
31 3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VI F.,2. above shall be applicable as 
32 berwtxu Consenting Parries ia the event of the proposed abondocunent of any well excepted from said Articles; provided, 
53 however, no well shall be permanently piugged and abandoned unless and until all panies having the right to condua further 
54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well 
55 ia accordance with the provisions of this Ankle Vl.E.; and provided further, that Non-Consenting Panics who own aa interest 
56 ia a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as 

57 provided in Article VL&2.(b). 
58 F. Tcrminatioa of Operations: 
59 Upon the coouneoceinent of an operation for the drilling. Reworking, Sidetracking, Plugging Back, Deepening, testing, 
60 Completion or plugging of a well, including but not limited to the Initial WeU, such operation shall not be terminated without 
61 consent of parries bearing 65 % 0 f ihe costs of such operation; provided, however, that in the event granitefler other 
62 practically impenetrable substance or condition in the hole is encountered which renders further operations impractical, 
63 Operator may discontinue operations and give notice of such condition in the manner provided in Ankle Vl.B.l;;and the 
64 provisions of Article VLB. or Vl.E. shall thereafter apply to such operation, as appropriate. 
65 G. Taking Production io Kind: ^ 
66 • Option No. 1: Gaa Balancing Agreement Attached 
67 Each parry shall take in kind or separately dispose of its proportionate share of all Oil and Gas produord-drom the 
68 Contract Area, exclusive of production which may be used in development and producing operations and id preparing and 
69 treating Oil and Gas for marketing purposes and production unavoidably lost Any extra expenditure incurred in'die-taking 
70 in kind or separate disposition by any party of its proportionate share of the production shall be borne by such -rjaity. Any 
71 party taking ia share of production in kind shall be required to pay for only ia proportionate share of juchjwn of 
72 Operator's surface facilities which it uses. ^iflilliarffflaffiii 
73 Each party shall execute such divuion orders and contraas as may be necessary for the sale of ia interest in 
74 produaion from the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment 

- 10 -
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1 directly from the purchaser thereof for its share of all production. 
2 If any patty fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 
\ share of ihe Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by 
1 • lie pany owning it, hut not the obligation, io purchase such Oil or sell it to others at any time and from time to 
"» time, for the at mum of (he non-taking party. Any such purchase or sale by Operator may be terminated by 
<< Operator upon at least ten (10) tlays written notice to thc owner of said production and shall be subject always lo 
J ihe right of I he owner of the production upon at least ten (10) days written notice to Operator to exercise at any 
H time its right to take in kind, or separately dispose of, its share uf all Oil not previously delivered to a purchaser. 
'' Any purchase or sale hy Operator of any other party's share of Oil shall be only for such reasonable periods of time 

10 as are consistent with thc minimum needs of thc industry under thc particular circumstances, but in no event for a 
11 period in excess of one (I) year. 
17. Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator 
13 shall have no duly to share any existing market or to obtain a price equal to that received under any existing 
M market. 'Ilic sale or delivery by Operator of a non-taking party's share of Oil under the terms of any existing 
15 contract of Operator shall not give the non-taking parry any interest in or make the nun-taking party a party to said 
ICi contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days 
17 written notice of . h intended purchase and thc price to be paid or the pricing basis to be used. 
IH All panics shall give timely written notice to Operator of their Gas marketing arrangements for the following 
19 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 
7(1 Operator shail maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
21 records shall be made available to Non-Operators upon reasonable request. 
22 In tlie event one or more |xirties" separate disposition of iis share of the Gas causes split-stream deiiverL'S to separate 
23 pipelines and/or deliveries which oo a day-to-day basis for any reason arc not exactly equal to a party's respective proponion-
24 ale share of total Gas sales io Ix; allocared to ir, thc balancing or accounting between the patties shall be in accordance with 
25 any Gas balancing agreement IxMwccn the parties hereto, whether such an agreement is attached as Exhibit "iT* or is a 
26 separate agreement. O|xsraior sliall give notice to all parties of the first sales of Gas from any well under this agreement. 
27 IS Option No. 2: No Gas Balancing Agreement: 

2H Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from 
2° the Gintract Area, exclusive of production which may be used in development and producing operations and in 
3(1 preparing atitl treating Oil ami Gas for marketing purposes and production unavoidably lost. Any extra expenditure 
31 incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shall 
32 he borne by such party. Any parry taking its share of production in kind shall be required to pay fur only its 
33 proportionate share of such part of Operator's surface facilities which it uses. 
34 Each party shall execute such division orders and contraas as may be necessary for the sale of its interest in 
35 production from the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment 
36 directly from thc purchaser thereof for iis share of all production. 
37 If any party fails to make tlie arrangements necessary to take in kind or separately dispose of its proportionate 
38 share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the 
39 revocation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others 
40 at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator 
41 may be terminated by Operator upon at least ten (10) days written notice to the owner of said produaion and shall 
42 lie subject always to thc right of the owner of the production upon at least ten (10) days written notice to Operator 
43 to exercise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered 
44 to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator's 
45 election for a period not to exceed ninety (90) days if Operator has committed such production to a purchase 
46 contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other 
47 party's share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the 
48 minimum needs of thc industry under the particular circumstances, but in no event for a period in excess of one (I) 

49 year. 
50 Any such sale by Operator sliall be in a manner commercially reasonable under the circumstances, but Operator 
51 shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation 
52 fee equal to that received under any existing market or transportation arrangement. The sale or delivery by 
5) Operator of a non-taking party's share of production under the terms of any existing contract of Operator shall not 
5-1 give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil 
55 and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written 
5C, notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give 
57 notice to all parties of thc first sale of Gas from any well under this Agreement. 

5B All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following 
59 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 
(V) Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
Cl records shall be made available to Non-Operators upon reasonable request. ' f f : 

62 ARTICLE VII. $ 
C3 EXPENDITURES AND LIABILITY OF PARTIES W 

64 A. Liability of Parties: 
65 Thc liability of thc parties shall be several, not joint or collective. Each party shall be responsible only for its ofjfigations, 
66 and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the 
67 liens granted among the parties in Article VII.B. are given to secure only the debts of each severally, and no partyjsiiall have 
68 any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 
69 hereunder. It is not the intention of thc parties to create, nor shall this agreement be construed as creating,'jj ihijiitjg .ok other 
70 partnership, joint venture, agency relationship or association, or to render the parties liable as partnerŝ  Adventurers, or 
71 principals. In their relations with each olher under this agreement, the panics sliall not be considered fidiKisrieS^t t.0 have 
72 established a confidential relationship but rather shall be free to act on an arm's-length basis in iccDrdar^^VVUr^|^sVw n 

73 respective self-interest, subject, however, to thc obligation of the parries to act in good faith in their dealings' with'each other'' 
74 with respect to activities hereunder. 
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1 I). Liens and Security Interests: 

2 l-nch party grants to the other panics hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas 

1 leases and Oil and (las Interests in the Contract Area, and a security interest and/or purchase money security interest in any 

I interest ir now owns or hereafter acquires in thc personal property and fixtures on or used or obtained for use in connection 

3 therewith. 10 secure |x-rformaiKc of all of its obligations under this agreement including but not limited to payment of expense, 

f> interest and fees, the |>ro|ier disbursement of all monies pakl hereunder, thc assignment or relinquishment of interest in Oil 

/ and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 

H gianird hy cath party hereto shall intitule suth pany's leasehold interests, working interests, operating rights, and royalty and 

9 overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or 

111 otherwise Ix-cnming subject to this agicemeot. the Oil and das when extracted therefrom and equipment situated thereon or 

11 used or obtained for use in connection therewith (incltrding, without limitation, all wells, tools, and tubular goods), and accounts 

12 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead), 

I l contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 

I'I foregoing. 

15 To perfect the lien ami security agreement provided herein, each party hereto shall execute and acknowledge the recording 

16 supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 

I; following execution hereof, ami Operator is authorized to file this agreement or the recording supplement executed herewith as 

IH a lieu or mortgage in the applicable real estate rcctirds and as a financing statement with the proper officer under the Uniform 

19 Commercial Code in thc state in which the Contract Area is situated anil such other states as Operator shall deem appropriate 

20 to |ierfcct the security interest granted hereunder. Any party may file this agreement, the recording supplement executed 

21 herewith, or such tuber documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 

22 financing statement with thc proper officer under thc Uniform Commercial Code. 

21 Hath party represents ami warrants tn thc othcr parties hereto that the lien and security interest granted by such party to 

24 the other parties shall lie a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security 

25 iniercst against all |>crsoiis acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or 

26 under such party. All parties acquiring an iniercst in Oil ami Gas Leases and Oil and Gas Interests covered by this agreement, 

27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 

2H io the lien and security interest granted by this Article VII I). as to all obligations attributable to such interest hereunder 

29 whether or not such obligations arise before or aficr such interest is acquired. 

