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STATE/FEE
WATERFLOOD UNITS

UNIT AGREEMENT *
FORl THE DEVELOPMENT AND OPERATION OF THE
SHAHARA STATE UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered inlo as of the day of July, 1997 . by 1nd between the parties
subscribing, raufying or consenting hereto, and herein referred 10 a3 “parties hereto®;

WITNESSETH THAT:

WHEREAS, the partics hereto are the owners of working, royaity oc other oil and gas interesu in the Unit Area subject to this
agreement: and

WHEREAS. the Commissioner of Public Lands of the itate of New Mexico is authorized by law (Sec. 3, Chap, 88, Laws 1943) as
amended by Dec. | of Chapter 162, Laws of 1951, (Chap. 19, A1, 10, Sec. 45, N.M. Stutes 1978 Annot.), to consent to and approve the
development oc operstion of Stte lands under agreements made by lessees of Sute land jointly or severally with other lessees whers nuch
agreements provide for the unit operation or development of part o or all of any oil or gas pool, field or area; and

WHEREAS. the Commissioner of Public Lands of the Sute of New Mexico is authorized by an Act of the Legislature (Sec. {, Chap.
162, Laws of 1951: Chap, 19, Art. {0, Sec. 47, N.M. Staws. 1978 Annot.) 10 amend with the approvai of lessee, evidenced by the lessee's
execution of such agreement or otherwise, tny oil and gas lease embracing Sute lands so that the length of the term of said lease may :omcxdc
with the term of such agreements for the unit operation and development of part or il of any oil or gas pool, field or area; and

WHEREAS, thc Qil Conservation Division of the Energy and Mincrals Department of the Suate of New Mexico is authorized by law
(Chap. T2, Laws 1935, as amended, being Sec. 70-2-1 et seq. N.M. Statutes 1973 Annouted) to approve this agreement and the conservation
provision hereat; and

WHEREAS, the parties hereto hold wificient interesuin the __ Shahara State Unit Ares, compcised of the land
hersinaller designated, o give reasonably effective control of operations therein; and

WHEREAS. it is the purpose of the parties hereto to enable institution and consummation of secondary and/oc enhanced oil recovery
operations, conserve patural resources, prevent waste and secure e other benefits obuinable 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 ard the promises herein contained, the parties hereto commit 1o this agreement
their respective interests in the Unitized Formration underlying the Unit Ares, and agree sevenlly smong themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS: The oil and gas operating regulations in the effect as of the effective
date hereol goveming drilling and producing operations not inconsisient with the terms hercof or the laws of the State of New Mexico are hereby
accepted and made & part of this agreement.

SECTION 2. DEFINTTIONS: For the purpose of this agreement, te following terms and expressions are used berein shall
mean:

(2) “Unit Area” is deflined as the land depicted on Exhibit A and described by Tracts in Exhibit "B~ attached hereto and
said land is hereby designated and recognized as coastinuting the Unit Area. -

®) *Commissioner” is defined as the Commissiorier of Public Lands of the State of New Mexico.

© °Division® ts defined as the Oil Conservation Division of the State of New Mexica.

(d) *Unitized Formations” @_Sﬂu\mk« formations bﬂe ying the. 1]git Area, the vertical limits of which
extend from approximatély 4100 feet belo the surface to a lower depth of 5500 feet beJow the surface.

(e) *Unitized Substances” is defined as all oil. gas, gaseous substances, sulphur contained in gas, condensate, distillate and
all associated and con dtituent liquid or liquefiable hydrocarbons within or produced from the Unitized Formation.
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) “Working [nterest” is defined as an interest in Jnitized Substances by virtus of a lease, operating agreement or otherwise,
including & camed interest, which interest is chargesole with and obligated to pay or bear, cither in casa or out of
production or otherwise, all or a portion of the com of drilling, developing, producing and operating the Unitized
Formation. Aany interes in Uitized Substances which is 2 Working Interest as of the dats the owner thereof executes,
ratifies or consents (0 this agreement shail thereatter be treated as a Working [nierest for ail purposes of this agreement.

® “Royaity Interest” is defined as & right to or interest in any portion of the Unitized substances ot proceed thereof other
than a Working [nterest.

®) “Working Interest Qwner” is defined as & panty hereto who owns a Working Interest.

0] “Royalty Owner” is defined as a party hereto who owns 2 Royalty Interest.

“Tract” is defined as each parcel of land desciibed a8 such and given 2 Tract number in Exhibit *B”.

&) “Tract Participation® is defined as the percentages of Unitized Substances allocated hereunder 1o a Tract during Phase [
and Phase [, as hercinatter defined. The Tract Participation of the Tracts within the Unit Area is shown on Exhibit *C*
aitached hereto.

o *Unit Participation” is defined as the sum of tae percemages obtained by muitiplying the Working Interest of a Working

Interest Owner in cach Tract having Tract Participation by the Tract Participation of such Tract.

(m) and (n) There is no distinction between “Phase I* anc. "Phase II" 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 as any agreement or agreements entered into, separately or collectively, by and
between the Unit Operator and the Working lnterest Owners as provided in Section 9, Accounting Provisions and Unit
Opertting Agreement, inia, and shall be styled “Unit Opersting Agreement, Shahara State Unit Area ,

Lea Counry, New Mexico®.
® *Unit Manager" is defined as the person or carporation appointed by the Unit Working Interest Owners o perform the

duties of the Unit Operator until the selection and qualification of a smuccessor Unit Operator as provided for in Section
8, Successor Unit Openator, hereof.

SéCI'ION 3. UNIT AREA: The area specified on the map attached hereto marked Exhibit “A® is hereby designated and
recognized as constituting the Unit Area, conlaining 320 acres, more or less.

Exhibit “A” to the extent known to Unit Operator, showa the boundaries and identity of Tracts and leases in the Unit Area. Exhibit
*B* attached hereto is a schedule showing, to the extent known to Unit Openator, the acreage comprising each Tract and the percentage of
ownership of each Working Interest Owner in each Tract. However, nothing herein or in said schedule or map sball be construed as a
representation by amy party hereto as to the ownership of any intervst other than such interest as are shown in said map or scheduls as being
owned by such party. Exhibit "C” attached hereto is a scheduie showing the Tract Participation of each Tract in the Unit Area during Phase [
aod II, which Tract Participation has been calculated upon the basis of all tracts within the Unit Area being committed to this agreement as of
the effective dats hereof.

Exhibits "A®, “B*, and “C" shall be revised by Unit Operator whenever changes render nxch revision necessary aod not iess than
two copies of such revision shall be filed with the Commissioner and the Division.

SECTION 4. EXPANSION: The Unit Arca may, when practicable, be cxpanded to include therein any additional Tnct-or
Tracts regarded as reasonably necessary or advisable for the purpases of this agreement. Such expansion shall be cifected in the following
manner.

(2) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into the Uit Area shail
file an application therefor with Unit Operator requesting such admissioa.
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® Unit Operator shall circuiate a nouce of the proposed expansion 10 each Working Interest Owner in the tract or tract
proposed o be included in the Unit and/or aficted by the proposed expansion setting out the basis for admission, the Tract
Participation proposed W be sllocated 0 mch Tract or Tracts, and othes pertinent data. Afier negotiation (at Working
Interest Owners’ meeting or otherwise) if Working Interest Owners having 1 combined Phase I Unit Participation of ninety
percent (30%) or more have agreed o such “Tract or Tracts being brought into the Unit Ares, then Unit Operator shail,
after preiiminary concurrence by the Commiusioner and the Commussion:

(1) Prepare 1 notice of proposed expansion describing the comemplated changes in the boundaries of the Unit Ares, the
reason therefor, the basis for admission of the additional Tract or Tracts, the Tract Participation to be ailocated thereto,
and the proposed cffective date thereof; and

(2) Furnish copies of said notice to the Commissioner and the Division, cach Working Interest Owner and to the lessee
and lessor whose interests are proposed o be committed, advising such partics that thirty (30) days wiil be allowed for
submission w0 the Uit Operatar of any objections to such proposed expansion; and

(3) File, upon the expiration of said thirly-day period 1s set out in Subsection (2) immediately above, with the
Commissioner and Division the following: (1) Evidencs of maiiing copies of said notice of expansion; (b) An application
for such expansion: (¢) An instrument containing the appropriate joinders in compliance with the qualification requircments
of Section 13, Tracts Qualified for Unit Participation, infra; and (d) Copies of any objections received.

The expansion shall, sfter due consideration of ail 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 inciuded within the Unit Area
prior w0 such eniargement shall rermain in the same rato one o anather.

There soall never be any retroactive allocation or adiustment of operating expenses or of iaterest 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 shail not prevent any
adjustment of invesument necessitated by such expansion.

SECTION 3. UNTTIZED LAND AND UNITTZED SUBSTANCES: All land committed to this agreement as provided in
Section 13, Tracu Qualified for Unit Participation, a3 to the Unitized Formation defined in Section 2, Definitions, shail constinste land referred
10 herein a3 "Uditized Land” or “land subject to this agreement”. All oil and gas in the Unitized Formation in the Uaitized Land are unitized
under the terms of this agreement and herein are called "Unitized Substances®.

SECTION 6. UNTT QPERATOR: Shanara 0il, LLC Company is hereby designated as Unit
Operator, and by signing this instrument as Unit Operator it agrees and consents to accept the duties and obligations of Unit Operstor for the
openition. development and production of Unitized Substances as herein provided. Whenever reference is made herein to the Unit Operator, such
reference means the Unit Openator acting in that capacity and not as an owner of interest in Unitized Substances, and the term “Working Interest
QOwner® when used herein shail include or refer o Unit Openator ss 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 ey
time, but such resignation shall not become effective so as 0 reicase Unit Operator from the duties and obligations of Unit Operator and
terminate Unit Operator’s rights as such for a period of six (6) months after writen notice of intention o resign has beea given by Unit Operator
10 all Working Interest Owners and the Commissioner and Division unless a new Unit Operator shall have taken over and assumed the duties
and obligations of Unit Operator prior to the expiratioa of said period.

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

In 2ll 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 joindly responsibie 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, spoint a 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 oc interest as the owner of a
Working Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becoming etfective, 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 any and all data and information which it might have gained or assembled by
reason of its operztion of the Unit Area) to the new duly qualified r.ccessor Unit Openator or to the Unit Manager if no such new Unit Openator
is elected, 10 be used for the purpose of conducting Unit Operations hereunder. Nothing herein shail be construed as wuthorizing removal of any
material, equipment or ippurtegances needed for the preservatior. of any weils. Nothing herein contained shail be construed to relieve or
discharge aay Unit Opcrator who resigns or is removed hercunder from any liability or duties accruing 1o or performable by it prior to the
effective date of mch resignation or removal.
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SECTION 3. SUCCESSOR UNTT OPERATOR: Whenever Unit Operator sball tender its resignation as Unit Operator ot
shail be removed as hercinabove provided, the Working Interest Ownera, voting in the manner provided in the Unit Operating Agreement, ahail
select 2 successor Unit Operator: provided. however. that the votng interest of the outgoing Unit Operator shail not be considered for any
purpose if such outgoing Unit Opertor fails o vote or votes only 10 succeed itseif. Such selection of 2 successor Unit Operator shail not becoms
effective unui: (1) 2 Uait Operator 30 selected shall accept in writing the duties and respoasibilities of Unit Cperator, and (b) the seiection shail
bave been approved by the Commissicoer and Divisioa. If a0 successor Uait Operatar is selected 1s herein provided, the Commissioner may
declare this agreement Lerminated.

SECTION 3. ACCOUNTING PROVISTONS AND UNTT OPERATING AGREEMENT: Costs and expenses incurred by Unit
Openitor in conducting Unit Operaucns hereunder shall be paid, apportioned among and borne by the Working Interest Qwmers in accordance
with the Unit Operating Agreement. Such Unit Operating Agreeme:nt shail also provide the manner in which the Working Interest Camers sbail
be catitled to receive their respective proportionate and allocated uiare of the beoefits accruing hereunder in conformity with their underlying
opeaating agreements, leases or other independent contracts and such other rights and obligations as between Uait Operator and the Working
Interest Owhers a8 may be agreed upoa by the Unit Operator and the Working Interest Owners: hawever, no such Unit Operating Agreement
shall be deemed cither 10 modify any of the terms and cooaitions of this Unit Agreement or to relieve the Unit Operator of any right or obligatioa
esublished under this agreement. and in case of any inconsistency or contlict between this agreement and the Unit Operating Agreemeat, this
tgreement shall prevail. One true copy of any Unit Operaung Agreement executed Pursuant to this Section shall be filed with the Commissioner.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNTT OPERATOR: Except as otherwise specifically provided herein, the
exciusive right, prvilege and duty of exercising any and all rights of the parues hereto whichh are necessary or convenient for prospecting for,
producing, storing, allocating, and distributing the Unitized Substaaces are heredy delegated to and shail be exercised by the Unit Operator as
herein provided. Upon request therefor, accepuable evidence of title (o said rights shall be deposited with said Unit Operator, and together with
this agreement 1hall consttute and define the rignits. priviieges and obligations of Unit Operator. Nothing herein, however, shail be construed
10 traaster title 10 any land or 10 any lease or operating agreement. it being underxood that usder this agreement the Unit Operator, in its capacity
as Unit Operator, shail exercise the rights of possc3sion and use vested in the paries hereto oniy for the purposes herein specified.

SECTION 11. PLAN OF OPERATIONS: It iy rucognized 1nd 2greed by the parties hereto that all of the land subject to this
agreement has beea reasonably proven to be productive of Unitized Substances in paying quantitics ot is necessary for Unit Operations and that
the object and purpose of this agreement is to formuiate and to put into effect a secondary cobanced oti recovery project in order o effect a
greater recovery of Unitized Subsances, prevent waste and conserve namural resources. The parties hereto agree that the Unit Operator may,
subject to the consent and approvai of a pian of operation by the Working Interest Owners, the Division and the Commissioner, inject into the
Unitized Formation, through any well or wells compicted therein, brine, water, air, gas, oil, liquefied petroleum gis, 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 governed by standards of good geoiogical and petroicum eagincering practices
1nd conservation methods. Reasonable diligence shail be exercised by Unit Openator in complying with the obligations of any approved plan
of operation. The parties hereto, to the extent they have the right 30 to do, hereby grant Uait Openitor the right to use brine or water (or both)
produced from any formation underlying the Unit Area for injection into the Unitized Formation: provided, however, that this grant of said right
shall not preciude the use of brine or water (or both) produced from any formation other than the Unitized Formation for injection into formaticns
other than the Unitized Formation. After commencement of secondary and or enhanced oil recovery operations, Unit Operator shail furnish the
Commissioner and the Division monthly injection and production reports for each well in the Unit. The Working Interest Qwuers, the
Commissioner and the Division shall be furnished penodic reports aa the progress of the pian of operation and any revisions or changes thereto
flecessary 1o meet changed conditions or 10 protect the interests of ail parties (o this agreement: provided. however, that any major revisions of
the pian of openation involving a basic deviation from the initial pian of operation shall be subject to the consent and 2pproval of the Working
Interest Owners, the Commissioner and Division.

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

Notwithstanding anything to the contrary hercin contiined, the Unit Operator shall commence, if not already having done so,
secondary recovery operations and/or cohanced oil recovery operutions on the Unit Area not later than six (6) months after the effective dats
of this Agreement. or any extension thereof approved by the Commissioner and Division or this Agreement, shail terminate automatically in
which latter event the Unit Operator shail notify ail interested partics. After such operations are commenced, Unit Operator shall carry oa such
operations as would a reasonably prudent operator under the same or similar circumstances.
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SBCTION 12. TRACT PARTICIPATION: Tract Parti ipation was cstablished by all owners of working and overriding royaity interests

n a vohmtary working interest unit (letier) agr dated September 5, 1985 as folows:
Land Description Number Tract
of Acres Participation
NKSWY, SEXSW %4 (Talbert Lease)
120 59.0%
SWUSWY (State 16 Lease) 40 31.9%
NWY% (Pair Lease) 160 9.1%
320 100.0%

Those same Tract Participations arc carried forward in this Agreement.

In the event less than ail of the Tracts are comminted her:to as of the etfective date hereot Unit Operator shall prompdy file with the
Commissioner 10d Division at least two copics of revised Exhibits “B® and "C" semting forth on Exhibit "C* the revised Tract Participations
opposite cach of the qualified tracts, which shall be calculated by using the tract factors and formuia set forth hercinabove, but applying the same
oaly o the quatified Tracts. The revised Exhibits *B” and “C~ shail, effective as of the etfective date of this agreement, supersede the original
Exhibits "B” and “C* anached hereto and shall thereanter govern the allocation of Unitized Substances uniess disapproved by the Commissioner
and Division wihin 30 days atter filing.

[f. mebsequent 1o the effective date of this agreement. any additional tract becomes commined hereto under the provisions of Section
3, Unit Ares. or Section 28, Noo-joinder and Subsequent Joinder, or any commuaed tract is excluded herefrom under the provisions of Section
27, Loss of Tatke, Unit Operator shall revise said Exhibits “B* and "C" or the latest revision thereof to show the new percentage participations
of the then commitizd tracts, which revised cxhibit shail, upon its approval by the Commissioner and the Division supersede, as of its effective
date, the last previously eifective Exhibits *B° and "C°. [n any such revision of Exhibit “C” the revised percentage participations of the
respective tracts listed in the last previously effective Exhibit "C* shail remain in the same ratio one o another.

SECTION 13. TRACTS QUALIFTED FOR UNT]' PARTICIPATION: On and after the effective date hereof, the Tracts within
the Unit Arca that shail be entitled to participate in the production of Unitized Substances therefrom shall be the Tracts within the Unit Area
that are qualified as follows:

(a) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working Interest therein have
become partics hereto and as W which Royalty Owners owning seventy-five percent (75%) or more of the Royaity 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
becomne parties hereto and as 1o which royaity Owners owning less than seventy-five percent (75 %) of the Royalty Interest therein
have become partics hereto and, further, 23 to which:

@ All Working Interest Owners in any such Tract have joined in & request for the commitment of such Tract to this
agreement, and

(i) Seventy-five percent (75%) of the combined voting imterest of Working Interest Owners in all Tracts meeting the
requirements of Section 13 (a) hereof have vited in favor of the commitment of such Tract.

For the purposes of this Section 13 (b), a Working Interest Owner's “voting interest” shail be equal to the ratio (expressed in percent)
which ity aggregate Phase [I Unit Participation in ail tracts qualifying under Section 13 (a) bears to the total Phase [I Unit Parnticipation
of ull Working Interest Owners in ail Tracts qualifying under Section 13 (a), as such Unit Participation is determined from the Tract
Prrocipation set out in Exhibit “C".

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

() The Warking Interest Owner operating any such Tract and ail of the other Working Interest Qwners in such Tract-who
have become parties hereto have joined in a request for the commitment of such Tract to this agreement and have exesuted
and delivered an indemnity agreement indemaifying and agrecing (o hoid harmiess the other Working Interest Owners in
the Unit Area, their successors and assigns, against all claims and demands which may be made by the owners of working
interest in such Tract who are not parties hereto and which arise out of the commitment of such Tract to this agreement,
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and

(i) Seventy-five percent (75%) of the comiined voting interests of Working Interest Owuners in all Tracts meeting the
requirements of Section 13 (a) and (b) have voted in favor of the commitment of such Tract and scceptance of the
indemnity agreemeant.

For the purpose of this Section 13 (c), 2 Working lnterest Owner's “voting interemt” shall be equal to the rato (expressed in percent)
which its 1ggregate Phase I Unit Participation in all Tracts quaiifying under Section 13 (a) and {3 (b) bears 0 the towal Phase I Unit
Participation of all Working Interest Owners in all Tracts quaiifying under Section 13 (a) and 13 (b) as such Uait Participation is
determioed from the Tract Participations set out in Exiribit *C”. Upon the commitment of such a Tract to this agreement. the Unit
Pasticipation that would have been aaributed (o the nonsudscribing owners of the Working Interest in such Tract, had they become
partics ©© this agreement and the Unit Operaung Agreement, shail be aanbuted 1o the Working Interest Owners in such Tract who
have become partics o0 such agreemeats in proporton o their respective Working Interents in the Tract.

{d) Wichin Sixty (60) days aiter the requirements for commencement of Phase I or II have not been met, the Operator will aotify
the Ol and Gas Division of the New Mexico State Lard Office of such conversion w0 Phase [ or Phase L

SECTION 14. ALLOCATION OF UNTTIZEL SUBSTANCES: All Unitized Substances produced and saved from the
commited Tracts within the Unit Arca (less. save and except any part of such Unitizes Substances which is used in conformity with good
operating practices on the Unit Area for driiling, operating, camyp and other production, development and pressure maintenance purposes, or
which is unavowiadly jost) snall be apporuoned among and sllocatid to the commined Tracts within the Unit Area in accordance with the Tract
Participation cifective hereunder during the respective periods. either Phase [ or Phase I, in which such Unitized Substances were produced,
as such Tract Panticipation is shown in Exhibit "C” or any revision thereor. The amount of Unitized Substances so allocated 10 each Tract, and
oniy that amount (regardless of whether it be more or [ess than the amount of the actuai production of Unitized Substances from the well or weils,
if any, on such Tact), shall, for ail intears. uses and purposes. b deemed to have been produced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed among or accounted for (o the parties hereto entitled 1o share in
the producnioa 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 thersof, had this agreement not been eatered into, and with the same legal force
and effect. No Tract commited 1o this Agreement and qualified Jor panticipation a3 heretofore provided shall be subsequently exciuded from
participation bersunder on account of depletion of Unitized Subsunces from such Tract.

If the Working Interest or the Royalty [nterest in any Tract is, on or after the effective date hereof. divided with respect to separate
parcels or portsons of such Tract and owned sevenully by different persons, the Tract Participations assigned to such Tract shall, in the absencs
of a recordable insrument executed by ail owners and furnished to Unit Openator fixing the divisions of ownerthip, be divided among such
parceis or portions in proportion w0 the aumber of surface acres ir; each.

The Unitized Substances silocated to each Tract shail be delivered in kind 0 the respective Working Interest Owners and parties
entitled theretn by vire of the ownership of oil and gas rights therein or by purchasc from such owners. Each Working Interest Owner and
the parties eatitled therewo shall have the continuing right 1o receive such production in kind at a common point within the Unit Area and (o sell
or dispose of the tame as it sees fit. Each such party shail have the 1ight to construct, maintain and operate all necessary facilities for that purpose
on the Unit Area. provided the same are 30 consuructed, maintained and operated as not 1o interfere with operations carried on pursuant hereto
or with operations upon or with regard to formations other than the Unitized Formation conducted within the Unit Area. Subject to Section 16,
Royalty Seulemeat, hereof, any extrz expenditure incurred by Utit Operator by reason of the delivery in kind of any portion of the Unitized
Subsances snail be bome by the party (excepting the State of New Mexica) receiving the same in kind.

If any party fails to take in kind or separately dispose ol 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, 10 purchase for its own account or seil lo others such
share at not less than the prevailing market price in the area for like production: provided that, all contracts of saie by Unit Operator of any
other pacty’s share of Unitized Substances shail be only for such reasonabie periods of ime 23 are consistent with the minimum needs of the
industey under the circumstances, but in no event shall any such contract be for a period in excess of one year. The proceeds of the Unitized
Substances 5o dispased of by Unit Operator shall be paid 1o the party eatitled thereto.

Axry party receiving in kind or separately disposing of ull or sny part of the Unitized Substances allocated o any Tract or receiving
the proceeds therefrom shall be responsible for making paymeat of +1l royaity to the panties entitied thereto, and shall indemniiy all parties hereto,
including Unit Operator, against any liability for all royalties, overriding royaities, production payments. and all other payments chargeable
agaiast or payable out of such Unitized Substances or the proceed: therefrom.

SECTION 1S. OIL IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shall make a proper and timely gauge
of all lease and cther tanks within the Unit Area in order 10 ascertain the amouant of merchantable oil above the pipeline connection in such tanks
as of 7:00 A.M. on the effective date hereof. All such oil which hai then been produced legally shail be and remain the property of the Working
Interest Owner entitled thereto the same as if the Unit had not beea formed; and such Working Interest Owner shail prompuy remove said oil
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from the Unit Area. Any such oil not so removed hall be sold by Unit Openuor for the account of such Working Interest Owner, subject o
the paymeat of sll royalty to Royaity Owners under the terms and provisions of the Unit Agreement and any sppiicable lease ot leases and other
contracts. All such oil as is in exceas of the prior allowable of the well or weils from which the same was produced shail be regarded and treated
the same as Unitized Substances produced aer the effective date acreof, If, as of the cffective date, hereof, any Tract is overproduced with
respect to the sllowable of the weil or wells on the Tract and the smount of such overproduction has been s0id or otherwise disposed of, such
gverproduction sgall be regarded and included as a part of the Unitized Substances produced after the effective date hereor and the amount thereof
charged 1o nuca Tract as having been delivered to the persoas entilled to Unitized Substances allocated 1o such Tract,

SECTION 16. ROYALTY SETTTLEMENT: The State of New Mexico and all Royaity Owners who, under existing contracts,
are catitled to take in kind a share of the substances produced from any Tract unitized hereunder, shail herearter be entitied ta take in kind their
share of the Unitized Substances allocated to such Tract, and Unit Operator shail make deliveries of such Royaity share takea in kind in
conformity with the applicable contracus, laws and regulations. Sealement for Royaity [nterests not takzn in kind shaill be made by Working
Interest Owners responsible therefore uader existing contracts, laws and regulations. oa or before the last day of each month for Unitized
Substaaces produced during the preceding caiendar month; provided. however, that nothing herein contained shall operate to relieve the lessees
of any lacd from their respective lease obligations for the payment of any Royaity due under their leases, except that such Royalty shall be
cornputed in accordance with the terma of this Unit Agreement.

If gas obtained from lands not subject to this Agreement is introduced into the Unitized Formation for use in preisure maintesance,
simulation of production, or increasing uitimate recovery, which shail be in conformity with a plan first approved by the Commissioner and
the Divisioa a like amount of gas, less appropriate deductions for inss from any cause may be withdrawn from the formation into which the gas
was introduced, royalty free as to dry gas, but not to the products extracted terefrom: provided that such withdrawal shail be pursuant 1o such
conditions and formula a3 may be prescribed or approved by the Commissioner: and Division provided further, that such right of withdrawal
shall terminate oa the termination of this agreement. [f liquetied petroleum gases cbtained 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 1 plan first approved
by the Commuasioner and Division: parnt or all of suca liquefied petroieum gases may be withdrawn royaity free pursuant to such conditions and
formuia as may be prescribed or approved by the Commussioner aiad Division.

Royaity due on account of State lands shail be computed and paid on the basis of all Unitized Substances allocated to such lands.

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties due on leases commitied hereto  shall be paid by
Working Interest Owners responsible therefor under existing contracts, laws and regulations, provided that nothing herein contained shail operats
10 relicve the iessees of any land from their respestive lease obligations for payment of any rental or minimum royalty in licu thereof due under
their leases. Reatal for lands of the State of New Mexico subject to this agreement shall be paid at the rate specified in the respective leases from
the State of New Mexico, or may be paid at the rate specified in the respective leases from the State 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 Uaitized Substances shall be conducted to provide
for the most economical and efficient recovery of said substances without waste, a3 defined by State laws and regulations. The use of fresh water
in waterilood operations is pronibited uniess expressly spproved by the Commissioner of Public Lands on the basis of excessive technological
ot (inancial burdea.

SECTION 19, DRAINAGE: The Unit Operator shail take appropriate and adequate measures to prevent drainage of Unitized
Substances from unitized lands by weils on land not subject to this agreement. or, with consent of the Commissioner and pursuant to applicable
regulations, pay a fair and reasonable compensatory royaity as detsrmined by the Commissioner.

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED: The terms, conditions and provision of all
leases, subleases and other contracis relating to explontion, drilling, development or operation for oil or gas on lands committed to this
agreement are hereby expressly modified and amended to the extent. necessary 10 make the same conform to the provisions hereof, but otherwise
10 remain in full force and effect, and the partics hereto hereby consent that the Commissioner. s to State leases, shall by his approval hereof
or by the approval hereof by his duly authorized represcatative, does hereby establish. alter, change or revoke the drilling, producing, rental
minimum royalty and royalty requirements of State leases committi:d hereto and the reguiations in respect thereto to conform said requirements
1o the provisions of this agreement. Without limiting the generality of the foregoing, ail leases, subleases and contracts are particularly modified
in accordance with the following:

(2) The development and operation of lands subject to this agreement under the terms hereof shall be deemed full performance of ail
obligations for development and operation with respect to each and every part or separately owned Tract subject to this agreement,
regardless of whether there is any development of any particular part or Tract of the Unit Area, notwithstanding anything to the
contrary in the lease, opersting agreement or other cortract by and between the parties bereto, or their respective predecessors in
interest, or any of them. :

(b) Drilling, producing secondsry recovery or enhanced oil operations performed hereunder upon aay Tract of unitized lands shall
be accepted and deemed to be performed upon and for the benefit of cach and every Tract of unitized land, 1ad no lease shall be
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deemed 10 expire by reason of failure to dnll or produce weils siniated on land therein embraced.

(c) Suspeasion of dnlling or producing operstions on all unitized land purmuant 1o direction or coosemt of the Division and

Commissioocr or their duly authonzzd representauves, sall be deemed 10 coasutute Rk suspenaion pursuant o such direction or
cocsent as 10 each and every Tract of unstized lands.

(d) Each lease, sublease, or contract relating 1o the exploration, drilling, deveiopment ar operauoa for oil 1nd gus which by its terms

@ight expurs prior o he termunation of this agreement, is hereby exiended beyond any such term s0 provided therein, so that it shail
be continued ia full {orce and cffect for and during the terms of this sgreement.

(e) Termination of this agreement shail oot sfect any lease which, purmuant to the terms thereof or any spplicable laws thall continue
in {orce aod effect therearler.

(0 Any lease which is made subject to this sgreement shall continue in force beyond the term provided therein 1s o the lands
commided hercio as long ss such lands remain subject hereto.

(2) Any lease embracing lands of the Suate of New Mexico having only & portion of its land committed hereto, shail be segreguied
11 10 that poruon commited and that oot commuinted, ancl the terms of such lease shall apply separately to mch segregated portions
commencing 1s of the effective date hereol: provided, however that nocwihstanding aay of the provisions of this sgreement o the
contracy, such lease shall continue in full force and effest beyond the term provided therein us 10 all lands embraced in such leass
if oil or gas is, or has herewfore been discovered in paying quantities on some part of the lands embraced in such [ease commiced
o this sgreement or, 3o long s & portion of the Unitized Subsances produced from the Unit Area is, under the terms of this
agreement. wllocsted to the poruoa of the lands covered by such lease commted to this agreement, or at aay time during the erm
hereol. as 10 gy lease that is then valid and subsisting 1.0d upon which the lcasee or the Unit Operator is thea engtged in bonatide
dnilling, reworking, or secondary recovery operations on any part of the lands emoraced in such lease, then the 1ame s 1o all lands
embreced therein shail remain in full force and effect sa long as such operiuons are diligenty prosecuted. and if they resuit in the
productioa of oil or gas, said lease shail coatinue in full force and effect as w0 all of the lands embraced therein, 0 long thereatter
13 oil or Za3 in paying quantities is being produced from. any portion of said lands.

SECTION 11. COVENANTS RUN WITH LANT): The covenants herein shall be construed to be covenants ruaning with the
land with respect to the interess of the parties hereto and their successors in interest until this sgreement terminates, and any grant, traasier of
conveyance of interest in land or leases subject hercto shall be and hereby is cooditioned upoa the assumption of all privileges and obligations
hereunder by the grantee, transieree, or other successor in interest, No assignment or transier of any Working Interest subject hereto shall be
binding upon Unit Operator until the {irst day of the calendar moatti after Unit Operator is furnished with the original, or accepusble photomatic
oc certified copy, of the record instrument of transfer; and no assigrment or transier or 1ny Royalty laterest subject hereto shail be binding upoa
the Working Interest Qwner responsible therefor until the first day of the calendar month afler 1aid Working Interest Owuer is furnished with
the original, or sccepuable photostatic or certified copy, of the recorded instrument of transier.

SECTION 21. EFFECTIVE DATE AND TERM: This sgreement shail become binding upon each party who exscutes or

ratified it 15 of the date of execution or ratification by such party aid shall become eifective a8 of 7:00 A.M. of the fiex day of the moath pext
following:

(s) The execution or ratification of this agreement and the Unit Operating Agreement by Working Interest Owners having 1 combined
Phase 0 Unit Participation of at least ¢cighty-ive perceat (35 %), and the execution or ratification of this agreement by Royalty Gomers
owning 1 combined interest of at least seventy percent (70 %) of the Phase Il Royaity Interest in said Unit Area; and

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

(c) The filing of at least one counterpart of this agreement for record in the office of the County Clerk of Lea County, New Mexico,
by the Unit Openator; and

(d) The (iling in the office of the County Clerk of Lea County, New Mexico, of a certificate by Unit Operator to the efTect that (a),
(b) and (c) above have been accomplished, and stating 1he effective date hereols

aod provided, further, that if (a), (b), (c) aud (d) above are oot accomplished on or before December 31, 1998 . this
sgreement shall terminate ipso facto oa ssid date (hereinader called “termination date”) snd thereater be of no further force oc efect, unless
prior thereto this agreement has been executed or rutitfied by Working Interest Owners haviog & combined Phase II Unit Participation of st leat
sixty-five percent (65%) and the Working I[nterest Owners having & combined Phase I Uait Panicipation of at leam cighty percent (30%)
commited o this agreement have decided 10 extend taid terminstion date for & period oot 10 exceed ooe (1) year (hersinaiter called “extended
terminstion date”). If said termination date is 30 extended and (1), (b), (c) and (d) wbove are pot accomplished on or before said extended
lermination date this agreement shall terms ate ipso {acto on said extended termination date aod thereailer be of no further force or effect.
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The term of this agreement shail be for and during the time that Unitized Substances are produced in paying quantities {rom the Unit
Ares 10d 18 long Bereatter 1s diligent drilling, reworking or other operations (including secondary recovery operatiouns) are prosecuted thereon
without cesaation of more than ainety (90) consecuuve days, and a2 long thereaider as Unitized Subetances ars produced a8 aforesaid. uniess
sooner termunated by Working Interest Owners in the manper hereinafter provided.

This agreemeant may be terminated at any time with the approval of the Commussioner by Working Interest Owners having st least
ainety perceat (90%) Phase I Unit Parucipauon, as determuned fron: Exhibit *C”. Notice of mich termination saail be given by Unit Operator
to all parties hercto.

Unit Operator shail within thirty (30) days after the terminution date of this agreement, file for record in the offics where a counterpart
of this agreement is recorded, a ceruficate W the efect that this sgreement has terminated according to its terms and sating further the
termication date.

If oot otherwise covered by the leases unitized under this agreement, Royaity Owners hereby grant Working Interest Owners a period
of 1ix (6) months aiter termination of this agreement in which to lvage, seil, distribute or otherwise disposs of the personal property and
facilities used ta connection with Unit Operatons.

SECTION 23. APPEARANCES: Unit Operator shall have the right 1o appear foe or oa behalf of any and all interests affected
hereby before the Commissioner and the Commission and 10 sppeai {fom any order issucd under the rules and reguistions of the Commissioner
or the Commission or w0 apply for reiief from any of said ruies and regulations or in any procecdings relative 10 operations before the
Commiasioner or the Commission, or any other legaily consututed authority; provided. however, that any other interested pmy nail aiso have
the right at his or its own expense (0 be heard in aay such proceedings.

SECTION 24. NOTICZES: All notices. demands. objections or sutements required hereunder to be given oc readered to the
parties hereto shall be deemed fully given if made in writing and p=rsonaily delivered to the party or perties oc sent by postpaid certified mail
addressed to such party or parties at their respective addresses set fonh in connection with the signatures hereto or o the aatification or consent
hereof or 1o such otber address a3 any such party or partics may have furnished in writing 10 the party sending the notice, demand or statement.

SECTION 25. NO WAIVER OF CERTAIN RIGHTS: Nothing in this agreement contained shall be construed as a waiver by
any party hereto of the right 1o assert any legal or constitutional right or defense as the validity or invaiidity of any law of the State wherein said
unitized lands are located, or rules or regulations iswicd thereunder in any way affecting such party, or as a waiver by any such party of any
right beyond his or its authority o waive; provided, however, that each party hereto covenants that during the existence of this agreement such
party will not resort 10 any action at law or in equity to partition ths Unit Area or the facilities used in the development or operation hereof and
10 that extent waives the benefits of all laws authorizing such partition.

SECTION 16. LOSS OF TTTLE: In the event that any Tract ceases to have wificient Working Interest Owners commited to
this agreement 10 meet the conditions of Section 13, Tracts Qualifisd for Unit Participation, because of failure of title of any party hereto, such
Tract shail be automaticaily regarded as not commiced to this agreement effective as of 7:00 A.M. on the first day of the calendar month in
which the fatlure of title is finally determined; provided, however, that such Tract shall not be so regarded if said Tract can be requalified for
admission under Section 13 within ainery (90) days ater the date on which such title failure was {inally determined.

If say such Tract cannot be so requalified, Unit Operstor shall revise the scheduie previously filed with the Commissioner setting
forth the Tracts committed hereto, and Unit Operator shall revise 12xhibit *C” o show the tracts in the Unit Ares that remain commited hereto
and the Tract Participation of cach of said Tracts, which revised Tiact Participation shail be caiculated tad determined on the basis that the Tract
Participation shall be caiculsted and determined on the basis that the Tract Panticipation of each of said Tracts sbail remain in the same ratio
ooe 1o the other. Copies of the revised schedule and exhibit shall be filed with the Commissicner and same shall be cifestive as of 7:00 AM.
on the first day of the calendar month in which such failure of title is finally determined.

If title to a Working Interest fails, the rights and cbligations of Working Interest Owners by reason of such failure shall be governed
by the Unit Operating Agreement. If title o & Royalty Interest fails, but the Tract to which it relatea remains commided to this agreement. the
pacty whose tile failed shall ot be eatitled to participate hereunder insofar 1s its participation is based on such lost Royaity Interest.

In the event of a dispute as w0 the title to any Working Interest or Royaity Interest subject hereto, payment or delivery on account
thereof may be withheld without liability or interest until the dispute is finally settled: provided, that as 1o the State land or leases, po payments
of funds due the State of New Mexico shall be withheld, but such funds shail be deposited as directed by the Commissioner 10 be heid as
unearned money pending final seulement of title dispute, and then applied a3 earned or returned in accordance with such final seciement.

Uait Operator, as such, is refieved from any responsibility for any defect or failure of aay title hercunder.
SECTION 27. NONJOINDER AND SUBSEQ'JENT JOINDER: As the objective of this Unit Agreement is (0 have lands in

the Unit Arcs operuted and entitled to participation under the terms hereof, it is agreed that, notwithstanding anythiag clse hersin. 0o joinder
shall be considered 2 commitument to this Unit Agreement unless the Tract involved is qualified under Sectioa 13 hereof, Tracts Qualified for
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1Jnit Participadoa. Joinder in the Unit Agreement by a Working [aterest Ovner, at any time must be accompanied by appropriats joinder w0 the
Jnit Operating Agreement in order for the interest 0 be regarded as erfectively committed ta this Unit Agreement. Joinder by any owner of
& Royaity laterest, at 1ny time must be accompanied by sppropriate joinder by the owner of the corresponding Working Interex in order for
the interesnt 0 be regarded s commined hereto.

Any ol or zas interest in the Unitized Formation in lands within the Unit Area not committed hereto prior to final approval of this
igreement by the Commissioner may thereatter be commited hereto upca compliancs with the applicable provisions of Section 13, Tracu
Quaiified for Unit Participation, hereof, within a period of two (2) months thereatter, on the same basis of participation as provided for in Section
.2, Tract Participation, and et forth in Exhibit “C”, by the owner or owners thereof mibscribing or consenting in writing 1o this agreement and,
if the interest is « Warking [nterest, by the owner of such interest subscribing also to the Unit Operating Agreement.

It is understood and agreed. however, that atter two (2) monthis from the effective dats hereof. the right of subsequent joinder a8
provided in this Section shail be subject 1o much requirements or approvals aad on Rich basia as may be agreed upon by Working Interest Owners
having & combined Phase [I Unit Participation of ocX less than ninety pert:ent (90%), provided that the Tract Participation of each previously
committed Tract shail remain in the same ratio ons o the odier. Such joinvder by a Working [aterest Owmer must be evidenced by its axecution
or ratification of this Unit Agreement and the Unit Operating Agreement. Such joinder by a Royaity Owner must be evidenced by its execution
or rutification of this Unit Agreemeat and mus be consented W in writing by the Working Interest Owner responsibie for the payment of any
benefits that may accrue hereunder in behaif of such Royaity Owner. Exi:ept as may be otherwise herein provided, subsequent joinders shail
be effective at 7:00 AM. of the first day of the month following the filing with the Commissioner, of duly executed documents oecessary to
eswablish effective commitment unless reasonable objection 0 such joinder by the Commissioner is duly made within sixxy (60) days after such
filing. Notwithstanding any of the provisions o the contrary, all comrnitmeats of State of New Mexico land must be approved by the
Commissioner.

SECTION 28. COUNTERPARTS: This agreement may be executed in any number of counterparis, 10 one of which needs
to be executed by all parties and may be radficd or consented 0 by separate instrument in writing specificaily referring hereto, and shail be
hinding upon ail those parties who have executed such a counterpart, ratification, or consent hereto with the same force and effect as if all parties
had signed the same document, and regardless of whether or not it is executed by ail other parties owning or claiming an interest in the lands
within the sbove described Unit Area.

SECTION 29. JOINDER COMMITMENT: Execution 1s herein provided by any party cither as a Working Interest Owner
or a3 a Royaity Owmer shall commit ail interests that may be owned or coatrolled by such party.

SECTION 30. TAXES: Each panty hereto shall, for its owa account, render and pay its share of any taxes levied against or
ineasured by the amount or value of the Unitized Substances produced from the unitized land; provided, however, that if it is required oe if it
be determined that the Unit Operator or the severai Working Interes Owners must pay or advance said taxes for the account of the parties hereto,
it is hereby expresaly sgreed that the parties 3o paying or advancing said taxes shail be reimbursed therefor by the partics hereto, including
Rayalty Owners, wha may be responsibic for tuxes on their respective allocited share of said Unitized Substances. No such taxes shail be charged
to the State of New Mexico, or 10 any lessor who has a contract with a lessee which requires his lessee o pay such taxes.

SECTION 31. PERSONAL PROPERTY EXCEPTED: All lease and well equipment., materials and other facilities heretofors
or hereafter place by any of the Working Interex Owners oa the lands covered hereby shail be decmed to be 20d shall remain personal propecty
belonging 10 and may be removed by the Working Interest Owners. The rights and interest therein as among Working Interest Owners are
covered by the Unit Operating Agreement.

SECTION 32. NO PARTNERSHIP: The dutics, obligations and liabilities of the parties hereto are intended to be soveral and
not joint or collective. This agreement is not intended to create, and shail not be consrued o create, an association or trust, or 0 impose &
partnership duty, obligation or liability with regard to any one or more of “he parties hereto. Each party hereto shall be individually responsible
for its own obligations as herein provided.

SECTION 33, CORRECTION OF ERRORS: It is hercby agreed by all parties to this agreement that Uait Operator is
¢mpowered (0 correct any mathematical or clerical errors which may exis: in the pertinent exhibits to this agreerent: provided, however, that
correction of any error other than mathematical or clerical ahall be made by Unit Operator only after first having obtained approvai of Working
Interest Owuners having a combined Phase II Unit Participation of fifty percent (50%) or more and the Commissioner.
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IN WITNESS WHEREOF, the parties hereto have causcd this agreement to be cxecuted as of the first above written and have set
opposite their respective names the dats of axecution.

OPERATOR SHAHARA OIL,LLC

Nt R A
q Y

207 West McKay
Carlsbad, New Mexico 88220

Dats: 01/A\ Q7

UNTT OPERATOR AND WORKING INTEREST OWNER

ATTEST:
BY:
Address:
Date:
ATTEST:
BY:
Address:
Date:
ATTEST:
BY:
Address:
Dats:
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EXHIBIT A
Section 16, Township 17 South, Range 33 Bast N.M.P.M.

Lea County, New Mexico

Tract No. 3

Tract No. 1

Tract No. 2

21
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EXHIBIT C

Tract Tract
No. Acres W1 Owners and Amounts Participation
1 120 Mountaineer Limited 95.0% 59.0%
Partnership
Dale McCarter 5.0%
100.0%
2 40 Mountaineer Limited 95.0% 31.9%
Partnership
Dale McCarter 5.0%
100.0%
3 160 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 ratifies the

same for all purposes.

Dated this [‘h\aay of A\J‘E\J\Jﬁ(‘v , 1995.

PHILLIPS PETROLEFM COMPANY
- @f;@

(Signature) 5

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

STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of y 1995, by .
My Commission Expires: Notary Public

STATE OF TEXAS

)
) ss.
COUNTY OF ECTOR )

The foregoing instrument was acknowledged before me this _9th
day of _August ¢ 1995, by J. S, Welin, Attorney—in-Fact , Of
PHILLIPS PETROLEUM COMPANY , & __Delaware corporation, on
behalf of the corporation.

6%, DANNA C. THORNTON E!Z Z Q} ;é:E! @:
il MY COMMISSION EXPIRES : %
ALNE 1on A 198 : Notary Public

09638-00100/A50282.1



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 ratifies the

same for all purposes.

-
Dated thiscg gday of

(sign@ré/ Pke; ‘ Ae.:/—%

S deny ,414@7 L

(Printed Name)

STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this
day of , 1997, by .
My Commission Expires: Notary Public

STATE OF Neéw MeXito
COUNTY OF LeA

The for go:Lng instrumeniz was ackn edged pefore me this 26

dav o Ly 1997 by vy HuTwesl , of
AR MAR , L.NC . , e W MeXice corporation, on

behalf of the zorporation.

My Commission Expires: Notary Publlc

SepTende SepTendern_ 24, /999




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 ratifies the

same for all purposes.

/
pated this 25 day of . Ay /757 1997,
(Signatur%ij>
éﬂl?llb( 4r\/’7[c:)e,L
(Printed Name)
STATE OF New M<CXica
COUNTY OF Le &
The forqufng instrument. was acknowledged before me ,this 4
day of U , 1997, by AYVCY AuTwei L ;
My Commission Expires: Notary Publlc

Sgp»[ﬂhhﬂ‘ 2.§; lq ?‘i

STATE OF
COUNTY OF
The foregoing instrumeni: 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 for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this E;l_ day of tS:I%k' , 1997.
E& L

(Signature)

B. & Davis

(Printed Name)

STATE OF
COUNTY OF

The forg&oing instrumeni: was acknowle%afdcﬁffof/ me this 30

day of vl , 1997, by

My Commission Expires: Notary Publlc

Scomenben 3E, (399

STATE OF
COQUNTY 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

~ T 7??7\



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 ratifies the

same for all purposes.

2
Dated this Z5 =~ day of JUeLy , 1997.

(Signature)

L 17 LOL)API7S

(Printed Name)

STATE oF Ntw Mepid
COUNTY OF e &

The foregoing instrument. was acknowledged before me this chs

day of o\—-j , 1997, by . (ui\lrvams
My Coumission Expires: Notary Publlc

SepTember 25,1298

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 that certain

Unit Agreement for the Development and Operation of the Shahara
New Mexico, and hereby ratifies the

State Unit Area, Lea County,
same for all purposes.
P
Dated this Z&ﬁmday of __Juey , 1997.
o I L Mg, QM 7 /l,é,
(Signaturpk)
L venest EF
“.\‘l " ““'}\X"&'""’I(I
.\“\\f\}‘nu. J‘ ’, p
S, cony L. /#5//&:
Hal \:-*‘()T/\"f}""-,.( N (Printed Name)
?gi' c>‘<f%EIL§ N
E) .Q,‘Q‘fc>§ New> Newco
c", {o ;"-% .”. ;((/ \ Edd\\
qﬁﬂi‘ eg01ng instrument: was acknowledged before me thngQq
day oF" \q , 1997, by _Yemy L. WHughes
Notary Public

of

My Commission Expires:
1
on

STATE OF
The foregoing instrumenit: was acknowledged before me this
corporation,

COUNTY OF
, 1997, by
14

a

day of
behalf of the corporation.

Notary Public

My Commission Expires:




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 ratifies the

same for all purposes.

Dated this 24 Hay of _ J ULy , 1997.
gn_ Qﬂ(b{ L. /—Léﬂ? / { / éz
_ LAY
et L TR e S (Signatur er
Sk DArs e,
T;?::.'::efrﬂl4tn;§:..’7' ’?:

\1|llllj/4‘l’
’
@ r e,

T 2o 1 E eony L. [Hycmwes
o N § J. :
;@“.PUBLKVH£?§ (Printed Name)
Z, Al '.-'.(,AV & N .
grAmor- & & New Netico
cotNTyNeE .« Eddy
The foregoing instrument was ackngwledged before me thisaj‘lth
day of __ 0N , 1997, by _Yerey L, J%rof\)hec\ .
My Commission Expires: Notary Public
STATE OF
COUNTY OF
The foregoing instrumeni: 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 for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the
same for all purposes.

Dated this 30th day of July , 1997.

Petco Limited

o e
y. L. McClymond,Ci?\)eral Partner ,
: APPROVED _

S TO FOR:

A8 TO CONTEWT

THE STATE OF TEXAS ) 'AS TO INTEREST
COUNTY OF STEPHENS ) A
The fgregoing rj:iji}:as acknowledged before me, a Notary Public, on

the = day of , 1997, by J. L. McCLYMOND, General Partner

of Petco Limited, a Te%#s limiéSd partnership, on behalf of said partnership.

BARBARA BEENE @M}(}/\_&) W

NOTARY PUBLIC
STATE OF TEXAS Notary Public, State of Texas

4 My Commission Expires 1-21-2000
T ST S R 3

r

was acknowledged before me, a Notary Public, on
_s 1997, by FRED F. DUESER, General Partner
of Petco Limited, a Texps limit partnership, on behalf of said partnership.

BARBARA BEENE @ﬁﬂﬂ’ﬂ’w & §a\3

NOTARY PUBLIC Notary Public, State of Texas

STATE OF TEXAS
My Commission Expires 1-21-2000




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 ratifies the

same for all purposes.

Dated this 3)$day of _Cj/ULX , 1997.
/ - £
e, g (75 peliy ™ By O h R e
(Signature) -

Rowlan® Cortis M Broom

(Printed Name)

STATE oOF (R CGON
COUNTY OF (UANJ/on)

ST
The foregoing instrument. was acknowledged before me this :3/“
day of TS?JL\/ , 1997, by ; é;zr-
RCOWLAND CURTIS NBraom

K7W Judith A . TuRK

My Commission Expires: Notary Public

A-/7-97 ST

NOTARY PUBLIC - OREGON

COMMISSION NO. 041596
MY COMAUSSION EXPIRES FEB. 14, 1909

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

Ly oI

2

o

11 4 - -
PR I S [

PR N
T 1‘"‘ "'- ‘_;,<~—'

'\ [ it PR
) A T s



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 ratifies the

same for all purposes.
S

1
Dated this Zéf day of J u

L/
Mountaineer Limited‘. (;%ZLAA4.755?/<LZ{:$421

Partnership (Slgnatur?g

2y L %g/ﬁss

(Printed Name)

, 1997.

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by .
My Commission Expires: Notary Public
STATE OF
COUNTY OF
The foregoing instrumeni: 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 for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this _25th day of July , 1997.
(Ségnaﬁuie)

Ogden Sharon Hudnall, Individuélly
(Printed Name)

STATE OF TEXAS
COUNTY OF SMITH

The foregoing instrument: was acknowledged before me this 25th
day of July , 1997, by _Ogden Sharon Hudnall .

AN

Notary Public Q

My Commission Expires:

12-11~97
December 11, 1987
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 that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this _/f day of &;L&,u;/.j , 1997.
/.
oot Apne 62@5
(Signature)

Lometa Anne Cox, Individually

Lometa Anne Cox
(Printed Name)

STATE OF
COUNTY OF

The Ezzegoing instrument was acknowledged before me this /?QQL
day of ' 1997, by _ Lometa Anne Cox .
d

4

My Commission Expires:

TP —
[0 ,/ ,{//4 Z MELINDAPPER |
MY COMMISSION EXPIRES

October 8, 1999

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 that certain

Unit Agreement for the Development and Operation of the Shahara
Lea County, New Mexico, and hereby ratifies the

State Unit Area,

same for all purposes.
July '

Dated this _25th day of
—
MAQM/@
(sfgnature) /

Ogden Sharon Hudnall, Trustee

1997.

(Printed Name)

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by .
Notary Public

My Commission Expires:

STATE OF TEXAS
COUNTY OF SMITH
The foregoing instrument: was acknowledged before me this 25th
day of July , 1997, by 0Ogden Sharon Hudnall — of
Ogden Sharon Hudpall Trust #2 , a Trustee -eoxrporation, on
behalf of the eerperation.
Trust.

My Commission Expires:

Notary Public

FLO DOWNiING
MY COMMISSION EXPIRES

10s,,

Decamber 11, 1967

12-11-97




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 ratifies the

same for all purposes.

Dated this /Mday of _/%?“‘,Zz , 1%97.

Pty Mheolnall Cry

(Signature)
Lometa Hudnall Cox
Trustee, Lometa Hudnall Cox Tr. #2

Lometa Hudnall Cox
(Printed Name)

STATE OF
COUNTY OF

The foregoing instrument. was acknowledged before me this ZJ%ZD
day of (e T , 1997, by _lometa Hudnall Cox, Trust

My Commission Expires:

1o/e/59

o

o,

STATE OF
COUNTY OF
The,fnregOLng 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 for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this /F& day of

ffdb@\

(Signature) gy Roosth, Trustee
Lometa Hudnall Cox Tr. #2

Sam Roosth
(Printed Name)

STATE OF
COUNTY OF
The ﬁgji?oing instrument was acknowledged before me this ZfWZﬁ
day of ot , 1997, by _ sam Roosth .
My Commission Expires: L \Notaéfggﬁblic
/ o,/fl/%
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




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.

Cases Nos. 11923 and 11924

AFFIDAVIT OF MAILING
Paul A. Cooter, being culy sworn, states that he mailed a copy
of the Application of Shahara 0il, LLC on either January 13 or
January 19, 1998, to the following named individuals and entities,
as evidenced by the attachments hereto, to wit:

The Wiser 0il Company

Attn: Mr. Earl Kreig

8115 Preston Road, Suite 400
Dallas, TX 75225

Phillips Petroleum Company
Attn: Mr. J. S. Welin
4001 Penbrook

Odessa, TX 79762

Mr. Ray Powell

Commissioner of Public Lands
Attn: Mr. Larry Kehoe

New Mexico State Land Office
PO Box 1148

Santa Fe, NM 87504

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

Further, Affiant says not.

Paul A. Cooter

09898-00900/RIOH/A106256.

Jilvp



State of New Mexico
County of Bernalillo

Subscribed and sworn to by Paul A. Cooter this /] day
of February, 1998. . o

,

e
P A7) /( -
4 o [ G A

(Seal, if any) " My ¢ommission expires ‘/»‘%-’4/

09898-00900/RIOH/A106256.



BEFORE THE CIL 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 receipt of the
Application filed by Shahara 0il, LLC, a New Mexico limited

liability company, this " day of January, 1998.

THE WISER OIL COMPANY

ifilj {fj -~
By C{/Z/ s - /Q’\
Earl Kreig b
8115 Preston Road, Suite 400

Dallas, TX 75225



KEMP, SMITH, DUNCAN & HAMMOND, P.C.

ATTORNEYS AT LAW
500 MARQUETTE N.W., SUITE 1200, ALBUGUERQUE, NEW MEXICO 87102-6311 | P.O. BOX 1276, 87103-1276 | 505 247-2315 | FAX 505 764.5480

EL PASO" ALBUQUERQUEt

TAD R. SMITH KENNETH R. CARR CYNTHIA S. ANDERSON"** HUNTER W. BURKHALTER JOHN P. EASTHAM ROSS L. CROWN
CHRAIS A, PAUL MARK R. FLORA""** KEVIN E. SHANNON FRANCISCO J. GUZMAN AOBERT A. JOHNSON P. RENEE AEIMER"
CHARLES C. HIGH, JR, RICHARD BONNER KAY C. JENKINS R. SHAWN OLLER? DONALD B. MONNHEIMER CLINTON W. MARRS
JiIM CURTIS MILTON C. COLIA JAMES W. BREWER" KENT J. LISENBY DENNIS E. JONTZ1T Y NICKAY B. MANNING
DANE GEORGE DARCY ALAN FROWNFELTER"® TERRY G. PASQUALONE KATHRINE E. URBAN1t D. JAMES SORENSON CHARLOTTE LAMONT Ittt
MICHAEL D. MCQUEEN MARK E. MENDEL HENRY L. SMITH, .R. STEVEN J. BLANCOt BRUCE E. CASTLE® ALAN HALL

DARRELL A, WINDHAM NANCY C. SANTANA THOMAS G. WICKER, JR. JASON T, CHAPMAN JAMES L. RASMUSSEN JAMES T. REIST
AOGER D. AKSAMIT MIT21 T. SHANNON CLARA 8. BUANS?t TAMMY M. HOLT STEPHEN R. NELSON KARLA K. POETL
MICHAEL F. AINSA1 11 ALLAN GOLDFARB MARK N. OSBORN CATHERINE C. CHAVEZ A. DREW HOFFMAN"® DAVID J. ABTLL
YVONNE K. PUIG SUSAN F. AUSTIN MATTHEW R. HENRY ERICH A. MORALES A. THOMAS DAWE JAMINE R, FRIEDET T
CHARLES A. BECKHAM, JR. JOHN S. HOWELL GENE WOLF MICHAEL C. ZWEBER KATHLEEN DAVISON LEBECK HEATHER J. SAFFELL
MARGARET A. CHRISTIAN KATHLEEN CAMPBELL WALKER ROBERT L. BLUMENFELD SUSAN ZULKOWSKI MARILYN C. O'LEARY JEFFREY H. ALBRIGHT
of COUNSEL: JOSEPH P. HAMMOND OF COUNSEL: PAUL A. COOTER*®

RAYMOND H. MARSHALL

* MEMBERS TEXAS BAR ** MEMBERS IDAHO BAR *** MEMBERS NEW MEXICO AND CALIFORNIA BARS "*"" MEMBERS FLORIDA AND MICHIGAN BARS
t MEMBERS NEW MEXICO BAR tt MEMBERS COLORADQ BAR 11t MEMBERS IOWA BAR 1111 MEMBERS DISTRICT OF COLUMBIA BAR

January 13, 1998

Phillips Petroleum Company
4001 Penbrook
Odessa, TX 79762

Attn: Mr. J. S. Welin
Dear Mr. Welin:

Enclosed fo: your infcrmation is a copy of the application
filed by Shahara 0il LLC relating to the W/2 Sec. 16, T27S, R33E,
NMPM, Lea County, New Mexico. The same has been filed with the New
Mexico 0il Conservation Division, and should come on for hearing
either February 5 or February 19, 1998.

If you have any questions about this matter, please contéct
Perry Hughes witl: Shahara 0il, 207 West McKay, Carlsbad, New Mexico
88220 (505/885-5133), or the writer.