Ml To thc extent that parties have a security interest under the Uniform Commercial Code of the state in which the 

31 Contract Area is situated, they shall he entitled to exercise the rights and remedies of a secured party under the Code. 

12 The bringing of a suit and thc obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

1) election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In 

34 addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use 

15 of funds by the Operator, thc other parties shall have the right, without prejudice to other rights or remedies, to collect 

Iti from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 

17 such party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 

IH owed against the proceeds from thc sale of such defaulting party's share of Oil and Gas. All purchasers of production 

39 may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of the 

40 default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in 

41 this paragraph. 

42 If any party fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 

41 ()|ierator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the 

44 proportion that the interest of each such party beats to the interest of all such parties. The amount paid by each party so 

45 paying its share of the unpaid amount shall be secured by the liens and security rights described in Atticle VII.B., and each 

46 paying party may independently pursue any remedy available hereunder or otherwise. 

17 If any party docs nut perforin all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 

48 or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 

49 party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 

50 of thc mortgaged or secured pro|>criy prior to sale, any available right tu stay execution or to require a marshalling of assets 
51 ami any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party 

52 hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted 

5.1 hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

54 manner and upon reasonable notice. 
55 Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 

56 law of any state in which thc Contract Area is situated to enforce the obligations of each party hereunder. Without limiting 
57 ihe generality of thc foregoing, to thc extent permitted by applicable law, Non-Operators agree that Operator may invoke or 
58 utilize tlie mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to sercure the 
59 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. 

60 C . Advances: 
61 Operator, at its election, shall have the right from time to time to demand and receive from one or more of tile other 

62 parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in Derations 

63 hereunder during the next succeeding month, which right may be exercised only by submission to each such patjty of an 

61 itemized statement of such estimated expense, together with an invoice for its share thereof. Each such statement aAfl invoice 

65 for thc payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding'month. 

66 Hach party shall pay to Operator irs proportionate share of such estimate within fifteen (15) days after such estimate and 

67 invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear jrlterest as 

68 provided in Exhibit "C." until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 
69 that each parly shall bear and pay iis proportionate share of actual expenses incurred, and no mote. I j ! . 
70 D. Defaults and Remedies: (;( | ' 1 ) ' ) 
71 If any party fails to discharge any financial obligation under this agreement, including without limitation th?tiirure to 
72 make any advance under die preceding Article V1I.C. or any other provision of this agreement, within the p |̂jp^L^a<q ÎtJ|d..for 
73 such payment hereunder, then in addition to the remedies provided in Article VII.B. or elsewhere tfi'tfiU itfeemeht,'Die" 
74 remedies specified below shall lie applicable. For purposes of this Article VII.D., all notices and elections shall, be delivered.. 
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I only Iiy Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 

/ and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator. 

\ I'lcttion of any one ur more of the following remedies shall not preclude the subsequent use of any other remedy specified 

4 below or otherwise available to a non-defaulting party. 

*> I. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default, 

<> specify thc action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one 

7 or more of the remedies provided in this Article. If thc default is not cured within thirty (30) days of the delivery of such 

H Notice of Default, all of thc rights of the defaulting party granted by this agreement may upon notice be suspended until the 

9 default is cured, without prejudice to the right of the non-defaulting party or patties to continue to enforce the obligations of 

II) the defaulting party previously ate rued or thereafter accruing under this agreement. If Operator is the party in default, the 

11 Non-Operators shall have in addition (he right, hy vote of Non-Operators owning a majority in interest in the Contract Area 

12 after excluding thc voting interest nf Operator, lo appoint a new Operator effective immediately. The rights of a defaulting 

11 party that may he suspended hereunder at llie election of the non-defaulting parties shall include, without limitation, the right 

I I to receive information as to any operation conducted hereunder during the period of such default, the right to elect to 

I"> participate in an operation proposed under Article VI. B. of this agreement, the right to participate in an operation being 

16 conducted under ibis agreement even if the party has previously elected to participate in such operation, and the right to 

17 receive proceeds of production from any well subject to this agreement. 

IR 2. Suit for Damages: Non-defaulting parties or O|ierator for the benefit of non-defaulting parties may sue (at joint 

19 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 

20 until (he dare of collection at the rare s|<ccificd in Exhibit "C" attached hereto. Nothing herein shall prevent any patty from 

21 suing any defaulting party to collect consequential damages accruing to such party as a result of the default. 

22 3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the 

>.\ defaulting party at any time after thc expiration of the thirty-day cure period following delivery of the Notice of Default, in 

2'l which event if the billing is for thc drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 

25 well which is to be or has been plugged as a dry hole, or for thc Completion or Recompletion of any well, the defaulting 

26 party will be conclusively deemed tn have elected not to participate in thc operation and to be a Non-Consenting Party with 

27 respect thereto under Article VI.B. or VI .C, as the case may be, to the extent of the costs unpaid by such party, 

2R notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then thc 

29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VII.D.2. 

30 Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure 

31 iis default by paying its unpaid share of costs plus interest at ihe rate set forth in Exhibit "C," provided, however, such 

32 payment shall not prejudice thc rights of the non-defaulting parties to pursue remedies for damages incurred by the non-

.',3 defaulting parties as a result nf ihe default. Any interest relinquished pursuant to this Article V11.D.3. shall be offered to the 

34 non-default ing parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership 

35 of such interest shall be required in contribute their shares of the defaulted amount upon their election to participate therein. 

36 4. Advance Payment: If a default is not aired within thirty (30) days of the delivery of a Notice of Default, Operator, or 

37 Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defaulting 

38 party of such defaulting |iarty's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may 

39 be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of 

40 the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 

41 drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the 

42 defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 

4.3 in this Article VII.D. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining 

44 when ihe operation is completed and all costs have been paid shall be promptly returned to the advancing party. 

45 5. Costs and Attorneys' Pecs. In thc event any party is required to bring legal proceedings to enforce any financial 

46 obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of 

47 collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 

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

49 Rentals, shut-in well payments and minimum royalties which may lie required under the terms of any lease shall be paid 

50 hy thc party or parties who subjected such lease tn this agreement at its or their expense. In the event two or more parties 

51 own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to 

52 make said payments for and on behalf nf all such parties. Any party may request, and shall be entitled to receive, proper 

53 evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or 
54 minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 
55 results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2. 
56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 
57 production of a producing well, ar least five (5) days (excluding Satutday, Sunday and legal holidays) prior to taking such 
58 action, or ar thc earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event of 
59 failure by O|>craior to so notify Non-Operators, the kiss of any lease contributed hereto by Non-Operators for failure to make 
60 timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 

61 IV.B.3. 
62 F. Taxes: j j | 
63 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all 
64 property subject in this agreement which by law should be rendered for such taxes, and it shall pay all such taxes]assessed 
65 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as 

66 to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases ana Oil and 

67 Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason 0 | . ! t s being 

68 subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valoretn taxes 
69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust jhej Charge to 
70 such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based In!whole br) lA part 
71 upon separate valuations of each party's working interest, then notwithstanding anything to the contrary herein? chk/ges to 
72 the joint account shall be made and paid by the parties hereto in accordance with the tax value grnrrirrfl ip/'hajfflfpij(y'i 
73 working inrerest. Operator shall bill the other parties for their proportionate shares of all tax payine'rUij TH/'tKe rhihfle'f ' 
74 provided in Exhibit "C." U ^ . V - ^ H ^ ^ I - ^ ^ I ' ^ I 
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I If Operator considers any tax assessment improper. Operator may, at its discretion, protest within tlie time and manner 
.' ptcscrilicd Iw law, ami prosecute the protest to a final determination, unless all parties agree to ahandon the protest prior tn final 
\ determination IXtring die ixndcniy of administrative or judicial pnxecdirigs, 0|>crator may elect lo pay, umler pniiest, all such taxes 
I ami any iniercst and penalty. When any such protested assessment shall have heen finally determined. Operator shall pay the tax for 
') thc joint account, together with any iniercst and |*cnaliy accrued, ami thc total tost shall then be assessed against the patties, and be 
6 |iakl by them, as provided in Exhibit "C" 

7 Each pany shall pay or cause lo he paid all pnxluction, severance, excise, gathering and othcr taxes imposed upon or with respect 
H in lire production or handling of suih pany's share of Oil and das pnxluccd under the terms of this agreement. 