Paul A. Cooter

PAC\smb
enclosure

09638-00100/PCOO/A 107861,



State of Netn Mexico

. - PN
RAY POWELL, M.S. D.YM. Conmissioner of Public Lnnds 505 8275760
COMMISSIONER 310 OLD SANTAFE TRAIL P.O. BOX 1148 FAX (505) &7-5766

SANTA FFE, 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 arc 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 Unit. 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,

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

BY:

JAMI BAILEY, Director
Qil, Gas and Minerals Division
(505) 827-5744

RP/IB/cpm
xc: Reader File

JAN 2 3 1993

{=8P, SMITH
A\LRUQ. OFFICE

RESOURCE MANAGEMENT: COMMERCIAL (505)-827-5724, MINERALS (505)-827-5744, SURFACE (505)-827-5793, ROYALTY (505)-827-5772,

ANMINISTRATIVF MANAGIFMFENT (RNRLRI7-R7NN CAMMIINICATIAN 2 DIIRI I/ ARRAIRQ (ENEL ONT £E78A - 1 ACKNED AT AAIIMARL (FAF. ARS =



O Retum Receipt for Merchandise [1 COD

7. Date]f Bwp_q (

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

< SENDER: . )
T =Complete items 1 and/or 2 for additional services. I also wish to receive the
@ =Complete items 3, 4a, and 4b. following services (for an
8 Print your name and address on the reverse of this form so that we can retum this | gytra fes):
2 cardtoyou. )
$ aattach g\?s form to the front of the mailpiece, or on the back if space does not 1. O Addresses's Address
®  permit.
mWrite “Retum Recsipt Requested” on the mailpiece below the article number. i i
g lThg Retum Receiptpv‘vill?;row to whom the article was delivered and the date 2.0 Restricted Dehvery
g delivered. Consult postmaster for fee.
b 3. Article Addressed to: 4a. Article Number
‘% Norwesi. firust Texas NA 7 289 563 7940
E PO Box 659564 » 4b. Service Type
8 San Antonio TX 78286-9564 |0 Registered & Certified
§ J Express Malil O Insured
£ Y
3
o
>

6. Sigrfr;\ Yaddrs or Agent)
X

Thank you for using Return Receipt Service.



Postage & Fees Paid
USPS

F Y ~ -
UNITED STATES POSTAL SERVICE l I irst-Class Mail
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

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

CASE NO. 11923
ORDER NO. R-11058

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

ORDER OF THE DIVISION
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 _‘Q _~H_g¢day of September, 1998, the Division Director, having
considered the record and the recommendations of the Examiner,

EINDS 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: W72

(4)  The “Unitized Formation,” as described within the Shahara State Unit
Agreement, is to comprise the 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.



Case No. 11923
Order No. R-11058
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 (1) 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.

[TIS THEREFORE ORDERED THAT:

(1)  The application of Shahara Qil, 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: W72

(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 ary 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-11058
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
designat=d

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

_ 0 OTENBERY
S L Director

SEAL



STATE OF NEW MEXICO OIL CONSERVATION QIVISION FORM C-108

ENERGY AMD MINERALS OEPARTHENT POS? OFHCE BOX JON8 Revised 7-1-81
BIATE LANG OFFICE WU DWG .
CANTA 1€ NEW MLACD §/301

APPLICATION FOR AUTHORIZATION TO INJECT

1. Pyrpase: @Sccondary Recavery DPressure Haintenance DBI:‘. osal DStorage
Application qualifies for administrative approval? Dyes ﬁno s

1I.  Operator: Shahara 0il, LLC

_ Address: 207 W. McKay, Carlsbad, NM 88220
Contact party: Perry L. Hughes Phone: 505-885-5433
111, Well data: Complete the data required on the reverse side of this form for each well

proposed for injection. Additional sheets may be attached if necessary.

Iv. Is this an expansiocn of an existing project? Dyes &]no
1f ves, give the Division order number authorizing the project

v. Attach a map that identifies all wells and leases within two miles of any proposed
injection well with a ane-half mile radius circle drawn around each proposed injection
well. This circle identifies the well's area of review.

* VI, Attach a tabulation of data on all wells of public record within the area of review which
penetrate the proposed injection zone. Such data shall include a description of each
well's type, construction, date drilled, location, depth, record of completion, and
a schematic of any plugged well illustrating all plugging detail.

YII. Attach data on the proposed aperation, including:

1. Proposed average and maximum daily rate and volume of fluids to be injected;
2. Whether the system is open or closed;
* 3. Proposed average and maximum injection pressure;

4. Sources and an appropriate analysis of injection fluid and compatibility with
the receiving formation if other than reinjected produced water; and

5. If injection is for disposal purposes into a zone not productive of oil or gas
at or within one mile of the proposed well, attach a chemical analysis of
the disposal zone formation water (may be measured or inferred from existing
literature, studies, nearby wells, etc.). '

*VIII. Attach appropriate geological data on the injection zone including appropriate lithologic
detail, geological name, thicknass, and depth. Give the geologic name, and depth to
bottom of all underground socurces of drinking water (aquifers containing waters with
total dissolved solids concentrations of 10,000 mg/l or less) everlying the proposed
injection zone as well as any such source known to be immediately underlying the
injection interval. i

IX. Describe the proposed stimulation program, if any.

A X.  Attach appropriate logging and test data on the well. {(1f well logs have been filed
with the Division they need not be resubmitted.)

* XI, Attach a chemical analysis of fresh water from two or more fresh water wells (if
available and producing) within one mile of any injection or disposal well showing
location of wells and dates samples were taken.

XII. Applicants for disposal wells must make an affirmative statement that they have
examined available geologic and engincering data and find no evidence of cpen faults
or any other hydrologic connection between the disposal zone and any underground
source of drinking water.

XIII. Applicants must complete the "Proof of Notice" section on the reverse side of this form.
XIV.: Certification

1 hereby certify that the information mitted with this application is true and correct
to the best of my knowledge and beligf. .
L

Name: Melanie ,}.,,Parker. 7 Title Agent

yﬁ é/ﬂ ) Date: ///.24&7

® [f the information required under Sections VI, VIII, X, and XI abave has been previously
submitted, it necd not be duplicated and resubmitted. Please show the date and circumstance
of the carlier submittal.

Signature:

BISTRINUIIUN: Original and one copy to Santa Fe with ane copy to the appropriate Oivigion

dlstrict office. . :
e Exhibit 2 3
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ATTACHMENT TO OCD FORM C-108

SHAHARA OIL, LLC
SHAHARA STATE UNIT WATERFLOOD PROJECT

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.

Operator - Shahara Oil, LLC

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".

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.

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.

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".

Proposed Operations:

1. Proposed average daily injection rate - 250 BWPD/well
Proposed maximum daily injection rate - S00 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



VIIL

IX.

XI.

XIL

XIIL

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.

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 scurces 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.

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

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

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

Not applicable.

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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Shahara Oil, LLC
Attachment to OCD Form C-108

Development Plan
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Exhibit "B"

Well Data and
Schematic Diagrams of
Proposed Injection Wells

Shahara Oil, LLC
Attachment to OCD Form C-108




#000'S9 %2 16 000'S) 4 3eed -SLL1 -9} uoiag
Buronpoid 1eb 0001 V| F9S-62EY XS 051 G60¥| W2Z/L S (1s) .0E¥P W IUn "IM4 099 8 1S 099
vsEo| XS 009 gcvL| L8158 buo) 064  6vIrLIYO 8# JlUN 91BIS Bleyeys
D711 ‘110 Bieyeyg
| #000'9L B 126 006 3eed -S/L1 -9| uoipes
~_Bunpoid LS pOsy XS GzZ S6vv| W2/l S N HUN "TM4 0861 ® 1S 099
vSg9 Xs 081 giel W858 00SY 8510190 L3 1IN 8lelS Bleyeyg
0711 110 eseyeys
#000'91 2 1eb 000'zE 4 3JEEY S 1L -9L uopdes
- Buronposd OEYPY-8.2Y XS 002 Vevr| W2ILS M N T4 0591 B 1Sd 0961
vsg9 XS 6ZZ 0ig| .8/58 LShy 85/vLISO g# JUN 8je)S Bleyeyg
2711 110 Breyeys
#000'SL 3 1e6 000'S} 4 3eEY ~SZLL -91 uojoes
Buronpoid 08Ey-821LY swsagedsianoz 0ovy| WZIL S 0N TM4 099 B 1S4 0861
VSO uawsoe|dsia/oog 0g| .8/58 00Py 85/£2/10 G# JUN 9je)S BIBYRYS
OT1 110 Bleyeys
#000'22 ® 126 000°'S1 o 36N ~SZ11 -91 Uojoss
Buronpodd 1e6 0001 ¥ 82bb-0.42Y X$ LI LEPY| 2L S O Wun ' 1M 0861 3 INd 099
vsSa9 XS 0G1 862 .8/58 | ecvr 65/EL/80 ¥#UN SjelS Bieyeys
071 Il0 Bleyeyg
#000'v9 8 126 000'0¢E 3 3E€Y -S/L1 -9} uoyoeg
Buronpoud 1eb 0051 V¥ L L0852y Xs 0/1 65PP| W2/l S 43uN "IM4 0861 8 TN 0961
vsSg9 d8d/xs 051 Aig| 8158 L ObP 65/¥21L0 £ WUN 9)E1S BMRyRYS
D711 ‘110 eleyeys
JEEY -SLL.L -94 Uonoeg
MIM BAIRY 1eb 0001 v ZLviLiZY XS 002 00Sb] 2L S aiun 4 099 ® INd 099
vsS8o 9Ly DJI9/XS 051 S8 .85 8 68vF 66/22/50 Z# 1N 9jeIS BIeyRYS
0711 '1I0 Bieyeys
#000'8% ' 000'0€ 36y -S411 -91 uoloes
Buonpaid 1e6 0001 Vv 96EP-0vZh XS 041 BLvy| 2L S 3 3un “IMJ 099 ® IN4 0861
i vsg9 XS GEL 08z .8/58 06¥¥ 65/52/90 L# Jlun 8je)s eueyeys
D711 '110 ereyeys
snjejsg uone|nwng [eAau| © Hid do1/sxoeg yidaQ azig algd ai ajeq uoneso
uaimn) Buonpoid MIM Jjuawe) buisen | Buisen uons|dwon aweN ||epn - Jojesado

80i-D UM S)elS BIByBYS O} JUsWYoRNY
eje(q |joA uonoalfu| pasodoig
o8 HAWYX3a




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
Completed 07/24/59

Section 16, T17S, R33E
Lea County, New Mexico
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Phillips State No. 4
660' FNL & 1980 FWL, UnitC
Section 16, T1 7S, R33E
Lea County, New Mexico
Completed 08/13/59
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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
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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
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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
Plqued 03/31/95
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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, Unit O
Section 9-T17S-R33E
Plugged 04/06/95
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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
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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 éntered 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".

RECITALS:

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, alongythe common boundary of the above
described lands for the injection of water into one or Sote- 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:

ARTICLE 1
INJECTION WELLS
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:

PcH
12/tlaz



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 shall convert, reactivate, and equip the above wells as necessary, for the injection
of water into one or gggl of the Seven Rivefs, 24 Grayburg, and San Andres formations. These

wells shall be equipped, maintained and operated under 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.

24  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 Eaglestan 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 the 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  Govemning 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 /9% day of JJBVEABEL . 1997,

THE WISER OIL COMPANY

-

~

By:

Title: W. B. Phillips
Attomey-in-Fact

SHAHARA OIL,L.L.C.

By: Q«/w E/J.«Qe/

Title:__Exeelir Se LT can

LOMETA HUDNALL COX TRUST #2

By:

OGDEN SHARON HUDNALL TRUST #2

By:

LOMETA ANNE COX

OGDEN SHARON HUDNALL

DALE McCARTER




STATE OF TEXAS )
)SS
COUNTY OF DALLAS )

The foregoing instrument was acknowledged before me this lqt‘\ day of /}'LWL I’YK/ULU\/
1997, by W. B. Phillips, Attorney-in-Fact of The Wiser Oil Company, a _|Qs 04 4 4 JyAf corporation,

on behalf of the corporation.
/Ykm ey & Lan,
Notary Public !
STATE OF NEW MEXICO )
)SS
COUNTY OF _Eppy )
The foregoing instrument was acknowledged before me this ({ day of DECanpen.,
1997, by teaey L, Hugws, Qea—\'nugbr'-ncﬂ.ofShahmaOﬂ LLE,atM (o. ,on
behalf of the
My Commnssnon Expires: Noyembep b, 4000 j ‘2 é% y) 2 % M
. '_- o Notary Public
STATE OF _New) Mevico )
)SS
COUNTY OF Edé 5| )
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 )

)SS

COUNTY OF )
The foregoing instrument was acknowledged before me this day of
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 day of

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 day of

1997, by Dale McCarter, an individual.

My Commission Expires:

Notary Public



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.

L CONTRACT AREA: OPERATOR:
CMU #400 1330' FSL & 110 FEL Sec. 17-T17S-R33E Wiser
CMU #401 110' FSL & 110' FEL Sec. 17-T17S-R33E Wiser
PHILLIPS STATE #100 1320' FNL & 10' FWL Sec. 16-T17S-R33E Shahara
PHILLIPS STATE #101 2640' FNL & 10' FWL Sec. 16-T17S-R33E Shahara

I ADDRESSES FOR NOTICE PURPOSES:

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

8115 Preston Road, Ste. 400 207 W. McKay

Dallas, Texas 75225 Carlsbad, NM 88220

Attn:  Matt Bagleston Attn:  Perry Hughes
Project Manager

1L PERCENTAGE WORKING INTERESTS OF THE PARTIES:

Percentage
Working Interest
Wells Parties in Contract Area
CMU #400 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. 50.00%
Total 100.00%
CMU #401 The Wiser Oil Company 75.00%
Shahara Oil, L.L.C. _25.00%
Totals 100.00%
PHILLIPS STATE #100 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. _50.00%
Totals 100.00%
PHILLIPS STATE #101 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. _50.00%
Totals 100.00%

v. DESCRIPTION OF COMMITTED LEASEHOLD:

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

LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-11-33 12.5%
NM-B-2148-03

NM-B-2148-04

B. Leases committed by Shahara Oil, L.L.C. (100%):
LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-1 1~_3;g 12.5%
pu+ i la?

f\wpdocs\lauri\shahara.exa



EXHIBIT "B"

Attached to and made a part of that ca -'tain Cooperative Unit Line
Injection Well and Unit Line Infill Dgilling Agreement dated November
1, 1997 by and between The Wiser 0il @& pany, and Shahara 0il, L.L.C.

A.A.P.L. FORY 610-1982

MODEL FORM OPERATING AGREEMENT

X!

A

OPERATING AGREEMENT

DATED

November 1 _, 19_97 ,

OPERATOR _See Exhibit "A"

CONTRACT AREA Limited to the infill development wells as set

forth in Exhibit "A" attached hereto.

COUNTY URXEARISIEE OF Lea STATE OF New Mexico

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

THIS AGREEMENT, entered into by and between_The Wiser Oil Company and Shahara 0il, L.L.C.

both parties T hereinafter designated and
referred to as ‘‘Operator’’, and ostlzgnm fayrpart;! gr parties other than Operator, sometimes hereinafter referred to individually herein

as ““Non-Operator’’, and collectively as *‘Non-Operators”., 1n accordance with Exhibit "A" attached
hereto.

WITNESSETH:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

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

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

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

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

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

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

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

H. The terms ‘‘Non-Drilling Party'’ and ‘‘Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operation.

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

ARTICLE I
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:

@ A. Exhibit “A™, shall include the following information:
(1) ldentification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
Exhibit ‘‘B’’, Form of Lease.
Exhibit **C’*, Accounting Procedure.
. Exhibit ‘D", Insurance.
Exhibit ‘‘E’’, Gas Balancing Agreement.
Exhibit ‘‘F*’, Non-Discrimination and Certification of Non-Segregated Facilities.
. Exhibit "‘G’’, Tax Partnership.

i any provision of any exhibit, except Exhibits ““E’" and '‘G™, is inconsistent with any provision contained m,:he body
this agreement, the provisions in the body of this agreement shall prevail.

OmMmEmDOw
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ARTICLE IIIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area. that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B'". and the owner thereoi
shall be deemed to own both the rovalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and labilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
forth in Exhibit **A"". In the same manner. the parties shall also own all production of cil and gas from the Contract Area subject to the
payment of royalties to the extent of _total burdens due which shall be borne as hereinaiter set forth.

Regardless of which party has contributed the leasets) and/or oif and gas interests: hereto on which rovaity is due and
~1yable. each party entitled o receive a share of production ol oil and gas trom the Contract Area shall bear and shall pay or deliver. or
cause to be paid or delivered. to the extent of its interest in such production. the rovalty amount stpulated hereinabove and shall hold the
other parues free from any liability therefor. No party shail ever be responsible. however. on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner. and if any such other party’s lessor or rovalty owner should demand and
recerve settlement on a higher price basis. the party contributing the affected lease shall bear the additional rovalty burden attributable 1o
such higher price.

Nothing contained in this Article 1ILB. shaii be deemed an assignment or cross-assignment ot interests corcred hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions. if the interest of any party in any lease covered hereby is subject to anv rovalty.
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Acucle [1.B.. such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless irom any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overnding royaity. producuon payment or other burden pavable out of production
autributable o its working interest hereunder. or if such a burden existed prior to this agreement and is not set forth in Exhibit **A"", or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties. or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinatter referred to as “'subsequently created interest " irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being herewafter referred
10 as “‘burdened party ). and:

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

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

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement ot drilling operations or. if
:he Drilling Parties so request. title examination shall be made on the leases andlor oil and gas interests included. or piuaned to be includ-
«d. in the drilling unit around such well. The opinion will include the ownership of the working interest. minerats. rovalty. overriding
royalty and production payments under the applicable leases. At the time a well is proposed. each party contributing ieases andlor oil and
gas interests to the drillsite. or to be included in such dl:illing unit. shall furnish to Operator all abstracts (including tederat lease status
reports. title opinions. title papers and curative matenal in its possession irce ot charge. All such informaton not in the possession of or
made available to Operator by the parties. but necessary tor the examination of the title. shall be obtained by Operator. Operator shall
. duse title 1o be examuned by attorneys on its stant or by outside attorneys. Copies of Jll title opinions <hall be turnished to cach party
nereto. The cost incurred by Operator in this utle program shall be borne as tollows:

Z Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental.
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit **C"",
and shall not be a direct charge, whether performed by Operator’s staff artorneys or by outside attorneys.

D I
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ARTICLE IV
continued

& Option No. 2: Costs incurred bv Operator in procuring abstracts and fees paid outside attorneys for title examinption
uncluding preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Pirties
in the proportion that the interest of each Drilling Party bears (o the total interest of ail Drilling Parues as such interests appear m Ex-
hibit **A"". Operator shall make no charge for services rendered by its staif attorneys or other personnel in the pertormance of the dbove
tunctions.

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

No well shall be drilled on the Contract Area unul after (1) the title to the drillsite or drilling unit has been examined as gbove
provided. and (2) the title has been approved by the examining attorney or title has been accepted by all of the parues who are td par-
ticipate in the drilling of the welil.

B. Loss of Title:

reduction of interest from that shown on Exhibit “*A"’, the party contributing the atfected lease or interest shall have ninety (90) s
srom tinal determination of title failure to acquire a new lease or other instrument curing the enurety of the title failure. which gquisi-
tion will not be subject to Article VIILB.. and failing to do so. this agreement. nevertheless. shall continue in force as to all regfinine ol
and gas leases and interests: and.

1a) The party whose oil and gas lease or interest 15 affected by the utle failure shall bear alone the entire loss and it shall not be
cntiled to recover from Operatar or the other parues any development or operating costs which it may have theretotgr paid or incufred.
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure:

1b} There shall be no retroactive adjustment ot expenses incurred or revenues received from the operatiop/of the interest which has
been lost. but the interests of the parues shall be revised on an acreage basis. as ot the ume it is determined phaily that ucle failure hds oc-
curred, so that the interest of the party whose lease or interest 15 affected by the ttle failure will therepfier be reduced in the Congract
Area by the amount of the interest lost: .

(c) If the proportionate interest of the other parties hereto in any producing well theretgfore drilled on the Contract Area 1s
increased by reason of the ticle failure. che party whose ttle has failed shall receive the proceeds actributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbucsed for unrecovgfed costs paid by it in connection with such
well:

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

(¢) Any liability to account to a third party for prior production of/6il and gas which arises by reason ot utle failure shall be
borne by the party or parties whase title failed in the same proportion#/in which they shared in such prior production: and,

() No charge shall be made to the joint account tor lezal expepfes. fces or salaries. in connection with the defense of the in
claimed by any party hereto. it being the intention ot the parues hffeto that each shall defend title to its interest and bear all expen:
connection therewith. :

terest within ninety (90 davs trom the discovery of the failure to make proper pay
which acquisition will not be subject to Artjde \'1ILB.. the interests of the parties shall be revised on an acreage basis. effective as

the Contract Area on account of ownygfship ot the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have fully reimbursed. at the time of the loss. {rom the proceeds of the sale of oil and was attribut
the lost interest, calculated on 34 acreage basis. tor the development and operating costs theretofore paid on account of such integest. it

or wells previously a ed) irom so much of the following as is necessary to effect reimbursement:
(a) Proceeds of gt
up to the amount

of the oil and gas © be contributed by the other parties in proportion to their respective interests: and.
) Any monies. up to the amount of unrecovered costs. that may be paid by any party who is. or becomes. the owner of the interest

1. Other Losses: All losses incurred. simmshens sws e dardepcnkedbids sat REDB3saiaee. shall be jint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion ot
the Contract Area.

. edrvmme 5d twe .
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

See Exhibit "A' shall be the

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

negligence or willful misconduct.

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

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

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successod
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interesi
based on ownership as shown on Exhibit **A’"; provided, however, if an Operator which has been removed fails to vote or votes only t
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit ‘‘A’" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the day of . 19 , Operator shall commence the drilling of a well ﬁ:r
oil and gas at the following location:
Four (4) infill development wells to be drilled in accordance with the terms of

the Cooperative Unit Line Injection Well and Unit Line Infill Drilling Agreement
dated November 1, 1997 between The Wiser 0il Company and Shahara 0il, L. L C

and shall thereafter continue the drilling of the well with due diligence to “

&
e
e
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R |

3

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

Operator shall make reasonable tests of all formations encountered during drilling which give indication pf comalmng oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formane‘hs in wh ch
event Operator shall be required to test only the formation or formations to which this agreement may apply
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ARTICLE V]
continued

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

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provi
for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by 3ll
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the noti
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drijl-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall
limited to forty-eight (48) hours, exclusive-of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply withi
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notide
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 loc3-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parti
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
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein)
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accof-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Opti
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parti
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed oper3-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VL.B.2,, shall comply with all terms and c
ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they haye
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consennq‘ Parties.
Hf such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatipp at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a prp-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cos % » id risk,
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ARTICLEVI
continued

and the well shall then be tumed over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement oi operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Rarties
1n accordance with the praxisions of this Article. eacn Non-Consenting Party shall be deemed to have reiinquished to Consenting Pirties.
and the Consenting Parties shall own and be enutied to receive. in proportion to their respective interests. all of such Non-Consdnung
Party’s interest in the well and share o1 producuon therefrom until the proceeds of the sale of such share. calculated at the wéil. or
market vaiue thereof if such share is not sold. .aiter deducting production taxes. excise taxes. rovaity. overriding rovalty and ochler in-
terests not excepted by Arucle [11.D. pavable out of or measured by the producuon from such weil accruing with respect to such inferest
until it reverts) shall equai the total of the following:

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

b)Y _300_% of that portion of the costs and expenses of drilling. reworking. deepening. plugging back. tesung and complefing.
aiter deducting any cash contnbutions received under Article VIILC.. and _100 7. of that poruon of the cost ot newly acquired equip-
ment in the well (to and including the wellhead connecuons!. which would have been chargeable to such Non-Consenung Party if it had
parucipated therein.

An election not to participate 1n the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well. or portion thereoi. to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said fell
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeabie to such Non-Consenting Party had it parucipated therewp. If
such a reworking or plugging back operation 1s proposea during such recoupment period. the provisions of this Article VI.B. shall bejap-
plicable as between said Consenung Paruies in said well.

During the period of time Consenung Pirnies are cnntled 1o receive Non-Consenting Party's share of production. or|the
proceeds therefrom. Consenuing Parties shall be responsible for the payment ot all producuion. severance. excise. gathering and other
taxes. and all royalty. overriding rovalty and other burdens applicable to Non-Consenuing Party s share of production not excepted by|Ar-
ticle lIL.D. ’

In the case of any reworkine. plugging back or deeper drilling operauon. the Consenting Parties shall be permitted o use.|frce
of cost. all casing, tubing and other equipment in the weil. but the ownership ot all such equipment shall remain unchanged: and ypon
sbandonment of 2 well after such reworking, plugging back or deeper drilling. the Consenting Parties shall account for all such exuip-
ment to the owners thereof. with each party receiving its proportionate part 1in kind or in value, less cost of salvage.

Within sixty (00) days after the completion ot any operation under this Article. the party conducting the operations fof the
Consenting Parties shall furnish each Non-Consenung Party with an inventory of the equipment in and connected to the well. a
itemized statement of the cost of drilling. deepenine. piugging back. tesung. completing. and equipping the well for production: oc.

realized from the sale of the well’s working interest production during the precedine month. In determining the quantity of oil
rroduced during any month. Consentng Parties snall use industry accepted methods such as. but not limited to. metering or pefiodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with anv such opefauon
which would have been owned by a2 Non-Consenting Party had it participated therein shall be credited against the total unrenm:{cosxs
of the work done and of the equipment purchased :n determining when the interest ot such Non-Consenting Party shall revert o 1t as
shove provided: and if there 1s a credit balance. 3t shail be paid to such Non-Consenting Party.
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ARTICLE V1
continued

If and when the Consenting Parties recover irom a Non-Consenung Party s relinquished interest the amounts provided for atjove.

the relinquished interests of such Non-Consenting Party shall automatically revert to it, and. from and after such reversion. such Non-

Consenung Party shall own the same interest in such weil. the material and equipment 11 or pertaining thereto, and the produ@on

therefrom as such Non-Consenung Party would have been entitled to had it participated in the drilling. reworking, deepening or pluggi

back of said well. Thereatter. such Non-Consenting Pasty shall be charged with and shall pay its proportionate part ot the turther co
*he operation of said well in accordance with the terms of this agreement and the Accounting Proceaure attached hereto.

Notwithstanding the provisions of this Arucle VIB.2.. it is agreed that without the mutual consent of ail parues. no wells
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area 1s producing, unless siich
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described 1n Article VI.A.
except (3) as to Article VILD.1. \Option No. 2), if selected. or 1b) as to the reworking. deepening and plugging back ot such initial
Jiter it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or. i initiailv completed for pro-
Juction. ceases to produce in paying quantities.

3, Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have
completed. and the results thereof furnished to the parties. stand-by costs incurred pending response to a party’s notice proposing a
reworking. deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or -
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response ume permitted. whicheyer
tirst occurs. and prior to agreement as to the parucipaung interests of all Consenting Parties pursuant to the terms ot the second gr:
matical paragraph of Article VI.B.2. shall be charged to and borne as part of the proposed operation. but if the proposal is su
withdrawn because of insufficient participation. such stand-by costs shall be allocated between the Consenting Parties in the proportion
cach Consenting Party's interest as shown on Exhibit ** A"’ bears to the total interest as shown on Exhibit ** A" of all Consenting A
ties,

4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a ““deepenine’” operation shall
also be applicable (0 any proposal to directionally control and intentionally deviate a well from verucal so as to change the bottom hole
location (herein called *‘sidetracking’*). unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right 10 participate in a proposed sidetracking operation that does not own an intefest in|the
affected well bore at the time of the notice shall. upon electing to participate. tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) ot the value of that portion of the existing well bore to be uulized as tollows:

(a) If the proposal is for sidetracking an existing dry hole. reimbursement shall be on the basis of the actual costs incurredl in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a weil which has previously produced. reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated. determined in accordance with) the
provisions of Exhibit **C"". less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig 10 be utilized is on location. the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays: provided. however. any party may req and
receive up to eight (8) additional days after expiration of the ‘orty-eight (48) hours within which to respond by pavine for all stand-by|time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice. tand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty's interest as shown on Exhibit “*A"" bears to the total interest as shown on Exhibit **A™ of all the electing parties. In all in-
<tances the response period to a proposal for sidetracking shall be limited to thirty (30} days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
exclusive of production which may be used in development and producing operations and in preparing and treating oil and Ras tor
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Anparastaknginshareolprodweton el _ wiFbe
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ARTICLE V1
continued
. ' i . P o . iacwbacilitieswiricheic:

Each party shall execyte such division orders and contracts as may be necessary tor the sale of its interest in production|rom
the Contract Area. and. except as provided in Arucle VILB.. shall be enutled to receive payment directlv irom the purchaser thereort for
its share of all production.

owner of the production to exercise at any time 1ts right to take in kind. or separately dispose of. its share of aii oii not prevs
delivered to a purchaser. Any purchase or sale by Operator of any other party s share of oil shall be only for such reasonable peri
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event tcr a period in ejxcess
of one (1) year, *and shall account to such party for the actual net proceeds received

for such production, if sold, or the current market price if purchased by operator.

Jeliveries which on a2 day-to-day basis for any reason are not exactly equal to a party s respective proporuonate share ci total gas sa
be allocated to it. the balancing or accounting between the respective accounts of the parties shall be in accordance wath any gas bal
agreement between the parties hereto. whether such an agreement is attached as Exhibit *"E™". or is a separate agreement.

D. Access 1o Contract Ares and Information:

Each party shall have access to the Contract Area at all reasonable tmes. at its sole cost and risk to inspect or cbserve operations.
and shall have access at reasonable times (o informauon pertaining to the development or operation thereof. including Operator s bhoks
and records relating thereto. Operator. upon request. shall furnish each ot the other parties with copies of all forms or reports liled pith
yovernmental agencies. daily drilling reports. well logs. tank tables. dasly gauge and run uckets and reports ot stock on ~and at the tidst of
each month, and shall make available samples ot any cores or cutungs taken trom anv well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator. other than that specified above. shall be charged to the Non-Operator th
quests the information. Notwithstanding anything to the contrary, a non-operator who i
default under Article VII B shall have no rights under this Article VI D.
E. Abandonment of Wells:

re-
in

1. Abandoament of Drv Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. uny well which has
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and
without the consent of all parties. Should Operator. after diligent etfort. be unable to contact any party. or should any party fail to
within forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) after receipt of notice of the proposal to plug and a
such well, such party shall be dcemed to have consented to the proposed abandonment. All such wells shall be plugged and
accordance with applicable regulations and at the cost. risk and expense of the parties who participated in the cost ot drilling or d

2. Abandoament of Wells that have Produced: Except tor anv well in which a2 Non-Consent operation has deen condycted
hereunder for which the Consenting Parties have not been tully resmbursed as herein provided. any well which has been completed as 2

parties its proportionate share of the value of the well's salvable material and equipment. determined in accordance with the proviss
Exhibit **C"". less the estimated cost of salvaging and the esumated cost of plugging and abandoning. Each abandonine party shall

gas interest, such party shall execute and deliver to the non-abandoning pasty or parties an oil and gas lease. limited to the interval
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereaiter as oil and/or gas i
duced from the interval or intervals of the formauior. or formations covered thereby. such lease to be on the form attached as E

pro-
khibit

.
et s L:L ——
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ARTICLE V1
continued

B' The assignments or leases so limited shall encompass the “*drilling unit"* upon which the well is located. The pavments by, anid the
assignments of leases to. the assignees shall be in a rauo based upon the relationship ot their respective percentage of partcipation in the

Contract Area to the aggregate ot the percentages ct parucipauon in the Centract Area ot all assignees. There shali be no readjustmént ot
interests in the remamning poruon of the Contract Area.