9 ARTICLE VIII. 

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
11 A. .Surrender of lxases: 

12 'llie leases oivered by this agreement, insofar as they embrace acreage in ilic Contract Area, shall not be surrendered in whole 
13 or in part unless all panics consent thereto. 
M However, shoukl any party desire to surrender irs interest in any lease tir in any pnrtkin thereof, such party shall give wtitten 
15 tKrtkc of ihe promised surrender lo all panics, ami the parties to whom such notfce is delivered shall have thirty (30) days after 
16 delivery of the notkc within which in notify the party proposing the surrender whether they elect to consent thereto Failure of a 
1/ party lo WIHHII such notice is ilclivorcd to reply within said 30 day period shall constitute a consent to the surrender of thc liases 
IH described in the mike. If all parties do not agree or consent thereto, thc parry desiring to surrender shall assign, without express or 
IV implied warranty of title, all of its interest in such Ijeasc. or portion thereof, and any well, material and equipment which may be 
20 located thereon and any righrs in pnxluction thereafter secured, to the parties not consenting to such surrender. If the interest of the 
21 assigning parly is or includes an Oil ami Gas Interest, lhe assigning |>arty shall execute and deliver ro the party or panies not 
22 consenting io such surrender an oil ami gas lease covering such Oil and Cias Interest for a term of one (I) year and so long 
?\ thereafter as Oil and/or (ins is produced from ihe land covered thereby, such lease to be on the form attached hereto as Exhibit "B."* 
21 Upon such assignment or lease, ihe assigning parry shall lie relieved from all obligations thereafter accruing, but not theretofore 
25 aicnicd, with respect to the interest assigned or leased and thc operation of any well attributable thereto, and tlie assigning party 
2d shall have mi furl her inictcsi in (he assigned or leased premises and its equipment and production other than the royalties retained 

27 in any lease made under the terms of this Article. Ilic pany assignee or lessee sliall pay to the party assignor or lessor the 
28 reasonable salvage value of tltc lattcr's interest in any well's salvable materials and equipment attributable to the assigned or leased 
2'> acreage. 'Ilic value of all salvable materials ami equipment shall I * determined in accordance with the provisions of Exhibit "C," less 

30 (he estimated cost of salvaging ami ihe estimated cost of plugging and abandoning and restoring the surface. If such value is less 
31 than such costs, (lien lire party assignor or lessor shall pay to die parry assignee or lessee the amount of such defkit. If the 
32 assignment or lease is iu favor of more than one party, the interest shall be shared by such parties in tlie proportions that the 
33 interest of each bears lo die total interest of all such panics. If the interest of thc parties to whom tlie assignment is to be made 
31 varies according to depth, then tlie interest assigned shall similarly reflect such variances. 
35 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
3d pany's iniercst as it was immediately before ihe assignment, lease or surrender in the balance of the Contract Area; and the acreage 
37 assigned, leased or surrendered, ami subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
38 agreement hut sliall be deemed subject tn an Operating Agreement in thc form of this agreement. 
39 0. Renewal or Extension of Leases: 
40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties 
41 shall be notified promptly upon such acquiskion or, in tlie case of a replacement lease taken before expiration of an exbting Lease, 
42 promptly upon expiration of the existing I rase. Hie parties notified shall have the right for a period of thirty (30) days following 
43 delivery tif such notice in which to elect to (Kinkipate in tlie ownership of the renewal or replacement Lease, insofar as such Lease 
41 affects lands within the Contract Area, by paying to the party who acquired it tlteir proportionate shares of the acquisition cost 

45 allocated to that part of such lease within tlie Contract Area, which shall be in proportion to the interests held at that time by the 
46 |>artics in the Contract Area. Each patty wlw participates in the purchase of a renewal or replacement Lease shall be given an 
47 assignment of its proportionate interest therein by the acquiring party. 
48 If some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, R shall be owned 
49 by the panics who elect lo pnrtkipatc (herein, in a ratio based upon the relationship of their respective percentage of partkipatkxi in 
50 the (jmtract Area io tltc aggregate of tlie percentages of partkipation in the Contract Area of all parties partkipating in the 
51 purchase of such renewal or replacement lease. Ihe acquisition of a renewal or replacement Lease by any or all of tlie panies hereto 
52 sliall not cause a readjustment of die interests of the parties stated in Exhibit "A," but any renewal or replacement Lease in which 
53 less than all parties elect io participate shall not be subject to this agreement but shall be deemed subject to a separate Operating 
54 Agreement in the form of this agreement. 
55 If the interests of die panics in the Contract Area vary according to depth, then their right to participate proportionately in 
56 renewal or replacement I-cases and their right to receive an assignment of interest shall also reflect such depth variances. 
57 Ilic provisions of this Article shall apply to renewal or replacement I-cascs whether they are for the entire interest covered by 
58 the expiring Lease or cover only a portion of its area or an interest therein Any renewal or replacement Lease taken before the 
59 expiration of its predecessor lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the 
60 existing 1/rasc, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time 
61 the renewal or replacement lease becomes effective; but any Lease taken or contracted for more than six (6) months'fyfter the 
62 expiration of an existing lxasc shall not be deemed a renewal or replacement Incase and shall not be subject to the provbiohs of this 
63 agreement. f 7 
64 The provisions in this Ankle shall also be applicable to extensions of Oil and Gas leases. ' ^ 
65 C. Acreage or Cash Contributions: fe 1 
66 While this agreement is in force, if any patty contraas for a contribution of cash towards the drilling of a well on, iny other 
67 Deration on tlie Gintract Area, such comribution shall be paid to the party who conducted tlie drilling or other operatioji and shall 
68 be applied by it against thc cost of such drilling or other operation. If the contribution be in tlie form of acreage, tral'-pany td whom 
W thc contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the DftUirjg.PatrW.in the 
70 proportions said Drilling Parties shared tlie cost of drilling the well. Such acreage shall become a separate Contract Area tncLjto die 
71 rxieni |M»ssil>le, be governed by provisions identical to this agreement. Each party shall promptly notify all other- p&ki Jpf any 
72 acreage or cash contributions it may obtain in support of any well or any other operation on the Comraajjj^j^g^^rjjpve 
73 provisions shall also be applicable to optional rights to earn acreage outside the Contraa Area which are ir 'suB&Mf'oT'weil' drilled * 
74 inside the Contraa Area. wk^w-n.^r^u^t^. 
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1 If any parry contraas for any consideration relating to disposition of such party's share of substances produced hereunder, 
2 such consideration shall not be deemed a contribution as contemplated in this Article VIII.C 
3 D. Assignment; Maintenance of Uniform Interest: 
4 For the purpose of maintaining uniformity of ownership in the Contraa Area in the Oil and Gas Leases, Oil and Gas 
5 Interests, wells, equipment and produaion covered by this agreement no party shall sell, encumber, transter or make other 
6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contraa Area or in wells, 
7 equipment and produaion unless such disposition covers either: 
8 1. the entire interest of the party in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and produaion; or 
9 2. an equal undivided percent of the parry's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