Thereaster. abandoming parues shuil have no iurther responsibiity. .:apility. or interest in the operation ot or producuon
*he weii in the interval or intervais then open otrer :nan tne royaites retained 1n any iease made under ke terms ot this Article. Upos re-
quest, Operator shall continue 1o operate the assigned weil for the account ot the non-abandoning parues at the rates and charges
emplated by this agreement. pius any additionar czst and charges wnich mav arise as the resuit ot the separate ownersiip of the assigned
well. Upon proposed abandonment of the producing intervalisi assigned or leased. the assignor or lessor shall then nave the optio to
repurchase uts prior interest 1n the weil (using the same valuauon formula: and participate in further operauons theremn subject to the pro-
visions hereof,

2. Abandonment of Non-Consent Operausons: The provisions of Article 'LE.1. or VLE.2. above shall be appiicable as betw:
Consenting Parties in the event of the proposed abanaonment of any well excepted from said Articles: provided. however. no well
rermanently plugged and abandoned unless and until all parues having the right to conduct further operations therein have been nots

ut the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions ot this Aruicle
VLE.

ARTICLE VIL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be severai. not oint or collective. Each party shall be responsible only for its obligations. zhd
shall be hable only for s proporuonate share ot :he costs of developing and operaung the Contract Area. Accordingiy. the liens gran
among the parties in Article VILB. are given to secure only the debts or each severally. It is not the intention ot the parues to create,
shall chis agreement be construed as creating, a mining or other partnership or association. or to render the parties liable as partn

B. Liens and Payment Defaults:

Each Non-Operator grants 10 Operator a lien upon its oil and gas rights in the Contract Area, and 2 security interest in its
of oil andfor gas when extracted and its interest in ail equipment. to secure payment of its share of expense, together with interest ther
4t the rate provided in Exhibit *C". To the extent that Operator has a security interest under the Uniform Commercial Code of
state, Operator shall be entitied 10 exercise the rights and remedics of a secured party under the Code. The bringing of a suit and the
taing of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the li
rights or security interest as security for the pavment thereof. In addition. upon default by any Non-Operator in the pavment of its shite
of expense. Operator shall have the right. withous prejudice 1o other rights or remedies. to collect from the purchaser the proceeds
the sale of such Non"Operator s share of oil and:or eas unul the amount owed by such Non-Operator. plus interest. has been paid.
purchaser shall be entitled 1o rely upon Operator 's written statement concerning the amount of any default. Operator grants a like li
and security interest to the Noa-Operators to secure pavment of Operator’s proportionate share of expense.

Operator. the non-defaulting parties. including Operator. shall. upon request by Operator. pay the unpaid amount in the proportion th
the interest of each such parnty bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, 1o obta
reimbursement thereof, be subrogated to the securnty rights described in the foregoing paragraph.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor I}:

C. Payments and Accounting:

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

Operator. at its election. shall have the right trom ume to ume to demand and receive trom the other parties payment in advang
ol their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeedine
month, which right may be exercised only by submussion to each such party of 2n itemized statement of such esumated expense. to!
with an invoice for its share thereof. Each such st2:ement and invoice for the payment in advance ot estimated expense shall be submitt
«n or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
lifveen 1151 days after such estimate and invosce is recesved. If any party fails to pay its share of said estimate within said time. the amou
«ue shall bear interest as provided in Exhibit *C"" :nul paid. Proper adjustment shall be made monthly between advances and actual ¢x-
pense to the end that each party shall bear and ray its proporuonate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent at :il parties. no well shall be drilled or deepened. cxcept any well drilled or d:epenLd
pursuant to the provisions of Article VI.B.2. ot tius agreement. Consent to the drilling or deepening shall include:

-F
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ARTICLE VII

continued
B Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well. includin
necessary tankage and/or surface facilities.

- gﬂ'on No. 2: All necessary expenditures tor the drilling or deepeming and estng ot the well, Wien such well s readded) -
authorized depth. and all tests have been compicied. ind the results thereot furnished o the parties. Operator shall give nrmediawe oo, -
to the Non-Operators who have the neht ¢ purtici v
181 hours (exclusive of Saturday, Sunuay ar.d legal holidavs . in which to eiect to participate i the setoni - casing anvd i o 2 inbetion]

i the completion costs. The parties fecenvmg such notsoe st * - v e e

tempt. Such election, when made. +hail mcude conrwag to b necessary expendituees e the completme and sginppae © o vl
<luding necessary tankage andior surtace taciiitics. i anre w1 any party receivingg such aotice w repiy within the penied Lt - o e s L
constitute an election by that party not to participate :a the: cost of the compieuon attempt. it one or vare. but less thin ol thw part). -
elect to set pipe and to attempt a completion, the grovisions of Article VI.B.2. hereor (the phrase “reworking, Jusperang or pluggy. .
back "’ as contained in Article VI.B.2. shall be deemed to include **completing ") shull appiv 10 the operations theresiter Comtucted by Y
than all parties.

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworkad or plugeed hack except a vl rewarkeu,
plugged back pursuant to the provisions of Arucle VI.B.2. ot this agreement. Consent to the reworking or plugging back on a well <l
include all necessary expenditures in conducting such operations and completing and equipping of sud well. including necessary tank joc
andlor surface facilities.

3. Other Operations: Without the consent ot 4ll parues. Operator shall not undertake any sngle project reasotianly estumaty i
to require an expenditurc in excess of__twenty-five thousand Dollars 1525 ,000.00
except in connection with 2 well, the dnlling, reworking. deepening, completing. recompletng, ur plugging back of *vauch has e
previously authorized by or pursuant to this agreement: provided, however. that. i case o explosion. e, Hood or caher suddin

emergency, whether of the samie or ditferent nature, Operator nnay take such steps and incur such expenses s i as opaiteas e regqud
to deal with the emergency to safeguard life and property but Operator. as promptly as possible. shall report the cmergeny w the oti ¢
parties. If Operator prepares an authority for expenditure AFE? for its own use, Operator shall furnish any Non-Operater - requestd
an information copy thereof for any sngle project cnung sn excess of twenty-five thousand
Dollars ($.25,000,00 s but less than the amount tirst set forth above m this puragraph.

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

Rentals, shut-in well payments und minimum rovalties which may be required under the terms of any lease shali ise pard by the
party or parties who subjected such leuse to this agreement 4t its or their expense. In the event two or more partics own and have ¢
tributed interests in the same lease to this agreement. such parties may designate one of such parties o make sad payments lor and
behalf of all such pasties. Any party may request. and shall be entitled to receive. proper evidence of ali such payments. in the event |
failure to make proper payment of any rental. shutn well pavment or minimum rovalty through nustake or oversight where such pa
ment is required to continue the lease in force, any koss which results from such non-payment shall he borne i accordance vath the pr
visions of Article IV.B.7.3.

Operator shall notify Non-Operator of the antwipated completion of a shut-in gas well. or the shutting in or return 1o producii
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays). or at the carhiest opportunity peramtied iy
circumstances, prior to taking such action. but assumes no liability for failure to do so. In the event of failure by Operater to so nont
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-n well paymenr
shall be borne jointly by the partics hereto under the provisons of Article IV.B.A. )

-

-

F. Taxes:

Beginning with the first calendar vear after the etfecuve date hereof. Operator shall render for ud valorem taxanon all proper
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed therenn hefore tirf:
become delinquent. Prior to the rendition date. each Non-Operator shall furnish Operator information s to burdens (o include. but n
be limited to, royalties, overriding rovalties and production payments) on leases and oil and gas interests contnbuted by such N
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding exvess royalties, ovy
riding royalties or production payments. the reduction in ad valorem taxes resulting therefrom shall inure 1o the benefit of the owner pr
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benetit o such rediy
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest. then notwithstandipe
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the fax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax paymenty
the manner provided in Exhibit **C"".

E R

B

1f Operator considers any tax assessment improper. Operator may, at its discretion, protest within the tme and manfer
prescribed by law. and prosecute the protest to 2 final determination. unless all partics agree to abandon the protest prior o final defer-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such tuxes and v
interest and penalty. When any such protested assessrent shall have been finally determined. Operator shall pay the 1ax for the joint.
count, together with any interest and penalty accrued. und the total cost shall then be assessed against the parties. and be paid by thend. a»
provided in Exhibit *'C"".

9

Each party shall pay or cause 1o be paid all production. severance, excise, gathering and other taxes imposed upon or with respedt
the production or handling of such party’s share of oil andlor gas produced under the terms of this agreement.

-10-
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ARTICLE V11
continued

G. Insurance:

At all times while operauons are conducted hereunaer. Operator shall compiy with the workmen's compensation iiw of
the state where the operauons are being conducted: provided. however. that Operator may be a seii-insurer tor liability under sad com-
rensauon iaws i wnich event the only charge that shall be made to the 1int account snail be as provided in Exhibit ~*C"*. Operator snail
Jiso carrv or provide insurance for the benetit of the joint account ot the parties as ouuinea in Exhibit **D’". ittacned to ana mace a part
hereot. Operator shall require all contractors engaged in work on or for the Contract Area to compiy with the workmen ‘s comgensation
Liw of the state where the operauons are being conducted and to maintan such other insurance as Operator mav require.

In the event automobile public liability insurance is speafied in said Exhibit "D"", or subsequently recewves the approvai of the
rarues, no direct charge shall be made by Operator tor premiums paid for such insurance tor Operator's automouve equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insolar as they embrace acreage in the Contract Area. shall not be surrendered in whole
or n part unless all parues consent thereto.

However, should any party desire (o surrender its interest i anv lease or 1 any portion thereof. and the other parues do not
suree or consent thereto. the party desiring to surrender shall assign, without express or implied warranty of title. all of its interest in
such lease. or portion thereof. and any well. material and equipment which may be located thereon and any rights in production
thereatter secured. to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil ang eas interest tor 2 term of one (1) vear and so long thereaster as ol and/or gas 15 produced from the land covered theredv. such
lease to be on the form attached hereto as Exhibit **B*'. Upon such assignment or lease. the assigning party shall be relieved irom all
obligauons thereaiter accruing. but not theretotore accrued. with respect to the interest assigned or leased and the operauon of any well
autributable thereto, and the assigning party shail have no further interest in the assigned or leased premises and its equipinem and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C*", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lcase is in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parues.

Any assignment, lcase or surrender made under this provision shall not reduce or change the assignors. lessor s or surrendering
party’s interest as it was immediately before the assignment. lease or surrender in the balance of the Contract Area: and the acreage
assigned, leased or surrendered. and subsequent operations thereon. shall not thereaiter 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 noufied prompuy. and
shall have the right for a period of thirty (30) days fallowing receipt of such natice in which to elect ta participate in the awnership of the
renewal lease. insofar as such lease affects lands within the Contract Area. by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

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

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party, without warranty of title, 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 enure 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 subiect to

the provisions of this aereement.
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 party 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 party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whord the con-
tribution is made shall promptly tender an assignment of the acreage. without warranty of title, to the Drilling Parties in the pre j

e it B A B - N s S 30 vt
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ARTICLE V1II
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible. be
governed by provisions identical to this agreement. Each party shall promptly nouiy all other parties of any acreage or cash contribudions
it may ootan i support of any well or any other operation on the Contract Area. The above provisions shall also be applicable td op-
uonai rights 1o earn acreage outside the Contract Area which are m support ot a well drilled inside the Contract Area.

I any party contracts tor any consideration reiating to disposttion of such party’s share of substances produced hereunder. such
vonsideration shall not be deemed a contribution as contemplated in this Arucle VILC.

D. Maintenance of Uniform Interest:
For the purpose of mainuining uniformity or ownership in the oil and gas leasehold interests covered by this agreement.| no
party shall seil. encumber. transter or make other disposition of its interest in the leases embraced within the Contract Area and in wells.
equipment and production unless such disposition covers either:
1. the entire interest of the party in all leases and equipment and production: or

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

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

If. at any time the interest of any party is divided among and owned by four or more co-owners. Operator. at its discretion. may
require such co-owners to appoint a single trustee or agent with full authority to receive notices. approve expenditures. receive billings for
and approve and pay such party’s share of the joint expenses. and to deal generally with, and with power to bind. the co-owners of sych
party’s interest within the scope of the operations embraced in this agreement: however. all such co-owners shall have the right to enfer

* 1nto and execute all contracts or agreements for the disposition of their respective shares ot the oil and gas produced trom the Contrpct

Area and they shall have the right to receive. separately. pavment of the sale proceeds thereof.
E. Waiver of Rights to Partition:
If permitted by the laws of the state or states in which the property covered hereby is located. each party hereto owning in

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

Area, it shall promptly give written notice to the other parues. with full information concerning its proposed sale. which-stfinclude the
name and address of the prospective purchaser (who must be ready. willing and able 10 purchase), tha-pertfiase price. and all other terths
of the olfer. The other paruies shall then have an optional prior right. for a period.o days after receipt of the notice. to purc|

on the same terms and conditions the interest which the other oPoses to sell: and. if this optional right is exercised. the purchs
ing parties shall share the purchased interest in _the-eroffGrtions that the interest of each bears to the total interest of all purchasing par-
ties. However. there shall be po.p ential right 1o purchase in those cases where any party wishes to mortgage its interests, or o
dispose of its intasesesBY merger, reorganization. consolidation. or sale of all or substantially all of its assets to a subsidiary or parent co

e T AS-a-mejority-ol-the-sioelk.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create. a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are al
and nox joint or collective. or that this agreement and operations hereunder shall not constitute a partnership. if. for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to cluded
from the application of all of the provisions of Subchapter **K™", Chapter 1. Subtitle **A™". of the Internal Revenue Code of . 45 per-
mitted and authorized by Section 761 of the Code and the regulations promuigated 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 the
United States or the Federal Internal Revenue Service. including specifically. but not by way of limitation. ail of the returns, stat S,
and the data required by Federal Regulations 1.7G1. Should there be any requirement that each party hereby affected give furthjer
evidence of this election. each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give anv notices or take any other
action inconsistent with the election made hereby. Ii any present or future income tax laws of the state or states in which the Contrpct
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K', Chapter 1.
Subtitle **A"", of the Internal Revenue Code of .“under which an election similar to that provided by Section 761 of the Code is ger-
mitted. cach party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing e
tion. each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.

—— T
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1 ARTICLE X.

2 CLAIMS AND LAWSUITS

1

+ Operator may scule any single uninsured third party damage claim or suit arising from operations hereunder if the expendjture
S joes not exceed__ten thousand llars
o $10,000.00 : and if the payment 1s in complete settlement ot such claim or suit. If the amount required for sett

11 Operator by this agreement. such party shall immediately nouy all other parties. and the claim or suit shall be treated as any other clai

12 or suit involving operations hereunder. All claims or suits involving title to any interest
i3 to this agreement shall be treated as a claim or sult against all parties hereto.

14 ARTICLE XL

15 : FORCE MA JEURE

16

1" If any party is rendered unable. wholly or in part. by force majeure to carry out its obligations under this agreement. other than

18  the obligation to make money payments. thac party shall give to all other parties prompt written notce of the fcrce majeure ith
19 reasonably full paruculars concerming it: thereupon. the obligatons of the party giving the notice. so far as they are anected by the fdrce
20  majeure. shall be suspended during. but no longer than. the continuance of the force majeure. The atiected party shail use all reason‘tble
21 diligence to remove the force majeure situation as quickly as practicable.

b ! The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settiement of strikes.
24 lockouts. or other labor difficulty by the party involved. contrary 10 its wishes: how all such difficulties shall be handied shall be entifeiy
25 within the discretion of the party concerned.

26

b The term °‘force majeure”". s here emploved. shall mean an act of God. strike. lockout. or other industriai disturbance. acy of
28  the public enemy, war. blockade. public riot. lightning. fire. storm. flood. explosion. governmental action. governmental delay, restrdint
29 or inaction. unavailability of equipment. and any other cause. whether ot the kind speafically enumerated above or otherwise. which is
30  not reasonably within the controi of the party claiming suspension.

il

32 ARTICLE XII.

3 NOTICES

34

33 All notices authorized or required between the parties and required by any of the provisions of this agreement. unless se

36  specifically provided. shall be given in writing by mail or telegram. postage or charges prepaid. or by telex or telecopier and addressed|to
37  the parties to whom the notice is given at the addresses listed on Exhibit **A*". The originating notice given under any provision her
38  shall be deemed given only when received by the party to whom such nouce is directed, and the time for such party to give any
19  response thereto shall run from the date the oniginating notice is received. The second or any responsive notice shall be deemed gi
30  when deposited in the mail or with the telegraph company, with postage or charges prepaid. or sent by telex or telecopier. Each
41  shall have the right to change its address at any time. and from time to time. by giving written notice thereof to all other parti

3 ARTICLE XIII.

HH TERM OF AGREEMENT

13

16 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 the

47 period of time selected below: provided. however. no party hereto shall ever be construed as having anv right. title or interest in or to dny
48  lease or oil and gas interest contributed by any other party beyond the term of this agreement.

s0 J 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 part
51  of the Contract Area. whether by production. extension, renewal or otherwise.

s3 X] Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of this
s4  agreement. results in production of oil and/or gas in paying quantities. this agreement shall continue in force so long as any such wel or
$9  wells produce, or are capable of production. and for an additional period of _90Q_____ days from cessation of all production: p!
s6  however. il. prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling. reworking.
57 ing. plugging back. testing or attempuing to complete a well or wells hereunder. this agreement shall continue in force until such
58  tions have been completed and if production results therefrom. this agreement shali continue in force as provided herein. In the event the
50  well described in Article VI.A., or any subsequent well drilled hereunder. results in a dry hole. and no other well is producing, or
o of producing oil and/or gas from the Contract Area. this agreement shall terminate unless drilling, deepenine. pluggine back or rewprk-
6l ing operations are commenced within _90 ____ days from the date of abandonment of said well.

02 -
03 It is agreed. however. that the termination of this agreement shall not relieve any party hereto from any liability which| has
4  accrued or attached prior to the date of such termunatiori.
[¢}]
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws. Regulations and Orders:
This agreement shall be subject to the conservauon laws ot the state in wnich the Contract Area 1s located. to the valid risles.

regulations, and orders of any dulv consututed reguiatory body ot said state: and to ail other appiicabie federal. state. and local laws, or-
dinances. rules. regulations. and orders.

B. Governing Law:

This agreement and all mauters pertaning hereto. including. but not limited to. matters ot performance. non-periormance. breach.
remedies. procedures. rights, duties and interpretauon or construction. shail be eoverned and determined by the law of the state in which
the Contract Area is located. If the Contract Area ts 1n two or more states. the law of the state of New Mexjico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant. or be construed to grant. Operator the night or authority to waive or release any rights.
privileges, or obligations which Non-Operators may have under federal or state iaws or under rules, requlations or orders promulgited
under such laws in reference 1o oil. gas and minerai operations. including the locauon. operation. or production ot wells. on tracts ofkset-
ung or adjacent to the Contract Area.

With respect to operations hereunder. Non-Operators agree to release Operator from anv and ail losses. damages. injuries. cla

plication was made in good faith. Each Non-Uperator turther agrees to reimburse Operator tor any amounts applicable to such

Operator s share of production that Operator may be required to refund. rebate or pay as a result of such an incorrect interpretauior] or

of 1980"". as same may be amended from ume to ume (" Act” "), and any valid regulations or rules which may be issued by the Treas
Department from time to time pursuant tc said Act. Each party hereto agrees to furnish any and all certifications or other informatjon
which is required 1o be furnished by said Act in 1 umely manner and in suificient detail 1o permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

ST
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of day of 19
ORI
. Shahara 0il1, L.L.C. as Operator and
ATTEST: as Non-Operator as set forth on
Exhi "A"
By: By: VOAAL é, /LQ" .

TitTe: t N Title: %oxnuﬁoﬁ‘c‘eﬂ-
Printed MNawe: '%“\Q Marshal\ Printed Na e‘?c-;wm L. MHusHes
IXOIXAXRERXXIDXRE

ATTEST: The Wiser 0il Company

as Operator and as Non-Operator as
set forth on Exhibit "A"

By: By:
Title: Title:
Printed Name: Printed Name:

L 15-
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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.

L CONTRACT AREA: OPERATOR:
CMU #400 1330' FSL & 110' FEL Sec. 17-T178-R33E Wiser
CMU #401 110" FSL & 110' FEL Sec. 17-T17S8-R33E Wiser
PHILLIPS STATE #100 1320' FNL & 10' FWL Sec. 16-T17S-R33E Shahara
PHILLIPS STATE #101 2640' FNL & 10' FWL Sec. 16-T17S-R33E Shahara

IL ADDRESSES FOR NOTICE PURPOSES:

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

8115 Preston Road, Ste. 400 207 W. McKay

Dallas, Texas 75225 Carlsbad, NM 88220

Attn:  Matt Eagleston Attn:  Perry Hughes
Project Manager

1. PERCENTAGE WORKING INTERESTS OF THE PARTIES:

Percentage
Working Interest
Wells Parties in Contract Area
CMU #400 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. _50.00%
Total 100.00%
CMU #401 The Wiser Oil Company : 75.00%
Shahara Oil, L.L.C. 25.00%
Totals 100.00%
PHILLIPS STATE #100 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. _50.00%
Totals 100.00%
PHILLIPS STATE #101 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. _50.00%
Totals 100.00%

Iv. DESCRIPTION OF COMMITTED LEASEHOLD:

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

LESSOR LESSEE LEASE DATE ° LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-11-33 12.5%
NM-B-2148-03
NM-B-2148-04
B. Leases committed by Shahara Oil, L.L.C. (100%):
LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-11-%4; 12.5%
Pu+ e (a3
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EXHIBIT “c "

Attached to and made a part of .that certain Joint Operating Agreement dated November 1, 1997,
by and between The Wiser 0il Company and Shahara 0il, L.L.C.
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ACCOUNTING PROCEDURE
JOINT OPERATIONS
1. 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. i

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.

thirty (30)

B. Each Non-Operator shall pay its proportion of all bills within KREM#XK@XKdays after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at NationsBank,
Dallas on the first day of the month in which delinquency occurs plus 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attorney’s fees, court costs, and other costs in 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 (24) months following the end of any such calendar
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5. 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.

6. Approval By Non-Operatprs
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 2all 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.
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I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.  Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollution control procedures as required by applicable laws and regulations.
2.  Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
3. Labor
A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of
Joint Operations.
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the overhead rates.
(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly
employed in the operation 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 II.
Such costs under this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If
percentage assessment is used, the rate shall be based on the Operator’s cost experience.
C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 3A of this Section II.
4. Employee Benefits

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

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such
Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is

reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be
avoided.

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

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
material i8 normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

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

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

Services

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

8. Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed _elight percent ( 8.00 %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

OB ANEHNELEIIO RSO NEWND~OWRIDO R WN O WW=NGG U AW -
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12 B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
i3 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.

46

6 9 Damages and Losses to Joint Property

47

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
b1 soon as practicable after a report thereof has been received by Operator.

52

53 10. Legal Expense

54

66 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

68 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 III unless otherwise agreed to by the Parties, except as provided in Section
60 1, Paragraph 3. :

61

62 1L 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




COPAS - 1984 — ONSHORE

Recommended by the Coundil
of Petroleum Accountonts

o~ woomaomotn o

oo

PR AT ORISR ERER BRI EREREES IR~k

.

— LOPAG,

Insurance

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

Abandonment and Reclamation

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

Communications

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

Other Expenditures

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

1. OVERHEAD

Overhead - Drilling and Producing Operations

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

( X) Fixed Rate Basis, Paragraph 1A, or
() Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section III unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property:

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

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

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

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $ __4,500,00
(Prorated for less than a full month)

Producing Well Rate $ _ 450,00

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

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever

-4-
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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 (3)
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 (ineluding but not limited to inactive wells covered by unit aliowable. 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 adjustinent 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.

Be——QOvorhead—TPoreenioge-Beasie

(a) Development

Percent ( %) of the cost of development of oint Property exclusive of costs

provided under Paragraph 10 of Section II and all salvage

{b) Operating

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $

A5 %of first $100.000 or total cost if less. plus

B.——_3 % of costs in excess of $100.000 but less than 31.000.000. plus

C.— 2 %of costs in excess of $1.000.000.

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

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
w 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:

A5 % 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.

Al

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

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 Controliable Material not purchased by the Operator shall be agreed to by the Parties.

L

Purchases

Materia! 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.

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 carioad base prices effective as of date of movement plus transportation cost using the 80.000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered. the 70.000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain. Ohio

~ and casing from Youngstown, Ohio. :

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000
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(2) Condition D

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

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

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

(3) Condition E

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which wouid justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service
rendered by such Material.

E. Pricing Conditions

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

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

Premium Prices

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

Warranty of Material Furnished By Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint

Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for




[t Pt Yt
RS woad o R -

g RS- R TN

N RSN C IR ISGELER -, ESEBIchadR

A

52

2)

3

4)

(e)

pound Qil Field Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas. plus transportation cost. using Oil Field Haulers Association interstate 30.000 pound truck rate,
to the railway receiving point nearest the Joint Property.

«d) Macaroni tubing (size less than 23 inch OD) shall be priced at the lowest published out-of-stock prices
f.0.b. the supplier plus transportation costs. using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred. to the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

(c)

d)

Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
Freight charges shall be calculated from Lorain. Ohio.

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent. plus transportation costs based on freight rates as set forth under provisions of tubular

goods pricing in Paragraph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain.
Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of
manufacture at current new published prices plus transportation cost to the railway receiving point
nearest the Joint Property.

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

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

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

Property. Unused new tubulars will be priced as provided above in Paragraph 2.A(1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1)

)

3)

Material moved to the Joint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A.
Material used on and moved from the Joint Property

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

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

Material not used on and moved from the Joint Property

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

The cost of reconditioning, if any. shall be absorbed by the transferring property.

Other Used Material

1)

Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.
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B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories. except

overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken whenever there is any sale. change of interest. or change of Operator in the Joint ,

Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible arter the transfer of |

interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases

involving a change of Operator. all Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

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 Qil, 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.

fAwpdocs\lauri\shahara.exd
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MAY BE %RDERED DIRECTLY FROM THE PUBLISHER
NOTE: Instructions P ; KRAFTBILT®  P.0. BOX 800 TULSA, OK 74101
e ons For Use of Gas Balancing COPYRIGHT 1992 — ALL RIGHTS RESERVED
Agreement MUST be reviewed before finslizing this
document.

EXHIBIT “E”
GAS BALANCING AGREEMENT (“AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED _ November 1, 1997

BY AND BETWEEN __The Wiser 0il Company . ,

AND _Shahara 0il. L.L.C. (“*OPERATING AGREEMENT")

RELATING TO THE ___Grayburg Jackson AREA,
Leg COUNTY A¥¥%K, STATE OF ___New Mexico

1. DEFINITIONS

The following definitions shall apply to this Agreement:

101 “Arm's Length Agreement” shall mean any gas sales agreement with an unaffiliated purchaser or any gas sales
agreement with an affiliated purchaser where the sales price and delivery conditions under such agreement are
representative of prices and delivery conditions existing under other similar agreements in the area between
unaffiliated parties at the same time for natural gas of comparable quality and quanticy.

1.02 “Balancing Area” shall mean (select one):
each well subject to the Operating Agreement chat produces Gas or is allocated a share of Gas production. If a

single well is completed in two or more producing intervals, each producing interval from which the Gas
production is not commingled in the wellbore shall be considered a separate well.
O3 all of the acreage and depths subject to the Operating Agreement.

O

1.03 “Full Share of Current Production™ shall mean the Percentage Interest of each Party in the Gas actually produced
from the Balancing Area during each month.

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

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

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

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

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

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

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

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

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

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

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

1.15 “Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken by a Party and its
Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area. %

1.16 [J (Optional) “Winter Period” shall mean the month(s) of ’* in one
calendar year and the month(s) of in the succeeding calend} "year.

2. BALANCING AREA

by separate but identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Balag ‘ g Area
measured in (Alternative 1) KJ Mcfs or (Alternative 2) [] MMBus. H
2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject
maximum lawful prices, any Gas not subject to price controls shall be considered as produced from a sifi}
and Gas subject to each maximum lawful price category shall be considered produced from a separate Balangj
3. RIGHT OF PARTIES TO TAKE GAS

3.1 Each Party desiring to take Gas will notify the Operator, o c?)“éi\ éhe ?ﬁramilé&gﬁ

. . T Y nt
nominated, the name of the transporting pipeline and the pipeline contract miraber T ava meter

to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet al mmmauammdp;hczl

)

-1-
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ir accordance with each Party's interest in the well
requirements. Operator 1s authorized to deliver the volumes so nominated’ and contirmed 1if confir azion usged )
2 r::spomng pnpepleine n accordancf with the terms of this Acreement, provu:e_a « Nowever, "ohe e ‘fg éoa:onéble ot
3 3.2 Each Party shail make ciereilsX%fé?cg'oo‘.&ntgi R g‘?&?iaut(eage }{?H‘R‘Shﬁ? bt Ehlﬁenat%&#‘lgd? k. F aRarties.
4 extent thar such production s required to maintain leases in effect. to prorect e producing capacity of a weil or reservorr. to
S preserve correlative rights. or to maincain o production.
0 33 When a Parey fails for any reason to caike us Full Share of Current Production 1as such Share mav be reduced bv the
rigne ot the other Parties ¢» maxe up tor Underproduction as provided hereini. the other Parues snall be enutled 1o raké anv
3 Gas wnich such Parey fails to ke, Tu the extent pracucable. sucn Gas shall be made available iniuaiiv co eacn Underproauced
' Party in the proportion tnat its Percentage incerest in the Bulancing Area bears to the total Percentace incerests ot all
‘0 Underproduced Parties desicing o take sucn Gas. If all such Gas 15 not taken by the Underproauced Parues. the portuon not
:aken snail then be made avaiable to tne utner Parties 1n the proportion that their respective Percentage interests in the
12 Bualanaing Area bear to che torai Percentage Interests ot such Parues.
i’ 34 All Gas taken by a Party 1n accordance with the provisions ot this Agreement. regardless of whether such Parev 1s
14 underproduced or overproduced. shall be regaraed as Gas taken tor its own account with citle chereto bemne in such (ak.mg
'S Parry.