10 equipment and produaion in the Contraa Area. 
11 Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
12 and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 
13 Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of 
14 the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale, 
I) encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the 
16 instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other 
17 disposition of interest by a party shall relieve such party of obligations previously incurred by such parry hereunder with respect 
18 to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 
19 conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 
20 interest granted by Artkle VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 
21 If, at any time the interest of any party is divided among and owned by four or mote co-owners. Operator, at its discretion, 
22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 
23 receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to 
24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-
25 owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of 
26 the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 
27 proceeds thereof. 
28 E. Waiver of Rights to Partition: 
29 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
30 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 
31 undivided interest therein. 
32 F. Preferential Right to Purchase: 
33 • (Optional; Check if applicable.) 
34 Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contraa 
35 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed disposition, which 
36 shall include the name and address of the prospective transferee (who must be ready, willing and able to purchase), the purchase 
37 price, a legal description sufficient to identify the property, and all other terms of the offer. The other parties shall then have an 
38 optional prior right, for a period of ten (10) days after the notice is delivered, to purchase for the stated consideration on the 
39 same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the 
40 purchasing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest of all 
41 purchasing panies. However, there shall be no preferential right to purchase in those cases where any parry wishes to mongage 
42 its interests, or to transfer title to its interests to its mortgagee in lieu of or pursuant to foreclosure of a mongage of its interests, 
43 or to dispose of its interests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets 
44 to any patty, or by transfer of its interests to a subsidiary or parent company or to a subsidiary of a parent company, or to any 
45 company in which such party owns a majority of the stock. 
46 ARTICLE IX. 
47 INTERNAL REVENUE CODE ELECTION 
48 If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if the 
49 panies have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 
50 party thereby affeaed elects to be excluded from the application of all of the provisions of Subchapter "K," Chapter I, Subtitle 
51 "A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 
52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affeaed 
53 such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal 
54 Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by 
55 Treasury Regulations §1.761. Should there be any requirement that each party hereby affected give further evidence of this 
56 election, each such patty shall execute such documents and furnish such other evidence as may be required by the Federal Internal 
57 Revenue Service or as may be necessary to evidence this election. No such parry shall give any notices or take any other action 
58 inconsistent with the election made hereby. If any present or future income rax laws of rhe state or states in which the Contraa 
59 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K," Chapter 
60 1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 
61 hereby affeaed shall make such election as may be permirted or required by such laws. In making the foregoing eleaion, each 
62 such party states that the income derived by such party from operations hereunder can be adequately determined wjthout the 
63 computation of partnership taxable income. rjjv 
64 ARTICLE X. ^ 
65 CLAIMS AND LAWSUITS j/J? 
66 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
67 does not exceed F I F T Y THQPSRND Dollars ($ 5 0 , 0 0 0 . 0 0 ) a r K j jf t | ) e payment is in complete settlement 
68 of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume anrl'take over 
69 tlie further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling, settling, 
70 or otherwise discharging such claim or suit shall be at the joint expense of tlie panies participating in the operirtpn'from which the 
71 claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising Trorr̂ operations 
72 hereunder over which such individual has no control because of the rights given Operator by this »Kreetnen^ i»u/ch.paf̂ T t̂uU 
73 immediately notify all other panics, and the claim or suite shall be treated as any other claim or suit involving' operations hereunder.''1 
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1 ARTICLE X L 
2 FORCE MAJEURE 
3 If any parry is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other 
4 than the obligation to indemnify or make money payments or furnish security, that party shall give to all other parties 
3 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 
6 party giving the notice, so far as they are affeaed by the force majeure, shall be suspended during, bur no longer than, the 
7 continuance of the force majeure. The term "force majeure," as here employed, shall mean an aa of God, strike, lockout, ot 
8 other industrial disturbance, aa of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other aa of 
9 nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 
11 claiming suspension. 
12 The affeaed party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 
13 requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
14 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 
13 be entirely within the discretion of the party concerned. 
16 ARTICLE X I I . 
17 NOTICES 
18 All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 
19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 
20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 
21 Exhibit "A." All telephone or otal notices permitted by this agreement shall be confirmed immediately thereafter by written 
22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to 
23 whom such notice is direaed, and the time for such party to deliver any notice in response thereto shall run from the date 
24 the originating notice is received. "Receipt" for purposes of this agreement with respect to written notice delivered hereunder 
25 shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 
26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 
27 deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 
28 or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or 
29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 
30 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other 
31 panies. If a party is not avaUable to receive notice orally or by telephone when a party attempts to deliver a notice required 
32 to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 
33 be deemed delivered in the same manner provided above for any responsive notice. 
34 ARTICLE XIII . 
33 TERM OF AGREEMENT 
36 This agreement shall remain in full force and effea as to the Oil and Gas Leases and/or Oil and Gas Interests subject 
37 hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title 
38 oc interest in or to any Lease ot Oil and Gas Interest contributed by any other pany beyond the term of this agreement. 
39 El Option No. 1: So long as any of the Oil and Gas Leases subjea to this agreement remain or are continued in 
40 force as to any pan of the Contract Area, whether by produaion, extension, renewal or otherwise. 
41 0 Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision 
42 of this agreement, results in the Completion of a well as a well capable of produaion of Oil and/or Gas in paying 
43 quantities, this agreement shall continue in force so long as any such well is capable of produaion, and for an 
44 additional period of days thereafter; provided, however, if, prior to the expiration of such 
45 additional period, one or more of the panies hereto are engaged in drilling. Reworking, Deepening, Sidetracking, 
46 Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall 
47 continue in force until such operations have been completed and if produaion results therefrom, this agreement 
48 shall continue in force as provided herein. In the event the well described in Ankle VI.A, or any subsequent well 
49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the 
50 Contraa Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
51 completing, Plugging Back or Reworking operations are commenced within days from the 
52 date of abandonment of said welL "Abandonment" for such purposes shall mean either (i) a decision by all panies 
53 not to condua any further operations on the well or (ii) the elapse of 180 days from the condua of any 
54 operations on the well, whkhever first occurs. 
55 The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any 
56 remedy therefor which has accrued or attached prior to the date of such termination. 
57 Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 
58 Operating Agreement has been filed of record. Operator is authorized to file of record in all necessary recording offices a 
59 notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon 
60 request of Operator, if Operator has satisfied all its financial obligations. 
61 ARTICLE XIV. *r 
62 COMPLIANCE WITH LAWS AND REGULATIONS £ 
63 A. Laws, Regulations and Orders: "f 
64 This agreement shall be subjea to the applkable laws of the state in which the Contraa Area is located, to the valuL rules, 
65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applkable federal, state, 
66 and local laws, ordinances, rules, regulations and orders. ...... 
67 B. Governing Law: 
68 This agreement and all matters pertaining hereto, including but not limited to maners of performaocei non-
69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and 
70 determined by the law of the sate in which the Contract Area is located. If the Contract Area is in two or more states, 
71 the law of the sute of NEW MEXICO shall govern. " ' v 

72 C . Regulatory Agencies: 
73 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any 
74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 
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1 orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or 
2 produaion of wells, on tracts offsetting or adjacent to the Contraa Area. 
3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 
4 injuries, claims and causes of aaion arising out of, incident to ot resulting directly or indirectly from Operator's interpretation 
5 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 
6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 
7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 
8 produaion or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such 
9 an incorrea interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

10 incorrea interpretation or application. 
11 ARTICLE XV. 
12 MISCELLANEOUS 
13 A. Execution: 
14 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 
15 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of 
16 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contraa Area or which 
17 own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 
18 become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no 
19 event later than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, terminate this 
20 agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of 
21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 
22 as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs 
23 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 
24 with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 
25 current working interest in such well. Operator shall indemnify Non-Operators with respect to all costs incurred for the 
26 Initial Well which would have been charged to such person under this agreement if such person had executed the same and 
27 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 
28 executed the same. 
29 B. Successors and Assigns: 
30 This agreement shall be binding upon and shall inure to the benefit of the panies hereto and their respeaive heirs, 
31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 
32 Interests included within the Contraa Area. 
33 C . Counterparts: 
34 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all 
35 purposes. 
36 D. Severability: 
37 For the purposes of assuming or rejecting this agreement as an executory contraa pursuant to federal bankruptcy laws, 
38 this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to 
39 thia agreement to comply with all of its financial obligations provided herein shall be a material default. 
40 ARTICLE XVI . 
41 OTHER PROVISIONS 
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 
71 
72 
73 
74 
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IN WITNESS WHEREOF, t h i s agreement s h a l l be ef f e c t i v e as of 
the |^ day of ZJuLi_y , 1997 

OPERATOR 

SHAHARA OIL, LLC 

By \ U 

ACKNOWLEDGMENTS 

State of New Mexico 
County of Eddy 

This instrument was acknowledged before me on 
1997, by Perry L. Hughes as president of Shahara Oil~^ LLC, a New 
Mexico corporation. 

u l , LLC, a 

tK 

Notary Public 

(Seal) My commission expires; Â jJflrY\Jor!A L tjOOO 

18 



EXHIBIT "A" 

(1) Description of lands subject to t h i s Agreement: 

WH Section 16, Township 17 South, Range 33 East N.M.P.M., Lea 
County, Mew Mexico 

(2) Restrictions, i f any, as to depths, formations or substanaea: 

The Grayburg/San Andres formations, the v e r t i c a l l i m i t s of 
which extend from approximately 4100 feet below the surface t o a 
lower depth of 5500 feet within the Unit Area. 

(3) Parties to Agreement vitn aaaresses and telephone numbers for 
notice purposes: 

Shahara O i l , LLC 
207 W. McKay 
Carlsbad, New Mexico 88220 
(505) 885-5433 

Mountaineer Limited Partnership 
207 W. McKay 
Carlsbad, New Mexico 88220 
(505) 885-5433 

Dale McCarter 
PO Box 23 59 
Midland, Texas 79/02 
(915) 684-9846 

Ogden Sharon Hudnall 
Ogden Sharon Hudnall Trust No. 2 
703 F i r s t Place 
Tyler, Texas 75702 
(903) 595-1057 

Lometa Hudnall Cox 
Lometa Hudnall Cox Trust No. 2 
700 F i r s t Place 
Tyler, Texas 75702 
(903) 592-8422 

(4) Percentages or fractional interests of parties to this 
Agreement: 

Mountaineer Limited Partnership 90.6775% 
Dale McCarter 4.7725% 
Ogden Sharon Hudnall 1.1375% 
Ogden Sharon Hudnall Trust No. 2 1.1375% 
Lometa Hudnall Cox 1.1375% 
Lometa Hudnall Cox Trust No. 2 1.1375% 

100.0% 

(5) O i l and Gas Leases subject to t h i s Agreement: 

O i l and Gas Lease B-2148 issued on September 3 1, 1933 by the 
STate of New Mexico, Lessor, to P h i l l i p s Petroleum Company, Lessee 

(6) Burdens on production: 

Owners Amounts 

State of New Mexico .1250000 RI 

P h i l l i p s Petroleum Company .0571797 ORI 

Norwest Bank Texas, NA, Wichita .0040332 ORI 
Falls, Independent Executor of 
the Gaylord F. Swarts Estate 

\, 
\ 
\ 



Norwest Bank Texas, NA, Wichita 
F a l l s , Independent Executor of 
the D o t t i e M. Swarts Estate 

BarMar, I n c . 

Barry L. An t w e i l 

B.G. Davis 

R.M. Williams 

JLW Management Company 

Perry L. Hughes 

Petco Ltd. 

Rowland C u r t i s McBroom 

.0040332 ORI 

.0015272 

.0015272 

.0015272 

.0015272 

.0034362 

.0199374 

.0087227 

.0007465 

ORI 

ORI 

ORI 

ORI 

ORI 

ORI 

PP 

ORI 

.2291979 
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EXHIBIT " c " 
Attached to and made a part of OPERATING AGREEMENT DATED AS OF JUL* 17, 1997- between 
SHAHARA OTT. . L L C - a s OPERATOR and NON—OPERATORS AS L I S T E D OH E X H I B I T "A" 
CONCTRNTNG THE W/2 SECTION 16 . T 1 7 S . R33B, LEA COUNTY. NEW MEXICO 3 
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ACCOUNTING P R O C E D U R E 

JOINT O P E R A T I O N S 

I. GENERAL PROVISIONS 

Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting* Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 
problems for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

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

Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days 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 fifteen (15) days after receipt If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at —MIDLAND 

AMERICAN BANK o n 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 connection with the collection of unpaid 
amounts. 

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 and correct after twenty-four (21) months following the end of any such calendar 
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
claim on Operator for adjustment No adjustment favorable to Operator shall be made unless it is made within the same 
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 
Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
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t f>. Audits 
2 
'•\ A. A Non-Operator. II|MIII notice in writing lo 0|ieralor anil all olher Non-()|ieralors, shall have lhe right lo nmlil 
I operator's amiiinls ami rocnnls relating In Ihn Joint Account for any calendar year within Uie Iwenly-foiir 

Ti (2I| iiioiilli period following Ilu* riitl of such calendar year: provided, however, the making of an aiitlil shall mil 
('• ••\loutl Iho limi' fur Hit' taking »f written exception In ami Hit; adjustments nf accounts as provided for in 
7 Paragraph -I nf this Sort inn I. Where I hero are l.wn nr inni e Non-()|>crau>rs, the Non-O|jcrnu)rs shall make 
8 every reasonable effort In eomhirl a joint aiitlil in a manner which will result in a minimum of inconvenience 
!> In Hie Opoialnr. Operalnr shall hear mi |Mirl.imi of lhe Non-()|icraloi\s' aiitlil cost incurred under this 

III paragraph unless agreed hi Iiy Hie Operator. The audits shall mil be conduclcd more lhan once each year 
11 without pritir appnival nf 0|M>rai<ir. except II|MIII (he resignation nr removal of lhe ()|K>rntnr, nml shall tic mntlc 
12 al Ihe ex|K'iise nf those Nun Operators approving such aiitlil. 
I.I 
I I H. The Operntnr shall reply in writing In an aiitlil IO|MII I within ISO days after receipt of such rc|x>rL 
Ifi 
Hi (i. Approvnl My Non-Operators 
17 
IH Where an approval nr nlhcr agreement or lhe Parties or Non-Operators is expressly required under othcr sections of 
I!) Ibis Accounting Procedure and if the agreement In which Ihis Aecotinling Procedure is attached conlains no 
211 contrary pruvisitiiis in regard Iherelti. Operator shall notify all Non-()|)oralors of lhe ()|iernlnr's pro|x)sal. and the 
21 agreement or approval uf a majority in interest of lite Nnn-Operatnrs shall be controlling on all Non-Opcratnrs. 
22 
23 
21 II. DIRECT CHARGES 
2Ti 

2(! ()|icrnlor shall charge tlie .Joint Aixotml with the following items: 
27 
28 I. Ecologicnl and Environmental 
29 
30 Costs incurretl for lhe benefit of lhe Jninl Properly as a result of governmental or regulatory requirements lo satisfy 
:tl environmental considerations applicable to thc Joint Operations. Such costs may include surveys nf an ecological or 
:t2 archaeological nature and |Kilhil.ion control procedures as rctiiiirctl by applicable laws and regulations. 
33 
34 2. Itentals and Royalties 
35 
30 Ijease rentals and royalties paid by ()|)erator for the Joinl 0|>cralions. 
37 
38 3. Labor 
39 
40 A. (I) Salaries and wages of Operator's field employees directly employed on lhe Joint Property in the conduct of 
41 Joinl Ojicrations. 
42 
43 (2) Salaries of First I/jvcl Supervisors in the field. 
44 
45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges art 
<|(i excluded from the overhead rates. 
47 
48 (4) Salaries and wages of Technical Employees either temporarily or |>crmancntly assigned to and dirccll] 
49 employed in the operation of lhe Joinl Properly if such charges arc excluded from Uie overhead rales, 
fill 
HI II. 0|>erator's cosl of holiday, vacation, sickness and disability benefits and other customary allowances paid U 
r>2 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II 
fi.'? Such costs under this Paragraph 31? may be charged on a "when and as paid basis" or by "percentage assessment' 

mi lhe amount of salaries ami wages chargeable lo lhe Joint Account under Paragraph 3A of this Section II. I 
fifi (icrccnlagc assessment is used, lhe rale shall be basctl on Hie Operator's cosl experience. 
GG 
f)7 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which an 
fi8 applicable to Operator's etists chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II. 
59 
GO |). Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account unde 
Ul Paragraph 3A of litis Section II. 
62 
63 4. Employee Benefits 
64 
fifi 0|ieral»rs current costs of established plans for employees' group life insurance, hospitalization, pension, retiremen 
(id stock purchase, thrift, bonus, nml other benefit plans of a like nature, applicable lo Operator's labor cost chargeable to lh 
ft7 .Joint Account under I'nrnnrnphs .'(A and .'IM of thin Section II shall be Operator's actual cosl not to exceed the pcrcer 
(58 most recently recommended by lhe Council of Petroleum Accountants Societies. 
69 
70 
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I 5. Material 
2 
.'I Material purchased «r furnished hy Operator for use on lhe Joint I'mpcrty as provided under Section IV. Only such 
I Material shall lie purchased for or transferred lo the Joinl IVoperly as may lie reipiired for immediate use and is 
.r> reasonably practical and eonsisleul w ilh efficient, and economical operations. The accumulation of surplus slocks shall lie 
11 avoided. 
7 
8 Ii. Transportation 
5> 
1(1 'IVausportalion of employees and Material necessary for (he Joint Operations but subject to thc following limitations: 
II 
12 A. If Material is moved lo the Joint. IVn|HTty from the Operator's warehouse or other properties, no charge shall lie 
l.'l made lo the Joint Account for a distance greater than lhe distance from the nearest reliable supply store where like 
I I material is normally available or railway receiving point nearest the Joint IVojierty unless agreed to by the Pnrlies. 
Ifi 
Hi M. If surplus Material is moved hi Operator's warehouse or other storage point, no charge shall lie made to the Joint 
17 Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 
IS available, or railway receiving point nearest the Joint Property unless agreed hi by the Parties. No charge shall Im 
I!) made lo the Joint" Account, for moving Material lo other properties belonging to Operator, unless agreed u> by the 
20 Parties. 
21 
22 C In the application of subparagraphs A and I! above, lhe option lo equalize or charge actual trucking cost is 
23 available when the aeltial charge is $-1(1(1 or less excluding accessorial charges. Thc $400 will be adjusted lo lhe 
24 amount most recently recommended by (he Council of Petroleum Accountants Societies. 
25 
26 7. Services 
27 
28 The cosl of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
2!l 10 of Section II anil Paragraph i. ii. and iii, of Section III. The cost of professional consultant services and contract 
.'IO wrvices of technical personnel directly engaged on lhe Joinl Properly if such charges are excluded from the overhead 
.'It rates. The cosl of professional consul tan I services or contract services of technical personnel not directly engaged on lhe 
.'12 Joinl Pro|ierly shall not be charged lo lhe Joint Account unless previously agreed lo by the Parties. 
33 
34 8. Equipment and Facilities Furnished Iiy Operator 
35 
36 A. 0|terator shall charge thc Joinl Account for use of Operator owned equipment and facilities at rales commensurate 
:i7 with costs of ownership and operation. Such rales shall include costs of maintenance, repairs, olher o|>erating 
.'I8 ex|)cnse. insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not lo 
39 exceed E I G H T E E N pcrccnl ( 1 8 %) per annum. Such rales shall not exceed average commercial 
40 rales currently prevailing iu lhe immediate area of lhe Joinl Properly. 
41 
42 H. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 
43 immediate area uf the Joint IVnperly less 20%. For atibimnlive equipment, ()|>cralor may elect lo use rales 
44 published by the Petroleum Motor 'IVansporl Association. 
46 
46 11. Dnmngcs and losses to Joint Property 
47 
48 All costs or excuses neeessary for thc repair or replacement of Joint IYojicrly made necessary because of damages or 
•I!) losses incurred by fire, flood, storm, theft, accident, or other cause, except Ihose resulting from Operator's gross 
50 negligence or willful misconduct, Ojicralor shall furnish Non-Operalor written notice of damages or losses incurred as 
il soon as practicable after a re|iorl thereof has been received by Operator. 
62 
53 10. Legal Expense 
54 
55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary tr 
57 protect or recover the Joinl Properly, except that no charge for services of Operator's legal staff or fees or expense o: 
.ri8 outside attorneys shall be made unless previously agreed lo by the Parties. All olher legal expense is considered lo Ix 
50 covered by the overhead provisions of Section III unless otherwise agreed lo by Ibc Parlies, except as provided in Scctiot 
60 I, Paragraph 3. 
61 
62 11. Taxes 
63 
64 All (axes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereol 
65 or the production therefrom, and which taxes have been paid by lhe 0|x>ralor for the benefit of the Parties. If Ute ai 
CC. valorem laxes are based iu whole or in pari u|H>n separate valuations of each parly's working interest, thei 
(57 notwithstanding anything In the contrary herein, charges lo the Joint Account shall be made and paid by the Partie 
158 herein in accordance will) lhe lax value generated by each parly's working interest 
69 
70 
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I 12. Insurance 
2 
3 Net premiums paid fur insurance required In lie carried for Iho .Ittinl 0|ieralions for Uic protection of Uie Parties. In the 
I event Joinl Operations .•ire t'>m<liit leil in a slate in which Operator may act as self-insurer for Workers Oimiiensalion 
fi ami/or Km plovers Liability IIIUIIT Ihe respective stale's laws. Operator may, al iis election, incluile lhe risk under its solf-
li iusiirauce program anil iu Dial event. Operator shall incluile a charge at Operator's cosl not lo exceed manual rales. 
7 
8 lit. Abandonment and Reclamation 
51 