16 3.5 Notwithstanding che provisions of Secuion 3.3 hereot. no Overproduced Party shall be entitled in any month to take any
17 Gas n excess. uf’ t:‘l;e‘cml'lmdsred séligeenet d 5%0‘;’? buf gifeiggm elgr%eesr g& 6he Balancing r\_rez‘s then-current Maxignum
18 Monthly Availabiliey’ prov however, that tnis”limitacion shall not apply to the extent chat it would preclude production

19 thac 1s required 0 maintain leases in effect. 1o procect the producing capacity of 3 well or reservoir, 1o preserve correlative
20 rghes. or ro mainaain oil production. "Maximum Monthly Availability” shall mean the maximum average monthly race of
21 production at which Gas can be delivered from the Balancing Area. as determined by the Operator. considertng the maximum
21 erficient well rate for each well within the Balancing Area. the maximum ailowables) set by the appropriace regulatory agency.
23 mode of uperation, production facility capabilities and pipeline pressures.

2 3.6 In the event that a Party fails to make arrangements to take its Full Share of Current Production required to be
R prod@ (0 maintain le:nses in effect. 1o protect the' p:lc?m:ﬂ_g a cérx &f: i well or reservoir. to prescrye correlative nighes. or
36 10 maintain oil production, the Operator may scll4ny part of suﬁm Party's Fuﬁ Share of Current Production that such Parry fails
37 10 take for the account of such Party and render to such Party, on a current basis, the full proceeds of the sale. less any
28  reasonable markering, compression. treatng, gathering or transportation costs incurred directly in connection with the sale o.f
29  such Full Share of Current Production. In making the sale contemplated herein. the Operator shall be obligated only 1o obrain
30 such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
31 markers. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are cOt;sistent
32 with the minimum oceds of the industry under the particular circumstances. but in no event for a period in excess of one
33 year. Nocwithstanding 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 raken for the account of such Parry.

33 4. IN-KIND BALANCING reasonable notice

3 4.1 Effective the firse day of, any calender month following/ac least thirty 30, days’ prior
37  wreicten notice o the Operator.” any bﬁd&ﬁmﬂ’:ﬂi Wf&?@'ﬁking. in addition to s Full Share of Current
38  Production and any Makcug Gas aken pursuant 1o Section 3.3 of this Agreement. a share of current production determined
30 by multiplying ERiXty-tive oorcen ‘%) of the Full Shares of Current Production of all Overproduced Parties by
40 i fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which
41 s the total of the Percentage Interests of all Underproduced Parues desiring to rake Makeup Gas. In no event will an
42 Overproduced Party be required to provide more than thirty-five oercene (33 %) of its Full Share of Current
43} Production for Makeup Gas. The Operator will promptly noufy all Overproduced Parties of the election of an Underproduced
4 Party to begin taking Makeup Gas.

15 -

16 average monthly amount of Makeup Gas taken by an Underproduced Pa eriod pursuant to Secuon 4.1
47 shall aut exoced the a 3 p Gas twken by such Underproduced Party during che
L 4 +-monthi—mmedistely—preceding-the WinierReriod.

9 = P | Licnicasi Mal Oscion_2) N i " ; . S ectigmaida0

S0  Overproduced Pacty will be required to provi reent (—— %) of its Full Share
st ' ¢ 10d.

52 43 {Optional) Notwithstanding any other provision of this Agreement. ac such time and for so long as Operator. or
$3  «nsofar as concerns production by the Operator) sny Underproduced Party, determines in good faith that an Overproduced

Si  Party has produced all of its share of the ulumately recoverable reserves in the Balancing Area, such Overproduced Party may
59  be required to make available tor Makeup (us. upon the demand of the Operator or any Underproduced Party, up to

< ~one hundred percent ( %) ot such Overproduced Party's Full Shace of Current Production.

57 5. STATEMENT OF GAS BALANCES

98 5.1 The Operactor will maintain appropriate accounting on a monthly and cumulative basis of the volumes of Gas ‘lgbfach
59  Parry 1s entitled to receive and the volumes of Gas acrually taken or sold for each Party's account. Within n_‘t days

60  after the month of production. the Operator will furnish a statement for such month showing (1) each Party’s Full Shace of
61  Current Production. (2) the total volume of Gas actually caken or sold for each Parry's account. (3) the difference Beween
62  the volume taken by each Party and cthat 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 Petroieum
64  Accountants Societies Bulletin No. 24. as amended or supplemented hereafter. Each Party taking Gas will prompely prévide to
65 che Operator any data required by the Operator tor preparation of the statements required hereunder.

06 9.2 If any Party fails to provide the data required herein for four (4) consecutive production months. the Operator. or
67  where the Operator has fiiled 10 provide dara. another Party, may audic the production and Gas sales and transportation
68  volumes of the non-reporting Party (0 provide the required daca. Such audic shall be conducted only after reasonable notice and
09  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 acoount of the Party failing to provide the required dara.

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 volumessf Gas
73 acrually taken by such Parry.
74
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nus Seccion 0.2.1 \ull be ueemed payments t the Lnacrpruuuteu Parev's Rovaiey owners tor purposes ot

2 m {Alternative 2 - Salesy Each Puarev shall pay or cause o be paid Rovaity due wien respect o Rovaity owners 1o
waom it s sccountable based on the voiume o Gas actually taken ror s account.

0.3 In the event thac any governmental suthority requires thac Royaity puyments be maae on unv other basis than that
provuied for sn this Section v, each Party agrees ro make such Rovalty payments accordingly. commencing on the effectuve date
required by such governmental auchority. and the method provided for heren shall be thereby superseded.
~. CASH SETTLEMENTS

.1 Upon the earlier of the plugging and abandonment of the last producing interval in the Balancing Area, the termination
uf the Operating Agreement or any pooling or unit agreement covering the Balancing Area. or at any time no Gas is raken
from che Balancing Area tor a period of twelve 112) consecutive monchs. any Party may give written nocice calling for cash
settlement of the Gas production imbalances among the Parties. Such norice shall be given to all Parues in the Balancing Area.

.2 Within sixty (60) days after the nouice calling for cash setclement under Section 7.1. the Operator will distribuce (o each
Party a Final Gas Settlement Scatement decailing the quantity of Overproduction owed by each Overproduced Party 10 each
Underproduced Party and uentifving the month o which such Overproduction s attributed. pursuant to the
methudulogy ser out in Seaion 7.1

Statement, each Overproduced Party wnll pay to each bndcrproduced P:mv At the appropriate cash
settlement, accompanied by appropriate accounerng—dermil At the time of payment. the Overproduced Party will notfy the

Mﬂpﬂmﬂw
7.3 X] (Alternative 2 - Serlement Through Operator) Within sixey (60) days after teceipt ot the Final Gas Settlement

Scatement. each Overproduced Party will send its cash settlement. sccompanied by appropriate accounting detail. two 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 wichin ninety (90) days after issuance of the
Final Gas Settlement Statement. In the event that any Overproduced Pacty fails to pay any settlement due hereunder, the
Operator may turn over responsibility for the collection of such settlement to the Party 1o whom it is owed. and the Operator
will have no further responsibility with regard o such sertlement.

73.1 X (Optional - For use only with Section 7.3, Alternative 2 - Settlement Through Operator) Aay Party shall have
the right ar any rime upon chirty (30) days’ prior written notice to all other Parties (0 demand that any setclements due such
Party for Overproduction be pawd directly to such Party by the Overproduced Party. rather than being paid through the
Operator. In the event that an Overproduced Party pays the Operator any sums due to an Underproduced Party ac any time
aftec thirey (30) days following the receipt of the notie provided for herein, the Overproduced Party will continue to be liable
1o such Underproduced Parry for any sums so paid. unail payment is actually received by the Underproduced Party.

(Alernasive | - Historical Sales Basis) The amount of the cash sertiement will be based on the proceeds
received by the Overproduced Party under an Arm's Length Agreement for the Gas taken from time to time by the
Overproduced Party 1n excess of the Overproduced Party's Full Share of Current Production. Any Makeup Gas taken by the
Underproduced Party prior to monerary sertlement hereunder will be applied to offset Overproduction chronologically in the
ueder of accrual. '

=5 The values used for calculacing che cash settlement under Section 7.1 will include all proceeds received for cthe sale of the
Gas by the Overproduced Party calculated at the Balancing Arcea. atter deducring any production or severance taxes paud and any
Royaley acrually paid by the Overproduced Party (o an Underproduced Party's Royalty owneris), to the extent said payments
simounted (o a discharge of said Underproduced Party's Rovaley obligation. as well as any reasonable markecing, compression.
treating, gathering or transportation costs incurred dicectly in connection with the sale of the Overproduction.

751 & (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 obrained by the purchaser upon resale of
residue gas and liquid hydrocarbons extracted at a gas nrocessing plant. the values used for calculating cash setrlement will
include proceeds received by the Overproduced Party for both the liquid hydrocarbons and the residue gas actributable to the

Overproducnon.

~s2 @ (Opuonal Valu‘non for Processed Gas - Option 2) For Overproduction processed for the accouat of the
Overproduced Party at a gas processing plant for che excraction 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 excracted from
the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduation sand to
transport. fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.

7.6 To che extent the Overproduced Party did not sell all Overproduction under an Arm’'s Length Agreement, the cash
setdement will be based on the weighted average price received by the Overproduced Party for any gas sold from the
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Balancing Area under Arms Length Acreements durine tne montns v which such Overproduction ss atrributed. In the event
that no sales under Arm s Lengeh Agreements were made during anv such monci. the cash settiement ror sucn month will be
based un the spot sales prices published tor the applicable geograpnic area during such month in 3 mutuaily acceprable pricing
bulletin.

“ Interest compounded at the rate ot percent 1 ‘7Y per annum or the maximum awful
r1te o1 anterest applicable to the Balancing Area. wiichever 1s less. wiil accrue tor all amounts due unaer Section 7.1, beginming
the nrst day tollowing che date payment 1s due pursuant to Section 7.3 Such inrerest shall be ourne by the Uperator or anv

Uverproauced Party 1n the proporton e mar SERTLLe & ié' nu m d“gléﬂﬁr'é' 10yt mc‘aﬂ"'much' fm'.e resr.

woncriouted (o the accrual ot the interest. if is” has recexvea oaymem: from any Cverrrcduced Party

“8 In lieu ot the cash setciement required by Section ™ 3. un Overproduced Parey mav deliver to the Underproduced Parev
-n orfer o serele s Overproduction in-kind and at sucn races. quanuties. tmes and sources as mav be sureed upon bv the
Underprocuced Party. If the Parues are unable to agree upon tne manner 1n which such in-kind settiement gas will be
turnisned within sixey (60) days arter the Overproduced Pacry s atfer to settle in kind. which period mav be extended by
agreement of said Partes. the Overproduced Party shall make a cash sectlement as provided in Section 7.3. The making of an
in-kind settlement offer under this Secuon 7.8 will not delay the accrual of interest on the cash seutiement should the Parties
tail ro reach agreement on an in-kind sectdement.

-9kl (Opcional - For Balancing Areas Subject to Federal Price Regulation) Thar portion ot any montes collected by an
Overproduced Party for Overproduction which is subiect to refund by orders of the Federal Energy Regularory Commission or
uther governmental auchority may be withheld by the Overproduced Party until such prices are fully approved by such
governmental authority. unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced
Pacty. agreeing o hold the Overproduced Parry harmless trom financial loss due t refund orders by such governmental
authoriry.

=30-L1 10 g - h B A o sime during m_of_th Ag 0 9
may. in its sole discretion. make cash sectlementts) with the Underproduced Parties covering all or_pareoé-resdaistanding Gas
imbalance, provided that such sertlements must be made with all Underproduced Pasves—proportionately based on the relative
imbalances of the Underproduced Paruies. and provaded furth ich setrlements may not be made more often than once
every cwenty-four (24) months. Such se eits will be calculated in the same manner provided above for final cash
settlements. The Queeprotticed Pacry will provide Operator 2 detailed accounting of any such cash settlement within chirty (30)
8. TESTING

Nocwithstanding any provision of this Agreement to the contrary. any Parry shall have the righe, from time to time. to
produce and take up to one hundred percent (100%) of a well's entire Gas stream to meer the reasonable deliverability tesucs)
required by such Party’s Gas purchaser. and the right to take any Makeup Gas shall be subordinate to che right of any Party to
conduct such tests; provided, however. that such tests shall be conducred in accordance with prudent operating practices only
after thirty (30 ) days' prior written notice o the Operator and shall list no longer than

Seven (—L—) boxx days including prior shut-in time.
9. OPERATING COSTS

Nothing in this Agreement shall change or affect anv Parry's obligation 10 pay its proporuonate share of all costs and
liabilicies incurred in operacions on or 1n connection with the Balancing Area. as its share thereof is set forth in the Operating
Agreement, itrespective of whether any Party is at any ume selling and using Gas or whether such sales or use are in
propostion to its Percentage interest in the Balancing Area.

10, LIQUIDS :

The Parties shall share proportionately in and own all liquid hvdrocarbons recovered with Gas by field equipment operated
for the wine account in accordance with their Peccentage Interests in the Balancing Area.
11. AUDIT RIGHTS

Nocwichseanding any provision in this Agreement or any other agreement between the Parties hereto. and further
notwsthstanding any termination or cancellation of this Agreement. tor 2 period of two (2) years from the end of the caletdar
vear in which any information to be furnished under Section 5 or 7 hereof is supplied. any Party shall have the right to audit
the records of any other Party regarding quanuiry, including but not limited to informauon regarding Bru-content.
Any Underproduced Party shall have the right for a period of two (2) years from the end of the calendar year in which any
cash settlement is received pursuant to Section 7 ro audic the records of any Overproduced Party as to all matters concerning
values. including but not limited to information regarding prices and disposition of Gas from the Balanang Area. Any such
sudit shall be conducred at the expense of the Party or Parues desiring such audit. and shall be conducted. sfter reasonable
notice. during normal business hours 1 the office ot the Party whose records are being audited. Each Parry hereto agrees o
maintain records as to the volumes and prices of Gas sold each month and the volumes of Gas used in s own operations.
slong with the Royalty paid on any such Gas used by 4 Party in its own operations. The audit rights provided for in this
Section i1 shall be in addition to those provided for in Section 5.2 of this Agreement.

12. MISCELLANEOUS

12.1 As between the Parties. in the event of any conflice between the provisions of this Agreement and the provisions of
any gas sales contract. or in the event of any conflict berween the provisions of this Agreement and the provisions of the
Operanng Agreement. the provisions of this Agreement shall govern.

12.2 Each Party agrees to defend. indemnify and hold harmless all other Parties from and against any and all liability foc
any claims. which may be asserted by any thitd party which now or hereafter stands in a contractual relaconship with such
indemniiying Party and which arise out of the operation of this Agreement or any activities of such indemnifying Party under
the provisions of this Agreement. and does further agree to save the other Parties harmless from all judgments or damages
sustained and coses incurred in connection therewith.

123 Except as otherwise provided in this Agreement. Operator is authorized to administer the provisions of this
Agreement. but shall have no liability to the other Parues for losses suscained or liability incurred which arise out of or in
connecton with the performance of Operator’s duties hereunder. except such as may result from Operator s gross negligence or
willful misconduct. Operator shall not be liable to any Underproduced Party for the failure of any Overproduced Patry (other
than Operator) to pay any amounts owed pursuant to the terms hereof.

12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remain in force and
effect as to the Balancing Area. and thereafter unul the Gas accounts between the Parties are settled in full. and shallinure 0

the benefit of and be binding upon the Paruies hercto. and their respecuve heirs, successors. legal representatives

*Alaeq paonpoadaspun wy,
Aed A1owry 03 payrtey ang
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~na assiens. of any. The Parues nereto aeree o give notce ot the existence or this Agreement to 1av successor in interest of
:nv sucn Parcy and o provide tnat any sucn successor shall be bouna by this Agreement. and shall furtner maxe any transter ot
iny incerest subject to the Operatng Agreement. or any part thereor. also subiect to the terms of this Agreement.

2.3 Uniless the contexe clearly indicates otherwise, words used n the singular include the plural. the plural includes the
~ineuiar. and the neuter eenaer includes the mascuiine and the feminine.

2.0 In the event tnar anv ‘Oprionai” provision o this Agreement 15 not sdupred by the Parues o this Agreement by 2
VRed. printed or hanawritten ndication. sucn provision snall nor rorm 2 pare ot this Agreement. 2na no interence shall be

“ide concerming tne intent of tne Parties in sucn event. In the event that anv Alternatve  provision of this Azreement 15 not
«: Juoptea Dy the Parnies. Alternative 110 eacn sucn instance snali be ueemed to have peen idoptea ov tne Firues as a resui
tanv such omission. [0 those cases waere (€ s (ndicated that an Uptwnai provision may be used oniv 1f 3 speatic Aliernanve
aviected: 10 an election o oncude sad Opaonat provision sinall not oc ettective unless tne Alternative in question s selectea.
-2d o the election o anclude said Oprional provision must be expressty indicated hereon. it being unaerstood chat the
sciection of an Alternative ewher expressiv or by detault as provided heresn shall not. 10 and of tseit. cunstitute an elecuon tw
:nciude an associated Optional provision.

2.7 This Agreement shall bind the Parnies 1n accordance with the provisions hereoi. and nothing nerein shall be conscrued
or intecpreted as creatiag any nghts in any person or entity nut a signatory hereto. ur as being a supulauion in favor of any
such person or enticy.

12.8 If contemporancously wich this Agreement becomung effective. or thereafter. any Party requests that any other Party
cXxecute an appropriate memorandum or notce ot this Agreement in order 1o give third parties notice of record of same and
submits same for execution in recordable form. such memorandum or notice shall be duly executed by the Parry to which such
request 15 made and delivered promptly chereatter to the Pacty making the request. Upon receipr. the Party making the request
shall cause the memorandum or notike to be duly recorded in the appropriate real property or other records affecung the
Balancing Area.

129 In the event internal Revenue Service regulations require 1 uniform method of computing taxable income by alt
Parties. each Parry agrees to compute and report income to the Internal Revenue Service (select one) -

ol fullst L C Read I ] | Lin accocd " .
relate—-entislomeni-methad—tan—computasoas—or m based on rhe quantity of Gas taken for its account in accordance with

such cegulations, insotar as same relate o sales mechod tax compuracions.
13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subiect to the provisions of Seccions 13.2 (if elected) and 133 hereot. and notwithstanding anvthing in this Agreement
of 1 the Operatung Agreement to the contrary. if any Party assigns uncluding any sale. exchange or ocher transfer) any of its
working interest in the Balancing Area when such Party 1s an Underproduced or Overproduced Parcy. the assignment or other
act of cransfer shall. insofar as the Parties hereto are concerned. include all interest of the assigning or transferring Party in the
Gias, all rights to receive or obligations t provide or take Makeup Gas and all rights to receive or obligations o make any
monetary payment which may ultimately be due hereunder. as applicable. Operator and each of the other Parties hereto shall
thereatter creac the assignment accordingly, and the assigning ur transferring Party shall look solely 1o its assignee or other
wransferee for any interesc in the Gas or monetary payment that such Party may have or ta which it may be enutled. and shall

ause its assignee or uther transieree to assume its obligutions hereunder.
m PN e-linos inamentll i

limited to the provisions of Section 13.1 hereot) or in the Operating Agreement to the contrary. and subject to the pso¥visions
of Section 13.3 hereof, in the event an Overproduced Party inctends to sell. assign, exchange or otherwise wansfer any of its
interest in a Balancing Area. such Overproduced Party shall noufy in writing the other working 1p t owners who are

Pacties hereto in such Balanang Area of such facr ar lease t days prior to closing the
tansacton.  Thereatter. uny Underproduced Party may demand from such Overproduced Party in writing, within
( ) days after receipt of the Overproduced Pirty's notice. 1 cash sectlement of s

Underproduction from che Balancaing Area. The Operator shall be notfisd=0 any such demand and of aav cash setdlement
pursuant to this Section 13, and the Overproduction and Underpragaction of each Party shall be adjusted accordingly. Any cash
settlement pursuane to this Section |3 shall be pawd by the produced Party on or before the earlier tv occur 1) of sixty (60)
Jdavs ateer recerpe of the Underproduced Pucry's degaarid or iy ac the closing of the transaction 1in which the Overproduced
Parcy sells. assigns. exchanges or otherwise ¢ ers ws incerest 1n 3 Balanaing Area on the same basis as otherwise set torth in
Sections 7.3 through 7.6 herent. and bear interest at the rate set forth in Secrion 7.7 hereul. beginning sixty (60) days
atter the Overproduced Parry sedfe. assignment. exchange or transfer of its interest in the Balancing Area for any amounts not
pad. Provided. howey any Underproduced Party does not so demand such cash setclement ot its Underproduction from the
Balancing Areg~Sich Underproduced Party shall look exclusively ty the assignee or other successor in interest ot the

s

QverprpdaCed Party giving nouce hereunder tor the sausfaction of such Underproduced Party’'s Underproduction in accordance

13.3 The provisions of chis Section 13 shall not be applicable in the event any Party moregages its interest or disposes of its
interest by merger. reorganizacion. consolidation or sale of substanaally all of its assets o a subsidiary or parent company. or to
any compaay in which any pareat or subsidiary ot such Party owns a majority of the stock of such company.

14. OTHER PROVISIONS

See attachment.
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14.1

14.2

143

OTHER PROVISIONS

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

under this provision.

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

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

(GBA)
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15. COUNTERPARTS

This Agreement may be executed 10 counterparts. eacnt of winch wien taken wich all uther counterparts shall consurute
4 binding agreement between the Parties hereto: provided. however. that if a Party or Parties owning a Percentage Interest 1n

the Balancing Area equal o or greater than 4 percent "7 therein tulisi w execute i
Agreement un or before . this Agreement snail not be bindine upon any Partv and shail be ot
1w tusther torce and effect.
IN WITNESS WHEREOF. tius Acreement snall be erfective s of the ——— dav of
[N ]
ATTEST OR WITNESS: OPERATOR
BY:

Type vr print name

Title

Date

Tax 1D or 3.5 Nu.

NON-OPERATORS

O, LLC

Ahalba Marchal AN

1>-Cfﬁ(q N L. fgwéhes
Type or print name .
Title é%écjg.'ﬂ vE 04:FICE:fL
Date 1 T | l& I T+

C

Tax ID or 5.5. No.

BY:

Type ur print name

Ticle

Date

Tax ID or 3.5. No.




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

9

ACKNOWLEDGMENTS

Note: The following ‘forms ot aciknowiedement are tne short forms approved by the Uniform Law on Notariai Acts. The

vaiidiey and etfece ot these torms n anv state wiil depena upon tne statutes ot that state.

indivigudi acknowiedgment:

srare ot

© NS

Couney of )

This inscrumenc was acknowiedged before me on

by
Seal, if anv)
Title tand Rank)
My commission expires:
Acknowledgment in representacive capacicy: .
Scate of }
} ss.
County of )
This inscrument was acknowledged before me on
by

48

ut

Seal. if anv)

Titde cand Rank)

My commission cxpires




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

3



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.
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OPERATING AGREEMENT
THIS AGREEMENT, cntered into by and between SHAHARA OIL, LLC

heseinafter designated and seferted 1o as "Operaton,” and the signatoty party or parties other than Operator, sometimes

hescimalter referred (o individually as “Non-Operator,” and collectively as “Noa-Operators”
WITNESSETH:

WHEREAS, the partics o this agreement are owners of Qil and Gas Leases and/or Oil and Gas lnterests in the land
identified in Exhibit “A" and the parties hereto have reached an agreement to explore and develop these Leases and/oe Oil
amk-Gas foterests for the production of Ol aml Gas 1o the extent and as hereinafier provided,

NOW, THEREFORL, it is apreed as lollows:

ARTICLE L.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed 1o them:

A The teem “AFE” shall mean an Autharity for Expenditure prepared by a party o this agreement for the purpose of
estimating the costs 10 be incurred in conducting an operation hereunder.

M. The term “Completion” or “"Complete™ shall mean a single operation inended 1o complete a well as a producer of Qil
and Gas in one or more Zones, induding, but not limited to, the sctting of production casing, perforating, well stimulation
and prodduction testing conducted in such operation.

C. The term “Contract Arca” shall immcan all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be
developed and operated for Qi and Gas purposes under this agreement. Such Jands, OQit and Gas Leases and Oil and Gas
Interests are described in Exhibit "A.”

D. The terin “Deepen™ shall mean a single operation whereby a well is drilled 0 an objective Zone below the deepest
Zane in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the
lesser.

E. The terms "Drilling Pacty” and “Consenting Party” shall mean a party who agrees o join in and pay its share of the
st of any operation conducied under the provisions of this agreement.

. The term “Drifling Unit™ shall mean the arca fixed for the drilling of one well by order or rule of any state or federal
Iiuly having authority. Il a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as
established by the pauern of drilling in the Contrace Area unless fixed by express agreement of the Drilling Parties,

G. The term “Drillsite™ shall mean the Oil and Gas Lcase or Oil and Gas lnterest on which a proposed well is to be
located.

. The teem “laitial Well” shall incan the well required ta be drilled by tlie pacties hereto ss provided in Article VIA.

I. The term “Nom-Consent Well” shall mean a well in which less than all parties have conducted an operation as
provided in Article VI.D.2.

J. The terms “Non-Drilling Party” and "Non-Conseating Party” shall mean a party who elects not w participate in a
proposed operation.

K. The term “Oil and Gas” shall mean oil, gas, casinghead gas, gas condensate, and/or sll other liquid ar gaseous
bydracarbons and ather marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is
specilically stated.

I. The term “Oil and Gas Interests™ or "Interests” shall mean unleased fee and mineral interests in Oil and Gas in tracts
of fand lying within the Contract Area which are owned by parties to this agreement.

M. The terms “Oil and Gas lLecase,” “Lease” and "Leasehold” shall mean the oil and gas leases or interests therein
covering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

N. The term “Plug Back” shall mean a single operation whereby 2 deeper Zone is abandoned in order to attempe a
Completion in a shallower Zone.

0. The term "Reconpletion” or “Recomplete” shall mean an operation whereby a Comnpletion in one Zone is abandoned
in urder to attempt a C«mqnlctibu in a dilferent Zone within the existing wellhore.

P. The term “"Rework” shall mcan an operation conducted in the wellbore of a well after it is Completed to sccure,
restore, of improve production in a Zone which is currently open 1o production in the wellbore. Such operations include, but
are not limited to, well stimulation operations but exclude any routine repaie or maintenance work or drilling, Sidetracking,
Deepening, Completing, Recompleting, or Plugging Back of a well.

(). The term “Sidetrack” shall mean the directional control and intentional deviation of a well from vertical so as 10
thange the bottom hule location unless done to steaighten the hole or to drill around junk in the hole to overcume other
mechanical difficulties.

R. The term “Zone™ shall incan a stratum of earth containing or thought to contain a common accumulation of Qil and
Gas separately producible from any ather common accumulation of Oil and Gas.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the word “persun™ includes
natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

ARTICLE 11.
EXHIBITS
The following exhibits, as indicated below and attached hereto, are incorporated in and made a pare hegeol:
A. Exhibit “A,” shall include the following information:
(1) Description of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Parties to agreement with addresses and telephone aumbers for notice purposes,
(4) Percentages or fractional interests of parties to this agreement,
(3) Oil and Gas Leases and/or Oil and Gas Interests subject 1o this agreement,
{6) Burdens on production.
B. Exhibit “B,” Form of Lease.
C. Exhibit "C,” Accounting Procedure.
D. Bxhibit “D,” Insurance.
L. Bxhibit “11,” Gas Dalancing Agreement,

F. Exhibit “F,” Non-Discrimination and Certification of Non-Segregated Facilidies. e A
G. Bxhibit "G,” Tax Partnership. I':’"*" A
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If any provision of any exhibit, except Exhibits “E,” “F" and “G," is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail.
ARTICLE IIL
INTERESTS OF PARTIES
A. Qil and Gas Intereses:

If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this
agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit “B,”
and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

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

. . .

. Operator shall pay or deliver, or cause to be paid or delivered, all burdens on production,
specifically including any royalty, overriding royalty or production payment(s).

No party shall ever be responsible, on & price basis higher than the price received by such party,.to any other party’s
lessor or royslty owner, and if such other party’s lessor or royalty owner should demand and receive settlement on 2 higher
price basis, the parry contributing the affected Lease shall bear the additional royalty burden autributable to such higher price.

Nothing contained in this Arricle IJLB. shall be deemed an assignment or cross-assignment of interests covered hereby,
and in the event two or more parties contribute to this agreement jointly owned Leases, the parties’ undivided interests in
said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement.

C. Subsequently Created Interests:

If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security
for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production
payment, net profits interese, assignment of production or other burden payable out of production attributable to its working
interest hereunder, such burden shall be deemed a “Subsequently Created Interest.” Further, if any party has contributed
hereto a Lease or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A,” such
burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's
Lease or Interest to exceed the amount stipulated in Article I1LB. above.

The party whose interest is burdened with the Subsequently Created Interest (the “Burdened Party™) shall assume and
slone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other
parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Patcy is required
under this agreement to assign or relinquish to any orher party, or parties, all or a portion of its working interest and/or the
production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or
parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest.

ARTICLE 1V,
TITLES
A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examinacion shall be made on the entire
Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contributing
Leases and/or Oil and Gas Interests ro be included in the Drillsite or Drilling Unit, if appropriace, shall furnish to Operator
all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of
charge. All such information not in the possession of or made available 1o Operator by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by sttorneys on its staff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in
procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-i}'_i royaley
opinions and division order title apinions) and ather direct charges as provided in Exhibit “C” shall be borne by the: Drilling
Parties in the proporttion that the interest of each Drilling Party bears to the total interest of all Drilling Pattié;”l.s such

interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or mhe::{:ersonnel
in the performance of the above functions. ”'}

Each party shall be responsible for securing curative matter and pooling amendments or agreements r i:fned in
connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the: Ar'_ép'aration
and recording of pooling designations or declarations and comsmunitization agreements as well as the condict of ‘hkarings
before governmental agencies for the securing of spacing or pooling orders or any other orders necessaty:or. appi_oprine to
the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf l't_sutr\!._lxrings.
Costs incurred by Operator, including fees paid to outside atcorneys, which are associated with hearings befoge governmental
agencies, and which costs are necessary and proper for the activities contemplated under this agreement, "sh}tll be“d‘irm‘
charges to the joint sccount and shall not be covered by the adminiscrarive overhead charges as prbvndedjn_ﬁﬂn_b:i_t;“&‘,'
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Operator shall make no charge for services rendered by its scaff attorneys or other personnel in the performance of the sbove
functions.
No well shall be drilled on the Contract Area until after (1) the ritle to the Drillsite or Drilling Unit, if appropriste, has

been examined as above provided, and (2) the title has been approved by the examining attorney or title has been sccepted by
all of the Drilling Parties in such well
B. Loss or Failure of Tide:

1. Failure of Title: Should any Oil and Gas Interest or Oil and Gas Lease be lost through failure of ritle, which results in &
reduction of incterest from that shown on Exhibit "A,” the party credited with contributing the affected Lease or Interesc
(including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of ticle
failuce to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject
to Article VIILB,, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas
Leases and Incerests; and,

() The party credited with contributing the Oil and Gas Lease or Interest affected by the title failure (including, if
applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from
Operatot or the other parties any development or operating costs which it may have previously paid or incurred, but there
shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the
Lease or Interest which has failed, buc the interests of the parties contained on Exhibit “A” shall be revised on an acreage
basis, as of the time it is determined finally that citle failure has occurred; so that the interest of the party whose Lease or
Interest is affected by the title failure will thereafter be reduced in the Contracr Area by the amount of the Lease or Interest failed;

(c) If the proporrionate interest of the other parties hereto in any producing well previously drilled on the Contract
Area is increased by reason of the title failure, the parcy who bore the costs incurred in connection with such well attributable
to the Lease or Interest which has failed shall receive the proceeds ateributable to the increase in such interest (less coses and
burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by ic in connection with such well
aceribucable to such failed Lease or Interest;

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

() Any liability to account to a person not a party to this agreement for prior production of Oil and Gas which arises
by reason of title failure shail be borne severally by each party (including a predecessor to a current parry) who received
production for which such accounting is required based on the amount of such production received, and each such parry shall
severally indemnify, defend and hold harmiess all other parties hereto for any such liability to account;

(f) No charge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title
it shall bear all expenses in connection therewith; and

() If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an
interest in the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remasinder
of the Contract Arez shall be considered a Failure of Title as to such remaining Contract Area unless that absence of interest
is reflected on Exhibic “A."

2. Loss by Non-Psyment ot Erconeous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royaity or royalty payment, or other payment necessary to mainrain all or a portion of an Oil and Gas
Lease or Interest is not paid or is erroneously paid, and as a result a Lease or Interest terminaces, there shall be no monetary
liability againsc the party who failed to make such payment. Unless the party who failed to make the required psyment
secures 2 new Lease or laterest covering the same interest within ninety (90) days from the discovery of the failure to make
proper payment, which aoquisition will not be subject to Article VIILB,, the interests of the parties reflected on Exhibit “A”
shall be revised on an screage basis, effective as of the date of termination of the Lease or Interest involved, and the party
who failed 1o make proper payment will no longer be credited with an interest in the Contract Area on sccount of owaership
of the Lease or Interest which has terminated. If the parcy who failed to make the required payment shall not have been fully
reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas actriburable to the lost Lease ot Interest,
calculaced on an screage basis, for the development and operating costs previously paid on sccount of such Lesse or Interese,
it shall be reimbursed for unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole
previously drilled or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease
burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or
Interest, on an acresge basis, up to the amount of unrecovered costs;

(b) Proceeds of Qil and Gas, less operating expenses and lease burdens chargesble hereunder to the person who failed
to make payment, up to the amount of unrecovered costs ateributable to that portion of Oil and Gas thereafter produced and
marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination,
would be atcriburable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest
termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the o(her pames
in proportion to their respective interests reflected on Exhibit “A”; and,

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

3. Other Losses: All losses of Leases or Intereses committed to this agreement, other chan those sec forth il;.:A’nides
IV.B.1. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests sh_ovn oa
Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failuce to develop or because
express or implied covenants have not been performed (other than performance which requices only the payment of money),
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Thete slnll be no
readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. AN

4. Curing Title: In the event of a Failure of Title under Article IV.B.1. or a loss of title under Asticle IVB.Z above. any
Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) durmg'-l'ne mnety
(90) day period provided by Article IV.B.1. and Article IV.B.2. above covering ail or a portion of the mte_%wﬁlld

or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Amsh }I!IIB
shall not apply to such acquisition.

R LSO Lt )
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:

SHAHARA OIL, LLC shall be the Operator of the Contract Area, and shall conduct
amt dircct and have fnll control of all operations on the Contract Area as permitted and required by, and within the limits of
6 this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
7 not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance
B with the clection procedures contained in this agreement. Operator shall not be deemed, or hold itself out ss, the agent of the
9 Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third
10 party. Operator shall conduct its activities under this apreement as a reasonable prudent operator, in a good and workmanlike
11 manuer, with due diligence and dispaich, in accordance with gond wilfield practice, and in compliance wich applicable law aml
12 regulation, but in no event shall it have any liability as Operator w0 the other parties for losses sustained or liabilities incurred

13 except such as may result from gross negligence or willful misconduct,

o S et N ==

14 1, Resignation or Removal of Operator and Selection of Successor:

s I. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof 10 Non-Operators.
I6 If Operator terminates its legal existence. no looger owns an interest hereunder in the Contract Area, or is no longer capable of
17 seeving as Operator, Operatar shall be deemed 10 have resigned without any action by Non-Operators, except the selection of a
IR siccessor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest
19 based on ownership as shown on Bxhibic "A” remaining after excluding the voting interest of Operator; such vote shall not be
20 deemed cffective until a written natice has been delivered o the Operatar by a Non-Operator detailing the alleged default and
21 Operator has failed 10 cure the defaule within thirty (30) days from its receipt of the notice or, if the default concerns an
22 aperation then being conducted, within forty-cight (48) hours of its receipt of the notice. For purposes hereof, “good cause™ shall
23 mean not only gross neglipence or willlul misconduct but also (he material breach of or inability to meet the standards of
21 operation contained in Article V.A. or material failure or inability to perforim its obligations under this agreement,

25 Subject 10 Article VILDLL, such resignation or remaoval shall not become effective until 7:00 o'clock A.M. on the first
26 day of the calendar month {ollowing the expiration of nincty (90) days after the giving of notice of resignation by Operator
27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
8 Operator ac an earlier date. Operator, after effective date of resignation or remaval, shall be bound by the terms hereof as a
29 Non-Operator. A change of a corporate name or structure of Operator or ransfer of Operator’s interest to any single
30 subsidiary, pareot or successor corporation shall not be the basis for remaoval of Operator.

|| 2. Selection of Successor Operator: Upon thie resignation or remaval of Operator under any provision of this agrcement, a
32 successor Operator shall be sclected by the parties. The successor Operator shall be selected from the parties owning an
33 interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
34 affirmative vote of two (2) or more partics owning a2 majority interest based on owncrship as shown on Exhibit “A";
35 provided, however, if an Operator which has been removed or is deeined 0 have resigned fails to vote or votes only to
36 succeed itself, the successor Operator shall be sclected by the affirmative vote of the party or parties owning a2 majority
37 interest based on ownership as shown on Exhibic “A” remaining after excluding the voting interest of the Operator that was
W removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to
39 the operations conducted by the fortner Operator to the extent such records and data ace not already in the possession of the
40 successur operator. Any cost of obtaining or copying the former Operator’s records and data shall be charged 10 the joint
41 account.

42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed 1o have
43 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relicf under the federal
A4 banktuptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or
4G assume this agrcement pursuant to the Dankruptcy Code, and an election to reject this agreement by Operator ss a debtor in
47  possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
A8 cxcept the selection of a successor. During the period of time the operating committee controls aperations, all actions shall
49 require the approval of two (2) or more pactics owning a majority interest based on ownership as shown on Exhibit "A.” In
50 the event there are valy two (2) parties to this agreement, during the period of time the operating committee controls
St operations, a third party acceptable to Operator, Non-Operator and the federal bankruptey court shall be selected as a
$2  member of the vperating committee, and all actions shall require the approval of two (2) members of the operating
$3  committee without regard foc their interest in the Contract Area based on Exhibit "A.”

54  C. Employees and Contractors:

55 The number of employees or contractors used by Operator in conducting operations hereunde, their selection, and the
$6  hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or
57  conteactors shall be the empluyees or contractors of Operator.

58 D. Rights and Duties of Operntor:

59 1. Competitive Rates and Use of Alfiliates: All wells drilled on the Contrace Area shall be drilled on a competitive
60 contract basis at the usual rates prevailing in the area. If it so desites, Operator may employ its own tools and equipment in

61 the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of sucll: charges
02 shall be agrecd upon by the parties in writing before drilling operations are cominenced, and such work shall be perfni’med by
6} Operator under the same terms and conditions as are customary and usual in the area in contracs of independent cdlitractors
61 who are duing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Dperator
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with cu%t ms and
66 standards prevailing in the industry. 13

67 2. Discharge of Juint Account Obligativns: Except as herein otherwise specifically provided, Operator shall pr ;
6B and discharge expenses incurred in the development and operation of the Contract Atea pursuant to this lgrecmen ind shall
69  charge each of the pastics hereto with their respective proporstivnate shares upon the expense basis ptoV(d n‘ E*hlb' “C

70 Operatar shall keep sn accurate record of the joine account hcu:umlcr. showing expenses incurred snd €8 ‘
71 mnade and received. N _f‘..g',".
72 3. Protection (tom Liens: Operacor shall pay, or cause to be paid, as and when they become due and pﬂt‘“
73 of comeactors and supplices amd wages and salaries for services rendered or performed, and for materials iﬂﬂbhed bb, b of M
74 respect of the Contract Area or any upcramms for the joint account thereof, and shall keep the Co‘mrut.Area l‘ree lrom
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liens and encumbrances resulting therefrom except for those resniting from a bona fide dispure as o services rendered or
materials supplied. _

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the
Contract Area, 2ad such funds shall remain the funds of the Non-Operators on whose accouat they ate advanced or paid until
used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the paymeat of debes as
provided in Article VILB. Nothing in this paragraph shall be construed to establish s fiduciary relationship berweea Operatar
and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
parties otherwise specifically agree.

5. Access 1o Contract Ares and Records: Operator shall, except as otherwise provndcd herein, permic each Non-Operator
or its duly authorized representative, at the Non-Operator’s sole risk and cost, full and free access at all reasonable times to
all operations of every kind and character being conducted for che joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator’s books and records relating thereto. Such access
rights shall not be exercised in 2 manner interfering with Operator’s conduct of an operation hereunder and shall not abligate
Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and information obrained by Operator in connecrion with production and related items, including, wichout
limication, meter and chart ceports, production purchaser statements, run tickers and monthly gauge reports, but excluding
purchase contracts and pricing informacion to the extent not applicable to the production of the Non-Operator secking the
information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
shall be conducted in accordance with the sudit protocol specified in Exhibic “C."

6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request prompely furnish copies to
cach requesting Non-Operator not in default of its payment obligacions, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operacions hereunder.
Each Non-Operator shall provide to Operator on a timely basis all informacion necessary to Operator to make such filings.

7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not
limited ¢o the Initial Well:

(a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

(b} Opesator will send 10 Non-Operators such reporrs, test results and notices reganding the progress of operations on the well
as the Non-Operstors shall reasonably request, induding, but not fimited t, daily drilling repoets, completion reports, and well logs.

(c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted
hereunder.

8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current aod cumulative coses
incurred for the joint account ac ressonable intervals during the conduct of any operation pursuant to this agreement.
Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith.

9. Insurance: Ar sll times while operations are conducted hereunder, Operstor shall comply with the workers
compensation law of the state where the operstions are being conducted; provided, however, that Operstor may be a self-
iasurer for liability under said compensation laws in which evenc the only charge that shall be made to the joine account shall
be a3 provided in Exhibit “C." Operator shall also carry or provide insurance for the beaefit of the joint sccouat of the pecties
a3 outlined in Exhibit “D” atrached hereto snd made s part hereof. Operator shall require all contractors engaged in work on
or for the Contract Ares w0 comply with the workers compensation law of the state where the operations are being conducted
and to maintsin such other insurance as Opersror may require.

In the eveant automobile liabilicy insurance is specified in said Exhibit “D,” or subsequently receives the approval of the
parties, no direcx charge shall be made by Operator for premiums paid for such insurance for Operatoc's sutomotive
equipment.

ARTICLE VI.

DRILLING AND DEVELOPMENT

B. Subsequent Operstions: Y' v\'s\
1. Proposed Operations: If any parry hereto should desire to drill any well on the Contract Area ocher than the'lmt-l W;ell. or
if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole orawellnolortget bl of

producing in paying quantities in which such party has not otherwise relinquished its interest in che proposed
:huqmmemdummdnummsmwmkemmpmor Plug Bad:s\d\:wellshlﬂglvewnmn
notice of the proposed operation to the parties who have not otherwise relinquished their interest in such obncnv ‘Zooe .

-5.
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wnder this agreement and 1o all other pasties in ihe case of a proposal for Sidetracking or Deepening, specifying the work to be
performed, the location, proposed depth, objedive Zone and the estimated cost of the operation. The parties 10 whom such a
novice is delivered shall have thirty (30) days alter seceipt of the notice within which to notify the party proposing ta do the work
whether they elect o participate in the cose of the proposed operation. If a drilling rig is on location, notice of a proposal w
Rewark, Sidetrack, Recomplete, Plug Back o Deepen may be piven by relephone and the response period shall be limited to forty-
cight (18) hours, exdusive of Saturday, Sunday amd legal holidays. Failure of a party to whom such notice is delivered to reply
within the period above fixed shall constitute an clection by that party not to participate in the cose of the proposed vperation.
Any praposal by a party o cotduct an aperation conflicting with the operation initially proposed shall be deliverced 1o all parties
within the time and in the manaer provided in Article VI.BG.

I all partics to whom such notice is delivered clect 1o participate in such a proposed operation, the parties shall be
comtractually comminied o participate therein provided such operations are commenced within the time period hereafter set
forth, and Operator shall, no later than nincty (90) days after expiration of the notice period of thicty (30) days (or as
prasnpuly as practicable after the expiration of he forty-eight (48) hour period when a drilling cig is on location, as the case
may be), actnally commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written natice of same
by Operator to the other parties, for a period of up o thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably nccessary 1o obtain permits from governmental authorities, sutface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter requited for title spproval or
acceptance. |f the actual operation has not been commenced within the time provided (including any extension thereof as
specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto still desires to conduct
saul operation, written notice proposing same must be resubrmitted to che other parties in accordance herewith as if no prior
proposal had been made. Those partics that did not participate in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if sucly pardics desire to participate in the proposed Deepening or Sidetracking aperation,
reimbuese the Drilling Parties in accordance with Article VEBA. in the event of a Deepening operation and in accordance
with Article VLIS, in the event of a Sidetracking operation.

2. Operations by Less Than All Pacties:

(a) Determination of Pacticipation. If any party 1o whom such notice is delivered as provided in Article VIB.1. or
VLC.AL (Option No. 2) clects not to participate in the proposed operation, then, in order to be entitled to the benefits of this
Article, the party or parties giving the potice and such ather parties as shall elect to participate in the operation shall, no
later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable afier the
expiration of the forty-cight (48) hour period when a drilling rig is on location, as the case may be) actually commence the
propased operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Parties; provided, however, if no drilling rig or other equiptnent is on lucation, and if Operator is a Non-Consenting Party,
the Consenting Parties shall cither: (i) request Operator to perform the work required by such proposed operstion for the
account of the Consenting Parties, or (i) designate one of the Consenting Parties as Operator to perform such work. The
riglts and duties granted to and imposcd upon the Operator under this agreement are granted 1o and imposed upon the party
desipnated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when
condutting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and conditions of this
agreement.

I less than all parties approve any proposed operation, the proposing party, immedistely after the expiration of the
applicable notice period, shall advise all Parties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party,
within forty-eight (4B) hours (exclusive of Sawurday, Sunday and legal holidays) after delivery of such notice, shall advise the
propusing pacty of its desire to (i) limit participation to such party’s interest as shown on Exhibit "A™ or (ii) carry only its
proportionate part (determined by dividing such party’s interest in the Contract Area by the interests of sll Consenting Parties in
the Conteact Arca) of Non-Consenting Parties’ interests, or (iii) carry its proportionate part (determined as provided in (if)) of
Non-Consenting Parties’ interests together with all or a portion of its proportionste part of any Non-Consenting Pacties’
interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its
proposal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the event o
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed s
total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10)
days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable iesponse period.
11 100% subscription to the proposed operation is obtained, the proposing party shall promptly notjfy the Consenting Parties
ol their proportionate interests in the operation and the party seeving as Operator shali commence such operation within the
perivd provided in Article VLB.1,, subject to the same extension right as provided therein.

(b) Relinquishinent of Interest for Non-Participation. The entite cost and risk of conducting such operations shall be
borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leaschold estates involved in such operations free and clear of all liens and

encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such an operatidn resuks
in a dry hole, then subject t Asticles VLB.G. and VLE.3,, the Consenting Parties shall plug snd sbandon the well ukl testore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Pli'sies thae
participated in the drilling, Deepening or Sidetracking of the well shall remain lable for, and shall pay, their pto|'>:65tiona|e
shares of the cost of plupging and abandoning the well and restoring the surface location insofar only as those costJ' Were not
increascd by the subsequent operations of the Consenting Parties. If any well drilled, Rewotked, Sidetracked, !;!cépened,
Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/dr Gas in
. .. . . . . . o R L
paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and nsu and the
well shall then be wrned over to Operator (if the Operator did not conduct the operation) and shall be opérated by it st the
expense and for the account of the Consenting Pacties. Upon commencement of operations for the qiili!lg,. e&o‘rking.
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parsties in atcocdand® 'with the
provisions of this Asticle, each Non-Consenting Pacty shall be deemed to have relinquished to Consentiqg"-'l’.utié'ﬂ!g\'htghe
Consenting Parties shall owa and be entitled o receive, in proportion to their respective interebls, il ‘of suth Noa:"
Consenting Party’s interest in the well and share of production therefrom or, in the case of 2 R lotlﬂng.g:d!.:l;ulung:
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Decpening, Recompleting or Plugging Back, or a Completion pursuant to Article VI.C.1. Option No. 2, all of such Non-
Consenting Party’s interest in the production obtained from the operation in which the Non-Consenting Party did aot elect
to participate. Such relinguishmenr shall he effective nntil the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
1oyalty, overriding royalty and other interests not excepted by Article 11LC. payable out of or measured by the production
6 from such well accruing with respece to such interese until it reverts), shall equal the total of the following:

7 (i) ———— % of cach such Non-Consenting Party’s share of the cost of any newly acquired sucface equipment
R beyod the wellhead conneations (inclwding bue not limited 1o swock tanks, sepacators, treaters, pumping equipment and
piping), plus 100% of cach such Non-Consenting Pacty’s share of the cost of operation of the weil commencing with first
0 production and continwing until cach sk Non-Consenting Party’s relinquished interest shall revert 0 it under other
11 provisions of this Article, it being agreed that each Non-Consenting Party’s share of such costs and equipment will be that
12 imerest which would have heen chargeable o such Non-Consenting Party had it participated in the well from the beginning
13 of the operations; and

- e e NI e

14 (i) == % of (a) that pottion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
15 Plupging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIILC,,
16 and of () that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections),
17 which woukd have been chargeable to such Non-Consenting Party if it had participated therein.
L Notwithstanding anything o the contrary in this Article VLD, if the well does not reach the deepest objective Zone
19 described in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable
20 substance or other cotxlition in the hole rendering furcher aperations impracticable, Operator shall give notice thereof to each
21 Non-Consenting Party who submitted or voted for an alternative proposal under Article VILD.G. to drill the well 10 a
22 shallower Zone than the deepest objective Zone proposed in the notice undee which the well was dcilled, and each such Non-
2} Consenting Party shall have the option w participate in the initial proposed Completion of the well by paying its share of the
24 «ost of drilling the well w its actual depth, calculated in the manner provided in Article VIL.BA. (a). if any such Non-
25 Consenting Party does not elect 1o participate in the firse Completion proposed for such well, the relinquishment provisions
26 of 1his Article VLB.2. (b) shall apply to such party’s interest. ‘
27 (c) Reworking, Recompleting or_Plugging Back. An election not to pacticipate in the drilling, Sidetracking or
28 Deepening of a well shall be deemed an election not o participate in any Reworking or Plugging Back operation proposed in
29 such a well, or poetion chereof, to which the initial non-consent clection applied that is conducted at any time prior to full
30 recovery by the Consenting Pacties of the Non-Consenting Party’s recoupment amount. Similarly, an election not to
N participate in the Completing or Recompleting of a well shall be deemced an election not to participate in any Reworking
32 operation proposed in such a well, or portion thereol, 1o which the initial non-consent election applied that is conducted at
33 any time prior to full recovery by the Counsenting Parties of the Non-Consenting Party’s recoupment amount. Any such
M Reworking, Recompleting or Plugging Back operation conducted during the recoupment petiod shall be deemed part of the
35 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Pacties 300 9 of
36 that portion of the costs of the Rewarking, Recompleting or Plugging Back operation which would have been chargeable to
37 such Non-Consenting Party had it participated (herein. If such a Reworking, Recompicting or Plugging Back operstion is
318 proposed during such recoupment period, the 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 sharc of production, or the proceeds therefrom, Consenting Pacties shall be responsible for the payment of all ad valorem,
42 production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens spplicable to
43 Non-Consenting Party’s share of production not excepted by Article HI.C.
44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
45 Parties shall be permitted to usc, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
46 such cquipment shall remain unchanged; and upon abandonment of a well alter 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 Acticle, the pacty conducting the operations
50 for the Consenting Parties shall furnish cach Non-Consenting Pacty 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  Recomnpleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement
53 of such costs of vperation, may submit a detailed statement of monthly billings. Each month therealter, during the time the
54  Consenting Partics are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
$S  shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurced in the operation of
56 the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from
57  the sale of the well's wocking interest production during the preceding mmonth. In detetinining the quantity of Oil and Gas
$8  praduced during any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or
59  periodic well tests. Any arnount realized from the sale or other disposition of equipment newly acquired in connection with
60 any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited
61 against the total unreturned costs of the work done and of the equipment purchased in determining when the in(ere"!:'tfof such
62  Non-Consenting Party shall revere to it as above provided; and if there is a credit balance, it shall be paid to s\‘#h Non-
63  Consenting Party. B3
oA If and when the Consenting Parties recover from a Noa-Consenting Pacty’s relinquished interest the lmoumi "tpvided
65  far above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. l".'.lhe day
66 [ollowing the day on which such recoupment occurs, and, (rom and alter such reversion, such Non-Consenting l_"_ir}y shall
67  own the same interest in such well, the material and equipment in or pertaining thereto, and the production thécefrom as
68  such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetnc!&_iﬁgéi &btking,
69 Decpening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall bé:'(hr
h

#ith and
70 shall pay its proportionaie part of the fucther costs of the operation of said well in accordance wicl: fe.ejhs)df this
71  agreement and Exhibic “"C” attached hereto. n ;3 ,,..‘é'"
72 3. Stand-By Costs: When s well which has been drilled or Deepened has reached its authorized depth, §bi W'fiave
73 been completed and the results thereof (urnished to the parties, or when operations on the wel 'Hly&" Sﬁl‘ﬁ:’?’?“éw}“"l

‘'
2

74 terminated pursuant to Article VLE, stand-by costs incurred pending response to a party’'s notice p ﬁqs};;“;.h";m ;(;'g?_
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Sidewracking, Deepening, Recompleting, Plapging Pack or Completing operation in such a well (including the period required
uieder Article VIILG. 10 resolve competing proposals) shall be charged and boene as part of the drilling or Deepening
aperation just completed. Stand-by costs subsequent w all parties responding, or expiration of the response time peonitted,
whichever first occurs, and prior to agreciment as 1o the participating interests of all Consenting Parties pursuant to the termns
ol the second grammatical pacageaph of Article VIR2. (a), shall be charged to and borne as part of the propased operation,
bt if the proposal is subscquenty withdrawn because of insufficient participation, such stand-by costs shall be sllocated
hetween the Consenting Parties in the proportion cach Consenting Party’s interest as shown on Exhibit “A” bears to the total
interest as shown on Exhibit “A™ of all Consenting Parties.

In the event that notice for a Sidetracking operation is given while the drilling rig to be wtilized is on location, any plrly.
may tequest and receive up to five (3) additional days after expiration of the forty-eight hour response period specified in
Article VLI.L. within which to respond by paying for all stand-by costs and other costs incurred during such extended
response period; Operator may recquire such party o pay the estimated stand-by time in advance as a condition to extending
the response period. If more than onc party elects to take such additional time to respond 10 the notice, standby costs shall be
allocated between the parties taking additional rime to respond on a day-to-day basis in the proportion each electing party's
interest as shown on Exhibit “A” bears w the total interest as shown on Exhibit “A™ of all the electing parties.

1. Deepening: If less than all the partics elect o participate in a drilling, Sidetracking, or Deepening operation proposed
pmrsvant to Article VDL, the imerest relinguished by the Non-Consenting Parties to the Consenting Parties under Article
VER.2. shall relate only and be limited o dhe lesser of (i) the towal depth actually drilled or (i) the objective depth or Zone
of which the parties were given notice under Article VLB.L (“Initial Objective”). Such well shall not be Deepened beyond the
Initial Objective without [irst complying with this Article to afford the Non-Consenting Partics the opportunity to participate
in the Deepening operation. .

In the event any Conseating Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereol, comnplying with the requirements of Article VLB.L., to all parties (including Non-
Consenting Parties). Thereupon, Articles VEB.L and 2, shall apply and all partics receiving such notice shall have the right to
participate or sot participate in the Deepening of such well pursuant to said Articles VEB.1. and 2. If 2 Deepening operation
is approved pursuant 10 such provisions, and if any Non-Consening Party clects to participate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) 1f the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantitics, such Non-Conscnting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expenses incurred in conacction with the drilling of said well from the surface to the Initial Objective which Non-
Consenting Party woukl have paid had such Noa-Consenting Party agreed to participate therein, plus the Non-Consenting
Party’s share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or actempted Completion of the well
incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the
sule account of Consenting Partics. :

(b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing
in paying quantitics, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reitnburse Consenting Partics for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
thuse custs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall
alsa pay its propottionate share of all costs of re-entering said well. The Non-Consenting Parties’ proportionate part (based
on the pereentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in
conncction with such well shall he determined in accordance with Exhibit “C.” If the Consenting Parties have recouped the
cost of drilling, Completing, and cquipping the well at the time such Deepening opersation is conducted, then s Non-
Consenting Party may participate in the Deepening of the well with no payment for costs incutred prior to re-entering the
well for Deepening. .

The foregoing shall not imply a right of any Consenting Party to propose any Deepening for 2 Non-Consent Well prior
to the dritling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VLE.

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an
interest in the affecied wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its
proportionate share (cqual to its interest in the Sidetracking operation) of the valuc of that portion of the existing wellbore
to be utilized as follows:

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs
incurred in the initial drilling of the well dJowa to the depth at which the Sidetcacking operation is initiated.

(h) 1f the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party’s proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Article VI.B.4(b) sbove. Such party’s
proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking
operation is initiaced shall be determined in accordance with the provisions of Exhibic "C.” £

6. Order of Preference of Operations. Lxcept as otherwise specifically provided in this agreement, if any party ‘[l:ésires to
propose the comduct of an operation that conflices with a proposal that has been made by a party under this Articlé:V1, such
party shall have (iftcen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or 10 perform
an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunda);' id legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operatia % to be
conducted, to deliver to all partics entitled to participate in the proposed operation such party’s alternative ;mél, such
aliernate proposal to contain the same information required to be included in the initial proposal. Each party- ree ivilg such
proposals shall elect by delivery of natice to Operator within five (3) days after expiration of the propost_ispé'ri.o.d d‘r ‘within
twenty-(our (24) hours (cxclusive of Saturday, Sunday and legal holidays) if a drilling tig is on location fo{; e well thhtlis the
subject of the proposals, t pacticipate in one of the competing proposals. Aay party not electing withih e tidlé ¥equired

shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest au?g“hi,‘ i fq'g'lge
interest of the parties voting shall have priority over all other competing proposals; in the cabk Of 4 "le"vote, i!ié'
" L
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initial proposal shall prevail. Operator shall deliver notice of such result 1o all parties entitled to participate in the operation
within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Sstrday, Sunday
and fegal halidays, il a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a rig
is on location) from receipe of such notice o clece by delivery of notice to Operator to participate in such operation or to
relinguish interest in the allccted well puswant 10 the provisions of Article VLD.2,; failure by a party w deliver notice within
such period shall be deemed an election not to participate in the prevailing proposal.