HI Cosls incurred for abandonment of (he Joint IYo|iorly. including costs required by governmental or olher regulatory 
11 authority. 
12 
l.'t II. Conimiiiiications 
14 
|.r» Cost of acquiring, leasing, installing. o|ieraling. repairing and maintaining communication systems, including radio and 
Hi microwave facilities directly serving lhe Joint Properly. In lhe event communication facilities/systems serving the Joint 
17 Properly are 0|ieralor owned, charges In Ihe Joint Account shall lie made as provided in Paragraph 8 of this Section II. 
18 
10 IT). Othcr Expenditures 
20 
'21 Any other ex|ienililuie not covered or dealt with in the foregoing provisions of this Scclion II. or in Section III and which 
22 is of tlirecl lioiiofil hi lhe Joint !Yn|iorty and is incurred by the Operator in lhe necessary ami proper conduct of lhe Joinl 
23 ()|icralions. 
24 
2fi 
2(5 III. OVERHEAD 
27 
28 1. Overhead - Drilling and Producing Operations 
20 
30 i. As com|iensation for administrative, supervision, office services and warehousing costs. Operator shall charge 
31 drilling and producing operations on cither: 
32 
33 ( X ) Fixed Rate Basis. Paragraph 1 A, or 
34 ( ) Percentage Basis. Paragraph IB 
35 
3fi Unless otherwise agreed to by the Parlies, such charge shall be in lieu nf costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and cxjienscs of all personnel, except those directly chargeable under 
38 Paragraph 3A. Section II. The cosl and exticnse of services from oulside sources in connection with matters of 
30 taxation, traffic, accounting or mailers licfore or involving govern men till agencies shall be considered as included in 
10 the overheat) rales provided for in lhe above selected Paragraph of this Scclion III unless such cost and expense are 
41 agreed to by lhe Parlies its a tlirecl charge lo the Joinl Account. 
42 
43 ii. Thc salaries, wages and Personal Expenses of Technical Employees and/or lhe cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Properly: 
45 
4(i ( ) shall be covered by thc overhead rates, or 
47 (X ) shall not IHJ covered by the overhead rales. 
48 
40 iii. Thc salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned lo and directly employed in 
51 the o|>cration of the Joinl Properly: 
52 
53 ( ) shall be covered by the overhead rates, or 
54 (X ) shall not be covered by lhe overhead rales. 
66 
56 A. Overhead - Fixed Rate Basis 
57 
58 (I) Operator shall charge the Joint Account at the following rates per well per month: 
59 
60 Drilling Well Rate $ 3 0 0 0 . 0 0 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rale $ 3 7 5 . 0 0 
64 
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
66 
67 (a) Drilling Well Rale 
68 
69 (I) Charges for drilling wells shall begin on the dale the well is spudded and terminate on the date 
70 the drilling rig, completion rig, or oilier units used in completion of the well is released, whichevei 
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is JaftT. except Dial no charge shall ho made during susiwnsion of drilling or completion o|)eralions 
fur fifteen (IH) or more cnnsorulivo ealentlar days. 

(2) Charges for wells undergoing any type of workover or recompletion for n fwriotl of five (5) 
emiseeulive work days or more shall lit* made al. lhe drilling well rale. Such charges shall he 
applietl Tor lhe period from dale workover operations, with rig or olher units used in workover. 
commence through dale of rig ur olher unit release, except that no charge shall he made during 
Kiis|M"usinu of O|H>rations for fifteen (lf>) or more consecutive ealentlar days. 

(b) Producing Well Kales 

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

(2) Each active completion in a mnlli completed well in which production is not commingled down 
hole shall lie considered as a one-well charge providing each completion is considered a separate 
well Iiy the governing regulatory authority. 

(.".) An inactive gas well shut iu because of overproduction or failure of purchaser to take the 
production sliall be considered as a one-well charge providing the gas well is directly connected to 
a [icrmanent sales outlet. 

(•I) A one-well charge shall be made for lhe month in which plugging and abandonment o|ieralinns 
arc completed on any well. This one-well charge shall be made whether or not the well has 
produced except when drilling well rale applies. 

(H) All olher inactive wells (including bill not limited to inactive wells covered by unit allowable, lease 
allowable, transfer ret I allowable, etc..) shall not qualify for an overhead charge. 

(."I) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
agreement tti which Ibis Accounting Procedure is attached. The adjustment shall be computed by multiplying 
the rale currently in use by the percentage increase or decrease in lhe average weekly earnings of Crude 
Petroleum and (las Production Workers for the lust calendar year compared to the calendar year preceding as 
shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
by lhe United Stales Department of l̂ ibor, Bureau of l-nbor Statistics, or the equivalent Canadian index as 
published by Statistics Canada, as applicable. The adjusted rales shall lie the rales currently in use, plus or 
minus the computed adjustment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rales: 

(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs 
provided under Paragraph 10 uf Scclion II and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided 
under Paragraphs 2 and 10 of Scclion II, all salvage credits, lhe value of injected substances purchased 
for secondary recovery and all tixes and assessments which are levied, assessed and paid u|»n the 
mineral interest iu and lo the Joint Property. 

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

Ftir lhe purpose of determining charges on a percentage basis under Paragraph IB of this Section III, 
development shall include all costs iu connection with drilling, redrilling, deepening, or any remedial 
operations on any or all wells involving the use of drilling rig and crew capable of drilling to lhe producing 
interval on the Joinl Properly; also, preliminary cxpcndilures necessary in preparation for drilling and 
expenditures incurred in abandoning when lhe well is not completed as a producer, and original cosl of 
construction or installation of fixed assets, the expansion of fixed assets and any olher project clearly 
discernible as a fixetl asset, c.xccpl Major Construction as defined in Paragraph 2 of this Scclion III. All olher 
costs shall be considered as o|icraling. 