1. Conformity 1o Spacing Pattern. Nowwithstamding the pravisions of this Article VI.B.2,, it is agreed that no wells shall be
propused t be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contraar
Arca is producing, unless such well conforms 1o the then-existing well spacing pattern for such Zone.

8 Taying_Wells. No party shall cowduct any Rewaorking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation uider this agreement with respect 1o any well 1hen capable of producing in paying quantities except
with the consent of all parties cthat have not relinquished interests in the well at the time of such operation.

C. Completion of Wells; Reworking and Plugging Dack:

1. Completivn: Without the conscut of all parties, no well shall be drilled, Deepened or Sidetracked, except any well
drilled, Deepened or Sidetracked pursuane to the provisions of Article VI.B.2. of this agreement. Consent o the drilling,
Deepening or Sidetracking shall include:

®  Option No. I: All nccessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing snd
cquipping of the well, including necessary tankage and/or surface facilities.

3 Option No. 2: All necessary cxpenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results
thereof furnished (o the pactics, Operacor shall give immediate notice to the Non-Operators having the right to
participate in a Completion actempt whether or not Operator recommends attempting to Complete the well,
together with Operator’s AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of
mtice to Operator o participate in a recommended Completion attempt or to make 2 Completion proposal with an
accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting
with Operator’s proposal, o the other parties entitled to pacticipate in such Completion in accordance with the
procedures specilied in Article VLB.G. Flection to participate in a Completion attempt shall include consent to all
neeessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
receiving such notice to reply within the period above fixed shall constitute an election by that pacty not to
participate in the cost of the Completion attempt; provided, that Article VILB.G. shall control in the case of
conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt 2 Completion, the
provisions of Article VI.B.2. hereof (the phrase “Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back” as contained in Article VLD.2. shall be deemed to include “Completing™) shall apply to the operations
therealter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting
Pacty as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Pacty
in subsequent Completion or Recompletion attempts regardicss whether the Consenting Parties as to earlier
Complctions or Recompletions have recouped their costs pursusat to Article VIB.2,; provided further, that any
recoupment of costs by a Consenting Pacty shall be made solely from the production attributable to the Zone in
which the Complction attempe is made. Election by & previous Noa-Consenting Pacty to participate in & subsequent
Completion o Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursvant to the previous Completion or Recompletion attempt,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in s
Completion attempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except s well Rewocked,
Recompleted, or Plugged Dack pursuant to the provisions of Article VLDB.2. of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and
Completing and equipping of said well, including necessary tankage and/or surface facilities.

D. Other Operations:

Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of
_TWENTY FIVE THOUSAND Dollars (§ —25.000.00_ ) except in connection with the
drilling, Sidetracking, Reworking, Deepeniag, Completing, Recompleting oc Plugging Back of a well that has been previously
authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
cmergency, whether of the same or different natuce, Operator may take such steps and incur such expenses as in its opinion
are required 10 deal with the emergency 10 safeguard life and property but Operator, as promptly as possible, shall report the
emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furaish any Non-Operator so
requesting an information copy thereof for any single project costing in excess of TWENTY-FIVE THOUSAND Dollars
($..25,000.00. ) Any parcy who has not relinquished its interest in a well shall have the right to propose that
Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production ht:ilitilﬁI such as
salt water disposal wells or to conduct additional work with respect to 2 well drilled hereunder or other similar project (but
nat including the installation of gathering lines or other transportation or marketing facilities, the instailation of which shall
e gaverned by scparate agreement between the parties) reasonably estimated to requite an expenditute in exc.aa of the
amount firse set forth above in this Article VLD, (except in connection with an operation requited to be propaséd under
Articles VLILL or VLC.1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall dgl}vtr such
proposal i all parties eatitled to participate therein. If within thirty (30) days thereof Operacor secutes the wriu'é Lonsent
of any party or parties owning at least —B5___ % of the interests of the parties entitled to participate in fuch ob&l’llion,
cach party having the right to participate in such project shall be bound by the terms of such proposal s I}.Ij obligated
1o pay its proportionate share of the costs of the proposed project as if it had consented to such project pgtiusn X :I}g'terms
of the proposal. i
E. Abandonment of Wells:

I. Absndoament of Dey Holes: Excepe for any well drilled or Deepened pursuane to Article VLB rﬂ.ﬂ‘y w"-w,','k"ﬂ‘{ ‘
been drilled or Deepened under the terms of this agreement and is proposed to be completed as a|dry ‘hole shall not be "
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party, or should any party fail to reply within forry-eight (48) hours (exclusive of Saturdsy, Sunday and legal holidays) after
delivery of notice of the proposal 1o plug and abandon such well, such party shall be deemed to have consented to the
proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and st the
cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects to
plugging and abandoning such well by notice delivered to Operator within forry-eight (48) hours (exclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VLB,; failure of such party to provide proof reasonably satisfactory to Operstor of its financial capability to conduct
such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and
abandon such well shall entitle Operator to retain or rake possession of the well and plug and abandon the well. The party
taking over the well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties sgainst
liability for any furcther operstions conducted on such well except for the costs of plugging and abandoning the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Weils That Have Produced: Except for any well in which a Non-Consent operation has been
conducted hereunder for which the Consenting Pacties have not beea fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and asbandoned without the consent of all parties. If all parties consent 10
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cose, risk
and expense of all the parties hereto. Failure of a party to reply within sixey (60) days of delivery of notice of proposed
abandonment shail be deemed 2a clection 1o consent to the proposal If, within sixty (60) days after delivery of notice of the
proposed abzndonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its
operation from the Zone then open to production shall be obligated to take over the weil as of the expiration of the
applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such party or parties 1o provide
proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well
within the required period or thereafter to conduct operations on such well shall entitle Operator to retsin or take possession
of such well and plug and sbandon the well

Parties taking over 2 well as provided herein shall tendet to each of the other parties its proportionate share of the value of
the well’s salvable macerial and equipment, determined ia accordance with the provisions of Exhibit “C,” less the estimarted cost
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, cach of the sbandoning parties shall tender to the parties continuing
operstions their proportionate shares of the estimated excess cost. Each abandoning party shall assiga to the non-sbandoning
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the weil and relsted equipment, together with its interest in the Leasehold insofsr and only
insofar as such Leaschold covers the right to obrain production from that wellbore in the Zone then open to production. If the
interest of the sbandoning party is or includes an Oil and Gas Iaterest, such party shall execute and deliver to the non-
abandoning pacty or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for s verm of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zooe covered thereby, such lease to be on the form
areached as Exhibit “B.” The assignments or lesses so limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignments or leases to, the assignees shall be in 2 ratio based upon the relationship of theis
respective percentage of participation in the Contract Ares to the aggregate of the percentages of participation in the Contract
Ares of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Ares.

Thereafrer, sbandoning parties shall have no further responsibility, liability, or interest in the operstion of or production
from the well in che Zone then open other than the royalties retained in any lease made under the terms of this Aricle. Upon
request, Operacor shall coatinue to operate the assigned well for the sccount of the non-shandoning parties ac the rates and
charges contemplsted by this agreement, plus any sdditional cost and charges which may arise a3 the result of the separate
ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the sssignor or lessor |
shall then have the option to repurchase its prior incerest in the well (using the same valustion formuls) and perticipate in
further operations therein subject to the provisions hereof.

3, Abandonment of Non-Consent Operations: The provisions of Articde VIE1. or VLE2. above shall be spplicable as
between Consenting Parties in the event of the proposed sbandonment of any well excepted from said Articles; provided,
however, no well shall be permanently plugged and sbandoned unless and until all parties having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the weil
in accordance with the provisions of this Article VI.E,; and provided further, that Non-Consenting Partics who own an interest
in a portion of che well shall pay their proportionste shares of abandonment and surface restoration costs for such well as
provided in Articde VLB2.(b).

F. Terminstion of Operstions:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well. including but not limited to the Initiai Well, such operation shall not be terminated withouc
consent of parties bearing —83 ___ % of the costs of such operation; provided, however, that in the event gmumt other
practically impenetrable substance or condition in the hole is encountered which renders further operations m:pnctlal.
Operator may discontinue operations and give notice of such condition in the manner provided in Artice VI.B.1{'30d the

provisions of Article VLB. or VLE. shall chereafter apply to such operation, as appropriare. ".; ;
G. Taking Production in Kind: '::‘;;
O Option No. 1: Gas Balancing Agreement Attached

Each party shall take in kind or separately dispose of its pmponnmmshmofallOdal\dGupmduced-Jmm&he
Gonmmudmmofpmdmwhnd\mybeusedmdcvelopmentmdpmdnnngopenmmdmmmd
tmnngOddezsformnrkctmgpurposamdpmdmtnnunavoldablybst.Anyermexpendlmmrmdm'&:ukmg
in kind or separare disposition by any party of its proportionate share of the production shallbebomebytudl.plny Any

pu:yukmgusshmofpmd:nmmkmdshaﬂbcrcqmndtopayforonlyltspmponmneshmofaﬁ: of
Operaror’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for thesale of lu mteten in
production from the Contract Area, and, except as provided in Article VILB,, shall be entitled t0 receive "payment

-10 -
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directly from the purchaser thereof for its share of all production.

If any paity fails 1o make the arrangements necessary to take in kind or separatcly dispose of its proportionate
share of the Qil produced from tlie Contract Area, Operator shall have the righe, subject to the revocation at will by
the party owning it, but not the obligation, 10 purchase such Oil or sell it to others at any time and from time to
time, for the account of the non-taking party. Any such purchase or sale by Operator may be terminated by
Operator upon at least ten (10) days written notice to the owner of said production and shall be subject always 10
the sight of the owner of the praduction vpon at least ten (10) days written notice 0 Operator to exercise at any
time its right e take in kind, or separatcly dispose of, its share of all Oil not previously delivered 1o a purchaser.
Any purchase or sale by Operator of any other party’s share of Qil shall be only for such reasonable periods of time
as are consistent with the mininum needs of the industry under the particular circumnstances, but in no event for a
period in excess of one (1) year.

Any such sale by Operatoc shall be in a manner commercially reasonable under the circumstances but Operator
shall have no duty to share any existing market or to obtain a price equal to that received under any existing
market. The sale or delivery by Operator of a non-taking party’s share of Oil under the terms of any existing
contract of Operator shall not give the non-taking party any interest in or make the non-taking party 3 party to said
contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days
written natice of .l intended purchase and the price to be paid oc the pricing basis to be used.

Al partics shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such scrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which
records shall be made available to Non-Operators upon reasonable request.

In the event one or more parties’ separate disposition of its share of the Gas causes split-stream deliverizs to scparate
pipelines and/or deliveries which ou a day-to-day basis for any reason are not exactly equal to a party's respective propottion-
ate share of tnal Gas sales 1© be allocated o it, the balancing or accounting between the parties shall be in sccordance with
any Gas halancing apreement between the parties hereto, whether such an agreement is attached as Exhibit "F™ o is a2
separate agreetnent. Operator shall give notice to all partics of the first sales of Gas from any well under this agreement.

® Option No. 2: No Gas Balancing Agreement:

Fach party shall take in kind or separatcly dispose of its proportionate share of all Oil and Gas produced from
the Contract Arca, exclusive of production which may be used in development and producing operations and in
prepacing and treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure
incurred in the waking in kind or separate disposition by any party of its proportionate share of the production shall
he borne by such party. Any party 1aking its share of production in kind shall be required to pay for only its
proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall exccute such division orders and contracts as may be necessary for the sale of its interest in
production from che Contract Area, and, except as provided in Acticle VILB,, shall be entitled to receive payment
directly from the purchascr thereof for its share of all production.

If any party fails to make the arrangements nccessary to take in kind or separately dispose of its propartionate
share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the
revocation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others
at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
may be terminated by Operator upon at least ten (10) days written notice to the owner of said production snd shall
be subject always to the right of the owner of the production upon at least ten (10) days written notice to Operator
10 excrcise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered
to u purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator’s
election for a period not to exceed ninety (90) days if Operator has committed such production to s pucchase
contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
party's share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the
minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one (1)
year.

Any such sale by Operator shall be in a2 manner commercially reasonable under the circumstances, but Operator
shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation
fee equal 1w that received under any existing market or transportation arrangement. The sale or delivery by
Operator of a non-taking party’s share of production under the terms of any existing contract of Operator shall nat
give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil
and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written
notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give
notice to all parties of the first sale of Gas from any well under this Agreement.

All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such srrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or (unsponcd which
tecords shall be made available to Non-Operators upon reasonable request.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES
A. Liability of Parties:

‘The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its !
and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accor, n ly, the
licns granted among he parties in Article VILB. are given to secure only the debts of each severally, and no pasty A\ Il have
any liability to thisd partics hereunder to satisfy the defaule of any other party in the payment of any expeu:e ‘ot & llgmon
hiereunder. It is not the inention of the parties to create, nor shall this agreement be construed as creatin 0& S)t other

rers, or

parinership, joint venture, ngency relationship or association, or to render the parties liable as pact

principals. In their relations with cach other under this agreement, the parties shall not be considered f uclulesﬂ)t \ have
cstablished a confidential relativaship but rather shall be free to act on an arm's-length basis in accordandh)f .\bwn
respective self-interest, subject, however, 1o the obligation of the partics to act in good faith in their dJillhg! *llh Mch othél‘

rpEear s drint @
with respect to activities hercunder. Aoz L’_::'.‘."‘"'""”"""‘"'
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B. Liens and Security Interests:

Fach party grants 10 the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and Oil and Gas Jnterests in the Conteact Area, and a security interest and/or purchase money security interest in any
interest it now owns or herealter acquices in the personal property and fixtures on or used or obtained for use in connection
therewith, to secure performance of all of its obligations under chis agreement including but not limited to payment of expense,
interest and fees, the proper dishursement of all monies paid hereunder, the assignment or relinquishment of interest in Oil
al Gas Leases as required hereunder, amd the proper performance of operations hereunder. Such lien and security interest
pranted by each party herew shall inchude sich party’s leaseholid inerests, working interests, operating rights, and royaley and
uverriding royahy interests in the Contract Area now owned or herealter acquired and in lands pooled or unitized therewith or
stherwise becoming subject 1o dhis apreement, the Oil and Gas when extracted therefrom and equipment situated thercon or
used or obtained for usc in connection dherewith (including, without limitation, all wells, tools, and cubular goods), and accounts
tincluding, without limitation, accounts arising from gas imbalances or rom the sale of Oil and/or Gas st the wellhead),
contract rights, inventory and geacral intangibles relacing thereto or arising therefrom, and all proceeds and products of the
foregoing.

To perfect the lien and security agreement provided herein, each pacty hereto shall execute and acknowledge the recording
supplement and/or any financing statcenent prepared and submitted by any party hereto in conjunction herewith or at any time
following excaution hereof, and Operator is autharized to fite this agreement or the recording supplement executed herewith as
a lien or mortgage in the applicable real estate records and as a (inancing statement with the proper officer under the Uniform
Commercial Cexde in the state in which the Comteact Area is situated and such other states as Operator shall deem appropriate
1o perfect the sccurity interest granted hercunder. Any pacty may file this agreement, the recording supplement executed
herewith, or such other docimenis as it deems necessary as a lien or mortgage in the applicable real estate records and/or a
financing statement with the proper officer under the Unifotin Commercial Code.

tach party represents ardd warrants to the other parties hereto that the lien and security interest granted by such party to
the other parties shall e a first and prioe lien, and each party hereby agrees to maintain the priority of said lien and security
imerese against all peesons acquiring an interese in Oil and Gas Leases and Interests covered by this agreement by, through or
under such party. Al parties acquiring an interest in Qil and Gas Leases and Oil and Gas laterests covered by this agreement,
whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject
to the lien and sccurity interest pranted by this Artide VILD. as to all obligations attributable to such interest hereunder
whether or not such obligations arise before or alter such interest is acquired.

Tu the extent thae parties have a security interest under the Uniform Commercial Code of the state in which the
Comract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
clection of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In
addition, upun default by any party in the payment of its share of expenses, interests or fees, or upon the improper use
ol funds by the Operator, the ather pardies shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas until the smount owed by
such party, plus interese as provided in “Exbibic C,” has been received, and shall have the right to offset the smount
owed against the procecds (rom the sale of such defaulting party’s share of Oil and Gas. All purchasers of production
may rely on a notification of default from the aon-defaulting party or parties stating the amount due as s result of the
default, and all partics waive any rccourse available against purchasers for releasing production proceeds as provided in
this paragraph.

If any party fails 1o pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpsid amount in the
propurtion that the interest of cach such party bears to the interest of all such parties. The amount paid by each party so
paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VILB., and esch
paying party may independently pursue any remedy available hereunder or otherwise.

1f any pacty does not perforin all of its obligations hereunder, and the failure to perform subjects such party to foreclosure
e execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting
party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement
of the mortgaged or sccured property prior to sale, any available right to stay execution or to require a marshalling of assets
arxl any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party
hereby grants to the other pacties a power of sale as to any property that is subject to the lien and security rights granted
hercunder, such power to be exercised in the manner provided by applicable law or otherwise in 8 commercially reasonable
manner and upon reasonable notice.

Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Area is situated to enforce the obligations of each party hereunder. Without limiting
the generality of the foreguing, to the extent permitted by applicable law, Non-Operators sgree that Operator may invoke or
utilize the mechanics’ or matcrialmen’s lien law of the state in which the Contract Area is situated in order to sercure the
payment to Operator of any sum due heceunder for secvices performed or materials supplied by Operator.

C. Advances:

Operator, at its election, shall have the right from time to time to demand and receive from one or more of the other
parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in ol*nnons
hereunder during the next succeeding month, which right may be exercised only by submission to each such path of an
itemized statement of such estimated expense, together with an invoice for its share thereof. Each such statement llm invoice
for the payment in advance of estimated expense shall be submitted on or before the 20th day of the nexe preceadl momh
Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such esti ltc and
invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear jgtérest as
provided in Exhibit “C* until paid. Proper adjustment shall be made monthly between advances and actual exp’ense ta t'he end

that each parcty shall bear and pay its proportionate share of actual expenses incurred, and no more. h
D. Defaults and Remedies: gh ’ )

If any party fails to discharge ang financial obligation under this agreement, including without limit & tmnlure to
make any advsnce under the preceding Article VILC. or any other provision of this agreement, within the p}p’dﬂ# Jor
such payment hereunder, then in addition to the remedies provided in Article VILB. or elsewhere i thid l‘l’é&h\&h( ¢

remedics specified below shall be applicable. For purposes of this Article VILD., all notices and elecl‘on( shall be dellver

4]
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only by Operator, cxcept that Operator shall deliver any such notice and election requested by a non-defaulting Non-Opesator,
and when Operator is the party in default, the applicable notices and clections can be delivered by any Non-Operator.
Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified
below or otherwise available to a non-defaulting party.

I. Suspension of Rights: Any party may deliver w the party in default a Notice of Default, which shall specify the default,
specify the action to be taken w0 cure the default, and specify thar failure to take such action will resule in the exercise of one
or more of the remedies provided in this Arricle. If the default is not cured within thisty (30) days of the delivery of such
Naotice of Defaule, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the
default is cured, withont prejudice 10 the right of the non-defaulting party or patties to continue to enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area
after excluding the voting interest of Operator, 1o appoint a new Operator effective immediately. The rights of a defaulting
party that may he suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right

1o receive information as to any aperation conducted hereunder during the period of such default, the right to elect to
participate in an operation proposed under Article VL. of this agreement, the right to participate in an operation being
conducted under this agreement cven if the party has previously elected 1o participate in such operation, and the right to
reccive proceeds of production from any well subject to this agreement.

2. Suit_for_Damages: Non-defanlting parcies or Operator for the benefit of non-defaulting parties may sue (at joint

account expense) 1o wollect the amounts in default, plus interest accruing on the amounts recovered from the date of default
until the dare of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing to such party as a result of the default.

3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the
defanlting party at any time alter the expiration of the thirty-day cure period following delivery of the Notice of Default, in
which event if the bilting is for the drilling of a new well or the Plugging Back, Sidetracking, Rewotking or Deepening of a
well which is 1 be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting
party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Party with
respect thereto under Acticle VLB, or VILC, as the case may be, to the extent of the costs unpaid by such party,
notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the
non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VILD.2.

Until the delivery of such Notice of Non-Consent Election 10 the defaulting party, such party shall have the right to cure
its defaule by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C,” provided, however, such
payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-
defaulting parties as a result of the dcfault. Any interest relinquished pursuant to this Article VILD.3. shall be offered to the
non-defaulting parties in proportion to their intercsts, and the non-defaulting parties electing to participate in the ownership
of such interest shall be required w0 contribute their shares of the defaulted amount upon their election to participate therein.

4. Advance Payment: I{ a default is not cured within thirty (30) days of the delivery of a Notice of Defsult, Operator, or
Non-Operators if Opcrator is the defaulting party, may theresfter require advance payment from the defaulting
pacty of such defavlting party’s anticipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not fimited to, the right to require advance payment for the estimated costs of
drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the

defaulting party fails 10 pay the required advance payment, the non-defaulting parties may pucsue any of the remedies provided
in this Article VILD. or any other defaule remedy provided elsewhere in this agreement. Any excess of funds sdvanced remaining

when the operation is completed and all costs have been paid shall be promptly returned to the advancing party.

5. Custs_and Attoroeys’ IT'ces. In the event any party is cequited 10 bring legal proceedings to enforce sny financial
obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, custs of
collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure.

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

Rentals, shue-in well papments and minimum royalties which may be required under the terms of any lease shall be paid
by the party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties
own and have contributed interests in the same lease to this agreement, such pacties may designate one of such parties to
inake said payments for and on behalf of all such parties. Any party may request, and shall be eatitled to receive, proper
evidence of all such payments. ln the event of failure to make proper payment of any rental, shut-in well payment or
minimum royslty through mistake or oversight where such payment is required to continue the lesse in force, any luss which
results from such non-payment shall be borne in sccordance with the provisions of Article 1V.B.2.

Operator shall nutify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to
production of a prducing well, ac least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such
action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure 10 do so. In the event of
failure by Operator 10 so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make
timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
VB3,
F. Taxes: X

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem tation all
property subject 10 this agreement which by law should be rendered for such taxes, and it shall pay all such uxﬂg;suud
thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator info:' ation as
10 burdens (to include, but not be limited o, royaltics, overriding royalties and production payments) on Leases a il and
Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of §t$ being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad vﬂot o taxes
resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adj us;. ,hq thirge to
such awner or owners 30 as to reflect the benefit of such reduction. If the ad valorem taxes are based
upon separate valuations of each party’s working interest, then notwithstanding anyching to the comurs

ole‘bt |\ pare
herein* t‘l es to

the joint account shall be made and paid by the parties hereto in accordance with the tax value ;enenseag‘l} ty's
working interese. Operator shall bill the other parties for their proportionate shares of all tax payd eﬁlj’]l!“lhk d\ihﬂék"
provided in Exhibic¢ "C.” Asevip 2 .-..m.ummu.e....
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If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
preseribed by law, and proseane the protest 1o a final determination, unless all partics agree 10 abandon the protest prior 10 [inal
determination. During the pendeiwy of administrative or judicial proceedings, Operator may clect 1 pay, under protest, all such taxes
and any interese amd penaly. When any such protested assessinent shall have been finally determined, Operatar shall pay the tax for
the joint account, ogether with any interest and penaly accrued, and the wtal cost shall then be assessed against the pattics, and be
paid by them, as proviled in Exhibit "C”

fach party shall pay or cause 10 be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
1 the production or hatedling of sudy party's share of Oil and Gas produced under the terms of this agreement.

ARTICLE VL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surrender of Leases:

‘The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

However, shoukl any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
notice of the proposed surrender 10 all partics, and the parties o whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which 10 potify the party proposing the sucrender whether they elect to consent thereta. Failure of a
pacty 0 whom such notice is delivered o reply within said 30-day period shall constitute a consent to the surrender of the Icases
deseribed in the notice. 1 all pasties do not agree or consent theretw, the pacty desiring to surrender shall assign, without express or
implicd warranty of title, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be
kxated thercon and any rights in production thereafier secured, to the partics not consenting to such surrender. If the interest of the
assigning party is or inchudes an Oil and Gas Interest, the assigning party shall execute and deliver to the party or parties not
consenting to such surrender an il and gas lease covering such Oil and Gas literest for a term of one (1) year and so0 long
thereafter as Oil and/or Gas is procdiced from the land covered thereby, such lease to be on the form ateached hereto as Exhibit "B.”
Upon sich assignmene or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore
accrued, with respect to the interese assigned or leased and the operation of any well attributable thereto, and the assigning party
shall have oa further interest in the assigned or leased premises and its equipient and production other than the royalties retained
in any lease made under the terins of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the fatter’s interest in any well's salvable materials and equipment attributable to the assigned or leased
acrenge. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit “C,” less
the estimated cost of salvagiog and the estimated cost of plugging and abandoning and restoring the sutface. If such value is less
than such costs, then the party assignor or lessor shall pay w the party assignee or lessee the amount of such deficit. If the
assigninent oc lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the
interest of cach bears 10 the total interest of all such parties. If the intetest of the partics to whom the assignment is to be made
varies according to depth, then the interest assigned shall similarly reflect such variances.

Any assigmnent, lease or surrerkler made under this provision shall not reduce or change the assignor's, lessor’s or surrendering
party’s interest as it was itmmediately before the assignment, lease or sutrender in the balance of the Conteact Ares; and the acreage
assigned, leased o surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement but shall be deemed subject to an Operating Agreement in the form of this agreement.

B. Renewal or Extension of Leases:

1f any party secures a rencwal or replacemnent of an Oil and Gas Lease or Interest subject to this agreement, then all other parties
shall be nutified prompily upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
promptly upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following
delivery of such notice in which to elect to pacticipate in the ownership of the renewal or replacement Lesse, insofar as such Lease
affects lands within the Contract Area, by paying to the party who acquired it their proportionate shares of the acquisition cost
allocated to that part of such lLease within the Contract Area, which shall be in proportion to the interests held at that time by the
partics in the Contract Arca. Liach party who participates in the purchase of a renewal or replacement Lease shall be given an
assignment of its pmponiomte' interest therein by the scquiring party.

1f soane, but less than all, of the parties elect to participate in the purchase of & renewal or replacement Lease, it shall be owned
by the partics who eleet 10 participate therein, in a ratio based upon the relationship of their respective percentage of participstion in
the Conteact Area to the apgregate of the percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto
shall not cause a teadjustiment of the interests of the parties stated in Exhibit “A,” but any renewal or replacement Lease in which
less than all parties elect 10 participate shall not be subject to this ngreement but shall be deemed subject to a separate Operating
Agreement in the form of this agreement.

I the interests of the partics in the Contract Area vary according to depth, then their right to participate proportionately in
rencwal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Article shall apply to renewal or replacement Icases whether they sre for the entire interest covered by
the expiring Lease or cover only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the
cxpiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the
existing lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
the renewal or replaccment Lease becomes effective; but any Lease taken or contracted for more than six (6) monthsfafrer the
expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisid_"ds of this
agreement.

The provisions in this Article shall also be applicable to extensions of Oil and Gas lLeases.
C. Acreage or Cash Contributions:

While this agreement is in force, if any party conteacts for a contribution of cash towards the drilling of & well of[ I
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operati :

be applicd by it against the cost of such drilling or other operation. If the contribution be in the form of lcrelge, lhe ‘pl whom
the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to lhe hd in the
propartions said Drilling Parties shared the cost of drilling the well. Such acreage shall become » sep-nte \o the

extent possible, be governed by provisions ilentical to this agreement. Liach party shall promptly notify all \x pi“lél 2of lny
acrcage or cash contributions it may obmin in support of any well or any other operation on the Gom
provisions shall slso be applicable to optional rights to earn acreage outside the Conteact Ares which are i '!llgm WEI Hflll&l"

vhen wibpind o varmg by P
inside the Contract Area. Asetrk o \eamertm ol § gt by Loedoe
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If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder,
such consideration shall not be deemed 2 contribution as contemplated in this Article VIILC.
D. Assignment; Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas
Incerests, wells, equipment and production covered by this agreement no party shall sell, encamber, transter or make other
disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production; or

2. an equal undivided percent of the party’s present interest in all Oil and Gas Leases, Oil and Gas Interests, wells,
equipment and production in the Contract Area.

Every sale, encumbrance, cransfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and
Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of
the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale,
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the
instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other
disposition of interest by a party shail relieve such party of obligations previously incurred by such party hereunder with respect
to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to sn operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest transferred 10 secure payment of any such obligations.

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

the Qil and Gas produced from the Contract Area and they shall have the right to ceceive, separately, payment of the sale
proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside 10 it in severalty its
undivided interest therein.

F. Preferential Right to Purchase:
{1 (Optional; Check if applicable.)

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed disposition, which
shall include the name and address of the prospective transferee (who must be ready, willing and able to purchase), the purchase
price, a legal description sufficient to identify the property, and all other terms of the offer. The other parties shall then have an
optional prior right, for a period of ten (10) days after the notice is delivered, to purchase for the stated consideration on the
same terms and conditions che interest which the other party proposes to sell; and, if chis optional right is exercised, the
purchasing parties shall share the purchased interest in the proportions that the interest of each bears to the roral interest of all
purchasing parties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage
its interests, or to transfer citle to its interests to its mortgagee in lieu of or pursuant to foreclosuse of a mortgage of its interests,
or to dispose of its interests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets
to any party, or by transfer of its interests to0 a subsidiary or parent company or to a subsidiary of a parent company, or to any
company in which such party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if the
parties have not otherwise agreed to form a tax partnership pursuant to Exhibit “G” or other agreement between them, each
party thereby affected elects to be excluded from the application of all of the provisions of Subchapter “K,” Chapter 1, Subtitle
“A,” of the Internal Revenue Code of 1986, as amended (“Code™), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by
Treasury Regulations §1.761. Should there be any requirement that each party hereby affected give further evidence of this
election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action
inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain pravisions similar to those in Subchapter “K," Chapter
1, Subticle “A,” of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, each
such party states that the income derived by such party from operations hereunder can be adequately determined w{t:hom the
computation of partnership taxable income. ry

ARTICLE X. "E_ .
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the crpéndnmre
does not exceed EXFTY THOUSAND Dollars (§ _30,000.00 ) ;044 if the payment is in complete p¢nlemcm
of such claim or suit. If che amount required for settlement exceeds the above amount, the parties hereto shall assume und :gh over
the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of hdndlmg. settling,
or otherwise discharging such claim or suit shall be at the joint expense of the parties participating in the operdtion ‘fromi whlch the

daim or suit arises. If a claim is made against any party or if any party is sued on account of any matter ansmg ~flom opennons
hereunder over which such individual has no control because of the rights given Operator by this agreemens: E

immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit uwolvm; opentions hercuider. '
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ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other
than the obligation to indemnify or make money payments or furnish security, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the
party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term “force majeure,” as here employed, shall mean an act of God, strike, lockoue, or
other industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of
nature, explosion, governmental acrion, governmental delay, restraine or inaction, unavailability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party
claiming suspension.