Overhead - Major Construction 

Tli compcnsnle Operator for overhead costs incurred in thc construclion and installation of fixed Basel*, the expansion ol 
fixetl assets, and any other project clearly discernible as a fixed asset required for lhe dcvelopmenl and operation of the 
Joint Property, Operator shall either negotiate n rale prior lo thc beginning of construction, or shall charge the Joint 
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I Arrnuiil for overhead based mi lhe following rales for any Major Construction project 'WRyTPftflyky.xxxxxxxxx 
2 
3 A nf first $100,000 nr lolal cosl. if less, plus 
4 
fi II % of cosls in excess of $1(1(1,11110 but less I ban $1,000,000. plus 
(i 
7 (: % of costs iu excess of $ 1.000.000. 
H D - $ 1 0 0 . 0 0 PER DAY. 
0 'Iblsil cosl shall mean the grtiss cost of any one project. For Ihe purpose of Ibis paragraph, the component parts of a single 
10 project shall not be trealeil separately ami lhe cost of drilling anil workover wells and artificial lift equipment shall be 
11 excluded. 
12 
1.1 3. Catastrophe Overhead 
M 
IT. 'Ih compensate O|ioralor for overhead cosls incurred iu the event of expenditures resulting from a single occurrence due 
Hi to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed lo by the Parlies, which arc 
17 necessary to restore the .loiul Properly lo I lie equivalent condition thai existed prior to the evcnl causing the 
IS expondiliircs. 0|M>rali>r shall cither negotiate a rale prior lo charging Hie Joinl Account or shall charge the Joint Account 
10 for overhead based on the following rales: 
20 
21 A N / A % of total costs through $100,000; plus 
22 
2.1 It. N/A '« of total cosls iu excess of $100,000 bill less than $1,000,000; plus 
24 
25 c. N/A % „f totnl costs in excess of $1,000,000. 
2(5 
27 ExjiondiUires subject lo lhe overheads above will nol be reduced by insurance recoveries, and no other overhead 
28 provisions of litis Scclion III shall apply. 
29 
30 4. Amendment of Rates 
31 
32 'Hie overhead rales provided for in Ibis Scclion III may be amended from lime lo time only by mutual agreement 
.13 between thc Parlies hereto if. in practice, the rales are found lo lie insufficient or excessive. 
34 
35 
30 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
37 
38 ()|)crator is rcs|xinsiblc for Joint Account Material and shall make proper and timely charges and credits for all Material 
•10 movements affecting the Joint Properly. 0|»erab)r shall provide all Material for use on the Joint Properly; however, at 
40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make limely disposition of idle and/or 
41 surplus Material, such dis|Kisal being made either through sale lo Ojicialor or Non-Operator, division in kind, or sale lo 
42 outsiders. Operator may purchase, but shall be under no obligation lo purchase, iniercst of Non-0|teralors in surplus condition 
43 A or M Material. The dis|iosal of surplus Controllable Material nol purchased by the ()|icralor sliall be agreed to by lhe Parlies. 
44 
45 1. I*urcbascs 
4G 
47 Material purchased shall be charged al lhe price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned lo vendor for any olher reasons, credil shall l>e passed to the Joinl Account 
49 when adjustment has been received by the 0iterator. 
50 
51 2. Transfers and Dispositions 
52 
53 Material furnished to the Joinl Properly and Material transferred from lhe Joint Property or disposed of by the Operator, 
54 unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts: 
55 
56 A. New Material (Condition A) 
57 
68 (1) Tubular Goods Other than Line Pipe 
59 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
(il published carload base prices effective as of dale of movement plus transportation cost using the 80,000 
02 IMiund carload weight basis lo the railway receiving |x>inl nearest lhe Joint Property for which 
6,1 published rail rales for tubular goods exist. If the 80,000 pound rail rale is not offered, the 70,000 |x>und 
II I or 90.000 |H>und rail rale may be used. Freight charges for lulling will be calculated from I/>rain, Ohio 
65 and casing from Youngslown, Ohio. 
66 
f!7 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 
68 transportation cosl from that mill to thc railway receiving poinl nearest the Joint Property as provided 
69 above in Paragraph 2.A.(lXa). For transportation cost from points other lhan Eastern mills, the 30,000 
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I pound Oil Field Haulers Association inlorKtato truck rate shall he tisctl. 
2 
.'I If) Special ond finish tubular goods shall bo priced al. the lowest published out-of-stock price, f.o.b. Houston, 
I Texas, plus lr:ini!|«irlalion cost, usiiitr Oil Field Haulers Assix:ialit>n interstate 30.000 IMIIIIKI truck rate, 
fi lo Ihe railway receiving |miul nearest Hit! Joint Properly, 
(i 
7 (tl) Macaroni liihinit (size less than 2 \ inch OD) shall he priced at the lowest published out-of-stock prices 
M f.o.b. (he supplier plus transportation costs, using (he Oil Field Haulers Association interstate truck rate 
!) per weight of lulling transferred, lo Ihe railway receiving |mint nearest the Joint IYo|>erly. 

II) 
It (2) Line Pipe 
12 
i:i (a) Line pipe movements (except size 21 inch Ol) anil larger with walls inch and over) 30,000 |x>unds or 
It more shall be priced under provisions of tubular goods pricing in Paragraph A.(IXn) as provided above. 
If, Freight, charges shall be calculated from Ijirnin. Ohio. 
10 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 
IS IMiimtls shall lie priced at Eastern mill published carload base prices effective as of dale of shipment, 
|!l phis 20 |H<reenl. plus lrans|mrtalion cosls based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(IXa) as provided above. Freight charges shall be calculated from lornin, 
21 Ohio. 
22 
23 (<•) Line pipe 24 inch Ol) and over and V, inch wall and larger shall be priced f.o.b. the point of 
21 manufacture al current new published prices plus lrans|>orlalion cost to the railway receiving point 
25 nearest thc Joinl Properly. 
20 
27 (tl) Line pijx\ including fabricated line pipe, drive pi|ic and conduit nol listed on published price lists shall 
28 lie priced at limited prices plus freight lo the railway receiving |Kiinl nearest the Joinl Property or at 
20 prices agreed lo by the Parlies. 
30 
.tl (3) Other Material shall be priced at the current new price, in effect at dale of movement, as listed by a reliable 
32 supply store nearest, the Joint Properly, or poinl of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving |toinl nearest the Joinl Projicrly. 
34 
30 (4) Unused new Material, except tubular goods, moved from lhe Joint Properly shall be priced at the current 
30 new price, in effect on dale of movement, as listcil by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus lrans|K>rtation costs, if applicable, to the railway receiving point nearest the Joint 
38 IVoperly. Unused new lobulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 U. Good Used Material (Condition U) 
41 
42 Material in sound anil serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved lo Uic Joint Property 
45 
40 Al seventy-five jierecnl (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Properly 
49 
50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A. if Material was 
HI originally charged to the Joint Account as new Material or 
52 
53 (b) At sixly-five percent (05%) of current new price, as determined by Paragraph A, if Material was 
54 originally charged lo lhe Joint Account as used Material. 
55 
50 (3) Material not used on and moved from the Joint Prof>erty 
57 
08 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
00 The cost of reconditioning, if any, shall be absorbed by the transferring property. 
Gl 
62 C. Other Used Material 
63 
64 (1) Condition C 
05 
00 Material which is not in sound and serviceable condition and not suitable for its original function unti 
07 after reconditioning shall be priced at fifty percent (50%) of current new price as determined bj 
08 Paragraph A. Thc cost of reconditioning shall be charged lo lhe receiving properly, provided Conditio! 
00 C value plus cost of reconditioning docs nol exceed Condition H value. 
70 

- 7 -



COPAS - )9i4 - oretioifc*. 
RecomrMndad by lh* Council 
of PWroknim Accounlonh 

I (2) Condition I) 

2 
:t Material, excluding junk, no longer suitable Tor its original purpose, but usable fur some other purpose 
I shall lie priced on a basis commensurate with iis use. ()|>crator may dispose of Condition |) Material 
5 under procedures normally used by Operator without prior approval of Non-O|)crntors. 
Ci 

7 (al Casing, lulling, or drill pipe used as line pi|H> shall be priced as Grade A and R seamless line pipe 
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 
!• priced at used line |ii|H> prices. 
10 
11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pi|ie. 
IM Upset tubular goods shall be priced on a non upset basis. 
14 
15 (.')} Condition 10 
10 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
IK procedures normally utilized by Operator without prior approval of Non-()|)eralors. 
10 
20 I). Obsolete Material 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
23 is not equivalent lo that which would justify a price as provided aliovc may be s|iecially priced as agreed U> by 
2-1 the Parties. Such price should result iu the Joint Account being charged with the value of the service 
25 rendered by such Material. 
20 
27 IC. Pricing Conditions 
28 
20 (1) l/iading or unloading costs may be charged lo lhe Joint Account at the rate of twenty-five cents (25V) 
;t0 |icr hundred weight on all tubular goods movements, in lieu of aclual loading or unloading costs 
:il sustained al lhe slocking |Hiinl. The above rate shall be adjusted as of thc first day of April each year 
:t2 following January I, 1085 by the same percentage increase or decrease used to adjust overhead rates in 
:i:t Section III. Paragraph l.A.(.l). Each year, the rale calculated shall lie rounded to the nearest cent and 
34 shall be lhe rait! in effect until the first day of April next year. Such rale shall be published each year 
.'15 by thc Council of Petroleum Accountants Societies. 
80 
,17 (2) Material involving erection costs shall be charged al applicable |>ercentage of the current knocked-down 
,J8 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is not readily obtainable nt published or listed prices because of national emergencies, strikes or other 
4:i unusual causes over which the 0|>orabir has un control, lhe Operator may charge the Joint Account for the required 
44 Material al the Operator's aclual cosl. incurred iu providing such Malerial, in making it suitable for use, and in moving it 
45 to Ihe Joint Property: provided notice in writing is furnished (o Non-0|>crators of the proposed charge prior lo billing 
40 Non-Operalors for such Malerial. Each Nou-Oimralor shall have the right, by so electing and notifying Operator wilhin 
47 ten days after receiving notice from O|tcralor, lo furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to 0|>erator. 
49 
50 4. Warranty of Material Furnished By Operator 
51 
52 Operator does not warrant the Malerial furnished. In case of defective Material, credit shall not be passed to lhe Joint 
r».'l Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
56 
66 V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Material. 
69 
60 I. Periodic Inventories, Notice and Representation 
61 
02 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
03 of intention to lake inventory shall be given by Oiterator at Icasl thirty (30) days Iwforc any inventory is to begin so that 
04 Non ()|ierators may be represented when any inventory is taken. Failure of Non-()|>eralors to be represented al an 
65 inventory shall bind Non-Operators to accept the inventory token by Operator. 
66 
07 2. Reconciliation and Adjustment of Inventories 
68 
09 Adjustments lo the .loint Account resulting from lhe reconciliation of a physical inventory shall be made within six 
70 mouths following the Inking of the inventory. Inventory adjustments sliall be made by Operator lo the Joint Account for 

- 8 -
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I overages anil shortages. I nil. Operator shall 1M« held accountable only for shortages due lo lack of reasonable diligence. 
2 
.1 Special Inventories 
4 
fi S|M'eial inventories may be taken whenever there is any sale, change of interest, or change of 0|K>ralor in the Joint 
11 IVo|ierly. l l sliall be Hie duly of (he parly selling lo notify all olher Parlies as quickly as possible after lhe transfer of 
7 interest lakes place, lu such oases, both Ihe seller anil the purchaser shall be governed by such inventory. In cases 
X involving a change of Operator, all Parlies shall bo governed by such inventory. 
(I 

10 'I. Expense of Conducting Inventories 
II 
12 A. The OX|KMISO of conducting periodic inventories shall nol be charged (o the Joinl Account unless agreed lo by lhe 
I.I Parlies. 
II 
|f» It. The ex|M'iiso of conducting special inventories shall be charged lo the Parties requesting such inventories, except 
Hi inventories required due to change of Operator shall be charged lo (be Joinl Account. 
17 
IK 
10 
20 
21 
22 
2.'l 
24 
25 
20 
27 
28 
29 
no 
:ii 
32 
33 
34 
35 
30 
37 
38 
39 
40 
41 
42 
43 
44 
45 
40 
47 
48 
49 
50 
51 
52 
53 
64 
65 
66 
57 
58 
69 
00 
01 
02 
03 
64 
65 
66 
07 
08 
09 
70 
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RATIFICATION OF UNIT AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Agreement for the Development and Operation of the Shahara 

State Unit Area, Lea County, New Mexico, and hereby r a t i f i e s the 

same for a l l purposes. 

Dated this day of <f , 19; 

(S^gnatufe^ 

(Printed Name) 

STATE OF TUtKftS 
COUNTY OF M IbLArJD 

The foregoing instrument was acknowledged before me this 
day of PebHuAILS , 1998, by DALE' M t d A H T E f l . . 

My Commission Expires: Notary Public 

TINA GREER 

STATE OF '* 
COUNTY OF 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Operating Agreement for the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same for a l l purposes. 

Dated this i s day of 

(Printed Name) 

STATE OF T&XPfS 
COUNTY OF MlbuWb 

The foregoing instrument was acknowledged before me this 
day of Pe&AuAfLS , 199«, by D A L E m c L d M i n ^ . 

My Commission Expires: Notary Public 

TINA GREER 
NotyftMe,StttofTm 

My OfmnWon Expirw tMHI 
STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of tha t certain 

Unit Operating Agreement f o r the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same f o r a l l purposes. 

Dated t h i s *Z day of 

Mountaineer Limited 
Partnership 

(Printed Name) 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by 

My Commission Expires: Notary Public 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by , of 

, a corpora t ion , on 
behalf of the corpora t ion . 

My Commission Expires: Notary Publ ic 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of t h a t certain 

Unit Operating Agreement f o r the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same f o r a l l purposes. 

Dated t h i s 25th day of July , 1997. 

(Signature) 

Ogden Sharon Hudnall, Individually 
(Printed Name) 

STATE OF TEXAS 
COUNTY OF SMITH 

The f o r e g o i n g ins t rument was acknowledged b e f o r e me t h i s 25th 
day of July , 1997, by Ogden Sharon Hudnall . 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of • , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Operating Agreement for the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same for a l l purposes. 

Dated this 25th day of July , 1997. 

(Signature) ' 

Ogden Sharon Hudnall. Trustee 
(Printed Name) 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , 1997, by 

My Commission E x p i r e s : Notary Publ ic 

STATE OF TEXAS 
COUNTY OF SMITH 

The f o r e g o i n g ins t rument was acknowledged b e f o r e me t h i s 25th 
day of July , 1997, by Ogden Sharon Hudnall , of 

Ogden Sharon Hudnall Trust #2 . a Trustee C«3fporat-i©R, on 
behalf of the eefpecafeiea. 

Trust . 

My Commission E x p i r e s : 

12-11-97 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Operating Agreement for the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same for a l l purposes. 

Dated this day of Uu^cr .̂̂ t> , 1997. 

(Signature)Lometa Anne Cox, Individually 

Lometa Anne Cox 
(Printed Name) 

STATE OF 
COUNTY OF 

The £ 
day of _ 

going instrument was acknowledged before me t h i s 
, 1997, by Lometa Anne Cox . 

My Commission Expires: 

So-?-?*! 

t^ublL NotaryvPublic 

STATE OF 
COUNTY OF 

MrlMDA PIPER 
MY C0MMBS10N EXPIRES 

October 8,1999 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

, a corporat ion, on 
behalf of the corporation. 

My Commission E x p i r e s : Notary P u b l i c 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Operating Agreement for the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same for a l l purposes. 

fif** day of 6X^2 Dated this 1997, 

MELINDA PIPER 
MY (MMMSStON EXPIRES 

October 8,1999 

( S i g n a t u r e ) Lometa Hudnal l Cox, Trustee 
Lometa Hudnal l Cox T r . #2 

( P r i n t e d Name) Lometa Hudnal l Cox 

STATE OF 
COUNTY OF 

The foregoing instrument was acknowledged before me this 
day of (.Â <̂ e*-J& , 1997, by Lometa Hudnall Cox. Trustee 

My Commission Expires: 

STATE OF 
COUNTY OF 

MELINDA PtPER 
IffCWMSSttN EXPIRES 

October 8,1999 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

, a corporation, on 
behalf of the corporation. 

My Commission Expires: Notary Public 



RATIFICATION OF UNIT OPERATING AGREEMENT 

The undersigned acknowledges receipt of a copy of that certain 

Unit Operating Agreement for the Shahara State Unit Area, Lea 

County, New Mexico, and hereby r a t i f i e s the same for a l l purposes. 

Dated this //̂ & day of (^lu^/^St _JL997. 

:<% MELINDA PtPER 
rs W " f i MY COMMSStON EXPIRES 

October 8,1999 

>ignaturej Sam Roosth, Trustee 
Lometa Hudnall Cox Tr. #2 

Sam Roosth. Trustee 

STATE OF 
COUNTY OF 

The f. 
day of _ 

( P r i n t e d Name) 

go ing ins t rument was acknowledged b e f o r e me t h i s / P t L j 
, 1 9 9 7 , b y Sam Roosth. Trustee . 

My Commission E x p i r e s : 

STATE OF 
COUNTY OF 

^ _ ^ MELINDA PIPER 
l * H * r £ MVCOMMBSXM EXPIRES 

October 8.1999 

The foregoing instrument was acknowledged before me this 
day of , 1997, by , of 

, a c o r p o r a t i o n , on 
behalf of the corporat ion. 

My Commission E x p i r e s : Notary P u b l i c 