The affected party shall use all reasonable diligence 10 remove the force majeure situation as quickly as practicable. The
requirement thac any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of serikes,
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.

ARTICLE XII.
NOTICES

All notices authorized or required berween the parties by any of the provisions of this agreement, ualess otherwise
specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties ac the addresses listed on
Exhibit “A.” All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written
notice. The originating notice given under any provision hercof shall be deemed delivered only when received by the party to
whom such notice is directed, and che time for such party to deliver any notice in response thereto shall run from the date
the originating notice is received. “Receipt” for purposes of this agreement with respect to written notice delivered hereunder
shall be acrual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such parry. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmitcal by telex, telecopy
or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its address ac any time, and from time to time, by giving written notice thereof to ail other
parties. If a party is not available to receive notice orally or by telephone when a party attempts o deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall
be deemed delivered in the same manner provided above for any respoasive notice.

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 subject
hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any righe, title
or interest in oc t0 any Lease or Oil and Gas laterest 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 10 any part of the Contract Area, whether by production, excension, renewal or otherwise.

O  Option No. 2: In the event the well described in Article VL.A., or any subsequent well drilled under any provision
of this agreement, results in the Completion of a well as a well capable of productioa of Oil and/or Gas in paying
quantities, this agreement shall continue in force so long as any such well is capable of production, and for an
additional period of days thereafter; provided, however, if, prior to the expiration of such
additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall
continue in force until such operations have been completed and if production results therefrom, this agreement
shall continue in force as provided herein. In the event the well described in Article VLA, or any subsequent weil
drilled hereunder, resules in a dry hole, and no other well is capable of producing Oil and/or Gas from the
Contract Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking operations are commenced within days from the
date of abandonment of said well. “Abandonment™ for such purposes shall mean either (i) 2 decision by all parties
not to conduct any further operations on the well or (ii) the elapse of 180 days from the condwcr of sny
operations on the well, whichever first occurs.

The termination of this agreement shall aot relieve any party hereto from any expense, liability oc other obligation or any
remedy therefor which has accrued or attached prior 10 the date of such terminarion.

Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this
Opersting Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices a

notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon
request of Operator, if Operator has satisfied all its financial obligacions.

ARTICLE XIV. 4"7:-
COMPLIANCE WITH LAWS AND REGULATIONS o
A. Laws, Regulations and Orders: P

This agreement shall be subject to the applicable laws of the state in which the Concract Area is located, to the va)ul rules,

regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable fedenl state,
and local laws, ordinances, rules, regulations and orders.

B. Governing Law: _..;.;
This agreement and all macters pertaining hereto, including but not limited to matters of pe:formmcq noa-
performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and

determined by the law of the state in which the Contract Area is located. If the Contract Ares is in two or mgrejnm.
the law of the state of NEW. MEXICO shall govern. ity

C. Regulatory Agencies: i 4
Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive of release any
rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or .

.16 -



’

_ -/
~ AAAP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

1  orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
2 production of wells, on tracts offsetting or adjacent to the Contract 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 action arising out of, incident to or resulting directly or indirectly from Operator's interpretation
S  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  consticute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of
8  production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such
9 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such
10  incorrect interpreration 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 1o which it is tendered or which are listed on Exhibit "A™ as owning an interest in the Contract Area or which
17 own, in fact, an interest in the Contract Ares. 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  evenc later than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, tecminate chis

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 rerurned 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 Exhibic "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 1o the benefic of the parties hereto and theit respective 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 Contract Area.

33 C. Counterparcs:

34 This instrument may be executed in any number of counterparts, each of which shall be considered an original for sll

35  purposes.

36 D. Severability:

37 For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federsl bankruptcy laws,

38  this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any parey o

39  this agreement to comply with all of its financial obligations provided herein shall be a material defaule.

40 ARTICLE XV1.

41 OTHER PROVISIONS
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IN1yITNESS WHEREOF, this agreement shall be effective as of
the _|# "day of JuLyY , 1997

OPERATOR

SHAHARA OIL, LLC

o s C (e Ron

ACKNOWLEDGMENTS

State of New Mexico
County of Eddy

This instrument was acknowledged before me on .SLA% ‘lth ,
1997, by Perry L. Hughes as president of Shahara 0il, LLC, a New

Mexico corporation.
Indla Wanaked(

Notary Public

(Seal) My commission expires :Amur_ﬂ@
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EXHIBIT “A"

(1) Description of lands subject to this Agreement:

W% Section 16, Township 17 South, Range 33 East N.M.P.M., Lea
County, MNew Mexico

(2) Restriotions, if any, as to depths, formations or substanoces:

The Grayburg/San Andres formations, the vertical limits of
which extend from approximately 4100 feet below the surface to a
lower depth of 5500 feet within the Unit Area.

(3) Parties to Agreement with aaaresses and telephone numbers for
notice purposes:

Shahara 0il, 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 2359

Midland, Texas 79702
(915) 684-9846

Ogden Sharon Hudnall

Ogden Sharon Hudnall Trust No. 2
703 First Place

Tyler, Texas 75702

(903) 595-1057

Lometa Hudnall Cox

Lometa Hudnall Cox Trust No. 2
700 First 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) 0il and Gas Leases subject to this Agreement:

0il and Gas Lease B-2148 issued on September 11, 1933 by the
STate of New Mexico, Lessor, to Phillips Petroleum Company, Lessee

(6) Burdens on production:

Oowners Amounts
State of New Mexico .1250000 RI
Phillips 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 .0040332 ORI
Falls, Independent Executor of
the Dottie M. Swarts Estate

BarMar, Inc. .0015272 ORI
Barry L. Antweil .0015272 ORI
B.G. Davis .0015272 ORI
R.M. Williams .0015272 ORI
JLW Management Company .0034362 ORI
Perry L. Hughes .0199374 ORI
Petco Ltd. .0087227 PP
Rowland Curtis McBroom . 0007465 ORI

.2291979
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EXHIBIT “c "
1 Attached to and made a part of OPERATING AGREEMENT DATED AS oF JULY 17, 1997. petween
2 SHAHARA OIL ., LLC _as OPERATOR and NON-OPERATORS AS LISTED ON EXHIBIT "A"
3 CONCERNING THE W/2 SECTION 16, T17S, R33E, LEA COUNTY, NEW_MEXICO
1 _
5
6
1
8 ACCOUNTING PROCEDURE
9
10 JOINT OPERATIONS
11
12 I. GENERAL PROVISIONS
13
14 1. Definitions
15
16

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

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
19 maintenance of the Joint Property.

“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.

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

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

24 “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
27 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
30 problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursablé 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

46

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 ,

51 B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days 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 __MIDLAND =
53 _AMERICAN BANK 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,
56

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 . 3

69 COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.

70
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6.

Audits

A,

11

A Non-Operator, upon nolice in wrilime (o Operator and all other Non-Operators, shail have the right to audit
Operator’s aceomts and vecords velating to the Joint Account for any calendar year within the twenty-four
28 month previed following the end of suel ealendae vear: provided, however, the making of an audit shall not
extemd the fime for the taking of written exeeplion o and the adjustments of accounts as provided for in
Paragraph 4 of this Section L Where there are two or more Non-Operators, the Non-Operators shall make
every reasonable effort lo conduet ajoint audil in a0 nsmner which will resolt in a minimuam of inconvenience
o the Operator. Operator shall hear no portion of the Non-Operators’ audit cost incurred under this
parageaph unless agreed {o by the Operator, The andits shall nol be conducted more than once each year
withoul prior approval of Operalor, exeept upon the resignation or removal of the Operator, and shall be made
al the expense of hose Non Operators approving such andit,

The Operator shall reply in writingg to an andit report within 180 days after receipt of such report.

Approval By Non-Operators

Where an approval or other agreement of the Parties or Nan-Operators is expressly required under other sections of
this Accounting Procedure snd il the agrcement to svhich this Accounting Procedure is atlached containg no
contrary provigions in regavd thereto, Operatar shall notify all Non-Operators of the Operator's proposal, and the
apreeement or approval of a majority in inlerest of the Non-Operators shall be controlling on all Non-Operatars.

IL DIRECT CHARGES

Operator shall charge the Joinl Account with the following ilems:

2,

3.

4.

Feological and Environmental

Hi

Costs incurred for the benefit of the Joint Property as a resull of governmental or regulalory requirements lo satisfy
environmental considerations applicable to the Joinl Operations. Such costs may include surveys of an ecological or
archacological nalure and pollution control procedures as requived by applicable laws and regulations,

Rentals and Royalties

Lease rentals and royallies paid by Operator for the Joinl Operations,

Labor

A,

B.

C.

n.

(1)  Salaries and wages of Operutor's ficld employees directly employed on the Joint Property in the conduct of

Joint Operations.

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

()  Salaries and wagc{x of Technical Employees directly employed on the Joint Property if such charges are

excluded from the gverhead rales.

(1) Salaries and wages of Technical Fmployees either temporarily or permanently assigned to and direct)y

employed in the operation of the Joint Property if such charges are excluded from the overhead rales.

Operators cost of holiday, vacation, sickness and disability benefits and other customary allowances paid U
cmployees whose salaries and wages are chargeable W the Joint Account under Paragraph 3A of this Section 1l
Such costs under this Pacagraph 313 may be charged on a “when and as paid basis” or by “percenlage assessment

on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section
percentage assessment is used, the rale shall be based on the Operator's cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which ar

applicable o Operators costs chargeable W the Joint Account under Paragraphs 3A and 3B of this Section 11.

Personal Fxpenses of those employces whose salaries and wages are chargeable to the Joint Account unde

Paragraph 3A of this Section 11.

Employee Benefils

Operalor's current costs of established plans for employees’ group life insurance, hospitalization, pension, retiremen
stock purchase, thrift, bonus, and olher benefil plans of a like nature, applicable lo Operator's labor cost chargeable to th
Joint Account under Paragraphs 3A and 313 of this Section 1l shall be Operator's actual cost not to exceed the percer
most recently recommended by the Couneil of Petroieum Accountants Socielies.
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=

Materinl

Materinl purchased or furnished by Operidor for use on the Joint Property as provided under Section 1V. Only such
Material shall be purchased for or teansferred o the Joinl Property as may be requirved for immedinte use and is
reasopably practical and consislent with efficient. and cconomieal operations. The acewmulation of surplus stocks shall he
avoided,

Transportation
Transportation of employees mnd Material necessary for the Joint Operations but subject (o the following limitations:

A. U Malerial is moved Lo the Jdoinl. Property from the Operalor’s warehouse or other properlies, no charge shall be
made to the Joint Aceount. for a distinee greater than the distance from the nearest reliable supply store where like
niterial is noemally available or railway receiving point nearest the Joint Property unless agreerd to by the I'nrlics.

B, I surplus Malerial is moved o Operalor's warchouse or other storage point, no charge shall be made to the Joint
Accounl for a distance greater than the distanee to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made lo the Joint Aceonnt for maving Material (o other properties belonging o Operalor, unless agreed o by Uhe
Iarties.

. In the application of subparagraphs A and B above, the oplion o equalize or charge actual trucking cost is
avaiilable when the actual charge is $400 or less exeluding accessorial charges. The $400 will he adjusted o the
amount most recently recommended by (the Council of Petroleum Accountan(s Societies.

Services

The cost of contract services, equipment and ulititics provided by outside sources, except services excluded by Paragraph
10 of Section 11 and Pacaggraph i, i and i, of Section L The cost of professional consultant services and contract
services of technical personnel divectly engaged on the Joint Property il such charges are .excluded from the overhead
rates. The cost of professional consullant zervices or conlract services of technical personnel not directly engaged on the
Joint Property shall not be charged to the Joint Accounl unless previously agreed W by the Parties.

Equipment and Faeilities Furnished I3y Operator

A.  Operator shall charge the Joint Aceounl for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairg, olther operating
expense, insurance, laxes, depreciation, and inlercst on gross investment less accumulated depreciation not to
exceed EIGHTEEN _ _ pereent ( _1.8 %) per annum. Such rates shall not exceed average commercinl

rates currently prevailing in the immediale area of the Joint Properly.

B.  In lieu of charges in paragraph 8A above, Operalor may elecl to use average commercial rates prevailing in the
immediate area of e Joint Property less 20%. For automolive equipment, Operator may elecl o use rates
published by the Petréleum Motor ‘Transport Association,

Damages and Losses to Joint Property

All costs or expenses neeessary for the repair or replacement of Joint Properly made necessary because of damages or
losses incurred by fire, flomd, storm, theft, accident, or other cause, except those resulting from Operalor's gross
negligence or willlul misconduct. Operator shall furnish Non-Operator writlen nolice of damages or losses incurred as
svon as practicable alter a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigaling and setUing litigation or claims, discharging ol liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulling from operations under the agreement or necessary i
protect or recover the Joinl Property, except that no charge for services of Operator's legal staff or fees or expense o
oufside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered o Iy
covered by the overhead provisions of Scclion 1 unless otherwise agreed to by the Partics, except as provided in Sectior
1, Paragraph 3.

Taxes

Al taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereo!
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the a
valorem laxes are based in whole or in parl upon scparale valuations of cach party's working interest, the
notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Partie
hereto in accordance wilh the tax value generated by each parly’s working inlerest.

-3-
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l 12,  Insurance

2
1 Net preminms paid for insurance vequired to he earrvied for the Joinl Operations for the protection of the arties. In the
A evenl Joinl Operations are eonducled in 2 stale in which Operalor may act as sell-insurer for Worker's Compensation
5 alfor Fmplovers Liability under the regpeelive stade’s biaws, Operator may, at il election, include the rvisk wnder ils self-
6 ingueanee progeam and in that event, Operador shall inelude aceharge at Operator’s cost nol W exceed manual rales.
7
R 113 Abandonment and Reclamation
9
1} Costs incurred for abandonment. of the Joint Property, including costs required by governmental or other regulatory
1" authority.
i2
{1 14, Communications
14
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication syslems, including radio and
16 micrownve facilities direetly serving the Joind, Droperty. tn the evenl communication facilities/systems serving the Joint
17 Property are Operator owned, charges o the Joint Account shall be made as pravided in Paragraph 8 of this Scetion 11
18
19 5.  Other Expenditures
20
21 Any other expenditure not covercd or deall with in the foregoing provisions of this Section 1, or in Section I11 and which
22 is of direet benelit to the Joint Property and is incurved by the Operalor in the necessary and proper conduct of the Joint
24 Operalions.
24
26
26 . OVERIHEAD
21
28 1. Overhead - Drilling and Producing Operations
29
an i. Az compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
31 drifling and producing operalions on either:
32
Bk { X ) Fixed Rate Basis, Maragraph 1A, or
M { ) Percentage Basis, Paragraph 1B
a5
16 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
a7 salarics or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
as aragraph 3A, Scction T ‘The cost and expense of services from oulside sources in connection with matters of
10 taxalion, traffie, aceounting or matters before or involving governmental agencies shall be considered as included in
40 the uverhend rates provided for in the above selecled Paragraph of this Seclion 111 unless such cost and expense are
41 agreed o by Lthe Parties as a direet charge to the Joint Account.
42
BN itl.  The salaries, wages and Personal Fxpenses of Technical Employees and/or the cost of professional consultant
44 services and contract services of Llechnical personnel directly employed on the Joint 'roperty:
4b
46 ( ) shall be covered by the overhead rates, or
47 { X ) shall not be covered by the overhead rates.
48
49 jiii.  ‘The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
H0 and contract services of technical personnel either temporarily or permancently assigned to and directly employed in
51 the operation of the Joinl P'roperly:
h2
53 () shall be covered by the overhead rates, or
54 (X ) shall not be covered by the overhead rales.
66 .
56 A. Overhead - Fixed Rate Basis
67
h8 (1)  Operator shall charge the Joint Account at the following rates per well per month:
59
60 Drilling Well Rate $ _3000,00
6t {Prorated for less than a full month)
62
63 Producing Well Rale $ 375.00
G4
66 (2) Application of Overhead - Fixed Rate Basis shall be as follows:
66
67 (a) Drilling Well Rale
68
(9 (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, whicheve:
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1 is later, except thal o charge shall be made during suspension of drilling or completion operations
A forr fifteen (16) or more conseeutive ealendar days.
K]
4 (2} Chargges fur wells underpoing any type of warkover or recompletion for a period of five ()
[ conseendive work davs or more shall he made al the drilling well rate. Such charges shall he
H applied Tor thie peried from date workover operations, with rig or other units used in workover,
7 commenee through date of vigr or other 1mit release, exeepl that no charge shall he made during
R suspension of operations for fifleen (15) or more consecutive calendar days,
9
10 (b)  Praducing Well ldes
131
12 (1} An active well either produced or injected inlo for any portion of the month shall be considered as
K a one-well charge Tor the enlire month,
4
1 (2)  Bach active completion in a multi-completed well in which production is not commingled down
1% hole shall e considered as a one-well charge providing cach completion is considered a separate
17 well by the governing regulatory authority.
1]
19 ) An inactive gas well shat in beeause of overproduction or failure of purchaser to take the
20 production shall be considered a8 a one-well charge providing the gas well is directly conneeted to
21 a permanent sales outlet.
22
21 (1) A one-well charge shall he made for the month in which plugging and abandonment operations
24 are completed on any well. This oneawell charge shall be made whether or not the well has
26 produced except when drilling well rate applies.
26
27 (5) Al other inaclive wells (including bul not limited to inactive wells covered by unit allowable, lease
29 allowable, transferved allowable, cte.) shall nol qualify for an overhead charge.
29
a0 (M The well rates shall be aljusted as of the first day of April each year following the effective date of the
M agreement to which (his Acenunting Procedure is attached. The adjustinent shalt be computed by multiplying
1Y) the rate currently in use by Lthe percenlage increase or decrease in Lhe average weekly earnings of Crude
an Petroleum and Gas Production Warkers for the last calendar year compared to the calendar year preceding as
KT shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
113 by the United States Departinent of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
2 published by Statisties Canada, as applicable. The adjusted rales shall be the rates currently in use, plus or
37 minus Lthe computed adjustment.
38 ‘
39 B. Overhead - Percentage Basis
40
41 (1)  Operator shall charge the Joint Account at the following rates:
42
43 (a) Development
44 .
Ah e DPercent ( —_ %) of the cost of development of the Joint Properly exclusive of coats
46 provided under Paragraph 10 of Scetion I and all salvage credits.
47
48 (b) Operating
49
50 — Tercent ( — %) of the cost of operating the Joint Property exclusive of costs provided
3| under aragraphs 2 and 10 of Secction 11, all salvage credits, the value of injected substances purchased
52 for secondary recovery and all taxes and asscssments which are levied, assessed and paid upon the
653 mineral inlerest in and lo the Joint Property.
o4
66 (2) Applicalion of Overhead - l‘erccntage Basis shall be as follows:
66
657 For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III,
n8 development shall include all cosls in connection with drilling, redrilling, deepening, or any remedial
59 operations on any or all wells involving the use of drilling rig and crew capable of drilling o the producing
G0 interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and
1 expendilures incurred in abandoning when the well is not compleled as a producer, and original cost of
62 construction or installation of fixed assels, the expansion of fixed assels and any other project clearly
| discernible as a fixed assel, excepl Major Construction as defined in Paragraph 2 of this Section J11. ANl other
64 costs shall be considered as operating.
65
66 2. Overhead - Major Construction
67
68 Th compensnte Operator for overhead costs incurred in the construclion and instaliation of fixed assels, the expansion of
(] fixed nssets, and any olher project clearly discernible as a fixed asset required for the development and operation of the

70 Joinl Property, Operator shall cither negotiule a rate prior lo the beginning of construction, or shall charge the Joint
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Aceount for overhend based on the following rates for any Major Construction projecl iR R K XXX R XX KX KX

Av o "of first $100,000 or total cost if less, plus
B " of costs in exeess of $100,000 but less than $1,000,000, plus
Co— %ol costs in excess of $1,000,000,

D.$100.00 PER DAY.

Tital cost shall mean the gross cosk of any ane projeet. For the purpose of this paragraph, the component parts of a single
projeet shall not be treated separately aml the cost of deilling and workover wells and artificial 1ift equipment shall be
excluded.

3. Catastrophe Overhead

'th commpensate Operator for overhend costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricase, or other catastrophes as agreed (o by the Parties, which are
necessary o restore the Joint Property 1o the equivalent condition thal existed prior o Lhe evenl causing the
expenditures, Operalor shall cither negoliate a rale prior to eharging the Joint Aceount or shall charge the Joinl Acconnt
for averhead based on the following rates:

A N/ZA____ % of intad costs through $100,000; plus
B . _N/ZA___“%of lotal costs in exeess of $100,000 bul less than $1,000,000; plus

¢ N/A % aftotal costs in excess of $1.000,000.

IRxpenditures subject Lo the overhemds above will not be reduced by insurance recoveries, amd no other overhead
provisions of thig Scetion T shall apply.

4. Amendment of Ratles

The vverhead rates provided for in this Section 11 may be amended from lime to time only by mutual agreement
hetween the Parties hereto if, in practice, the rates are found Lo be insufficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credils for all Material
movements affecting the Joint Property. Operator shall provide all Malerial for use on the Joint Properly; however, at
Operalor's option, such Material may be supplied by the Non-Operator. Operator shall inake timely disposition of idle and/or
surplus Material, such disposal being made cither through sale to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator may pirchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition
A or 1} Material. The disposal of surplus Controllable Material nol purchased by the Operator shall be agreed to by the Parties.

1.  Purchases

Material purchased shall be charged at the price paid by Operator afler deduction of all discounts reccived. In case of
Malerial found to be defeclive or relurned o vendor for any olher reasons, credit shall be passed to the Joint Account
when adjustiment has been received by the Operator.

2. Transfers and Disposilions

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

A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(/) Tubular goods, sized 2% inches OD and larger, cxcept 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 earload weight basis o the railway receiving poinl nearest the Joint Property for which
published rail rates for tubular gomds exist. If the 80,000 pound rail rale is not offered, the 70,000 pound
or 20,000 pound rail rale may be used. Freight charges for tubing will be calculated from Lorain, Ohio
and casing from Youngslown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway receiving poinl nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). IPor transportalion cost from points other than Eastern mills, the 30,000
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pound O Fiold {faulers Assovialion intersiate truck rate shall be used.

Speeial emd Tinish tabakar poods shall be priced al the lowest published out-of-stock price, f.o.b. Houston,
Toxns, plus Gransporiation cost, using Oil Field Haolers Association inlerstate 30,000 pound Gruck rate,
lo the railway reecivimge poinl newreest the Joinl Property.

Macaroni Lubinge (gize fess than 2% ineh OD) shall be priced at the lowest published out-of-stock prices
fo.h. the supplier plug transportation costs, using the Oil IPield [Taulers Association interstate truck rate
per weigght of tubing transferred, to tie railway receiving point neavest the Joint Property.

Line Pipe

(a1)

(h

(¢)

()

Line pipe movements (exeept size 24 inch OD and larger with walls % inch and over) 30,0600 pounds or
maore shall be priced wder provisions of tubular goads pricing in Paragraph A (1)Xa) as provided above.
Freisgtht eharpes shall be ealeulated from Lorain, Obio.

Line pipe movements (exeept size 24 inch OD and larger with walls % inch and over) less than 30,000
pounds shall be priced at Bastern mill pmblished earload base prices effeclive as of date of shipment,
plus 20 percent, plus trangportation costs hased on freight rates as set forth under provisions of tubular
pends pricing in Pacageaph AIa) as provided above. Freight charges shall be calculated from Laorain,
Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the puint of
manufacture al current new published prices plus transportation cost lo the railway receiving point
nearest the Joint ['roperty.

Line pipe, inchuling fabricaled line pipe, drive pipe and conduit not listed on published price lists shall
Lie priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or al
prices agreed o by the Parties.

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

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current
new price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Property, or
moint of manufacture, plus transporiation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulirs will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1

(2)

@

Material moved lo the Juint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A.
Material used on and moved from the Joint Property

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

(b) At sixty-five pereent (65%) of current new price, as determined by Paragraph A, if Material waa
originally charged to the Joint Account as used Material.

Material nol used on and moved from the Joint Property

Al sevently-five pereent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, il any, shall be absorbed by the transferring property.

Other Used Malerial

)]

Condition C

Malerial which is not in sound and serviceable condition and not suitable for its original function unti
after reconditioning shall be priced at fifly percent (50%) of current new price as determined by
Paragraph A, ‘The cost of reconditioning shall be charged o the receiving property, provided Conditior
C value plus cost of reconditioning does nol exceed Condition I3 value.
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(2) Condition D

Material, exeluding junk, no longer suitable for its original purpose, but usable for some olher purpose
shall be priced on o basis commensurate with its use. Operator may dispose of Condition 1) Material
sder procedures normally ased Ly Operator withoul prior approval of Non-Operators.

() Casinge, tobing, or deill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weighl, Used eaging, tubing or drill pipe utilized as line pipe shall he
priced at used line pipe prices.

(h)  Casingz, tubing or drill pipe used as higher pressure service lines than standavd line pipe, e.g.
ponver oil lines, shall Le priced under noemad pricing procedures for easing, tubing, or drill pipe.
Upsel tabulare gromds shall he priced on a non npset basis.

1)  Condition I5

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

1).  Ohsolete Malerial

Material which is serviceable and usable for its original funetion but condition and/or value of such Material
is not enquivalent to thal whiel would justify o price as provided above may be specially priced as agreed W by
the Partics. Such price should vesult in the Joint Account being charged with the value of the service
rendered by such Malerial.,

I5.  Pricing Conditions

(1)  Loading or unloading costs may be charged (o the Joint Account at the rate of twenty-five cents (26¢)
per hundred weighl on all tabular gods movemients, 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
Seetion [, Paragraph LA(3). Fach year, the rale caleulated shall be rounded to the nearest cent and
shall be the vale in effect until the first day of April next year, Such rate shall be published each year
by the Council of 'elroleum Accountants Socielies.

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

Premium Prices

Whenever Materinl is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual cnuses over which the Operator hias no control, the Operator may charge the Joint Account for the required
Maderial at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving it
to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Malerial. [Sach Non-Operator shall have the right, by so elecling and notifying Operator within
ten days after receiving notice from Operator, Lo furnish in kind all or part of his share of such Material suilable for use
and acceplable to Operalor.,

Warranty of Matervial Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

PPeriodic Inventories, Notice and Representation

At reasonable intervals, invenlories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of inlention lo Lake inventory shall be given by Operalor at least thirly (30) days before any invenlory is lo begin so that
Non-Operators may be represenled when any invenlory is taken. [Pailure of Non-Operalors o be represented al an
inventory shall bind Non-Operators to aceepl the inventory laken by Operator,

IRteconcilintion and Adjustment of Inventories

Adjnstments o the Joint Aceount resulling from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventlory. Inventory adjustments shall be made by Operator to the Joint Account for

-8-
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1 overages and shortages, but, Operalor shall be held accountable only for shortages due to lack of reasonable diligence.

3 3. Special Inventories

n Spwecial inventories may he taken whenever theee is any sale, changze of interest, or change of Operalor in the Joint
0 Property. 1L shall be the didy of the paety selling to notify all other Pareties as quickly as possible afler the transfer of
7 interest fakes place. In soeh eases, both the seller and the purehaser shall be governed by such inventory. In cases
& involving a change of Operator, all Parlies shall he governed by sueh inventory.

10 4. xpense of Conducting Inventories

12 A.  The expense of conducting perviodie inventories ghall not he charged to the Joint Account unless agreed (o by the
i3 artics.

1

15 . The expense of condueting speeial inventories shall be charged to the Parties reyuesting such inventories, excepl
1 inventories required due to ehange of Operator shall be charged o the Joint Account.

17
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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 ratifies the

same for all purposes.

Dated this / é day of @244167 , 1998

(Signature

L /7 < (erEn

(Printed Name)

STATE OF T EXAS
COUNTY OF M /DLAND

The foregoing instrument was acknowledged before me this 8’*

day of _FEARUARY , 1998, by _ _Date Me CARIER. .

My Commission Expires: ;

Notary Public
A-9-9¢

Moy Pab, Sk o T
Commiseion Expires 02-00-00
STATE OF wl
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 Mexlco, and hereby ratifies the same for all purposes.

Dated this d day of /5'81/4"27 , 199/f

(SAignature)

JZZZQ?'/éZ?CCk¢/27L/

(Printed Name)

STATE OF 7&XAS
COUNTY OF M /bLAnND

The foregoing instrument was acknowledged before me this ifﬁb

day of _ FERRUARY , 1998, by __DALE MeCRerTzh.. .
My Commission Expires: Nétary Publi
o’{"//%) TINA GREER
nmmsmarm
My Commission Expires 02-00-08
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 ratifies the same for all purposes.

hyy)
Dated this 2% day of uj( , 1997.
Mountaineer lelted { /J“\\Q’k
Partnership (Slgnature)

oy L. /\#Gﬁ‘c,

(Printed Name)

STATE OF
COUNTY OF
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 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 ratifies the same for all purposes.

Dated this 25th day of July , 1997.

(S4Agnature)

Ogden Sharon Hudnall, Individually
(Printed Name)

STATE OF TEXAS
COUNTY OF SMITH

The foregoing instrument was acknowledged before me this 25th
day of July , 1997, by _Ogden Sharon Hudnall .

®mm

== Notary Public

My Commission Expires:

12-11-97
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 ratifies the same for all purposes.

Dated this 25th day of July , 1997.

Ogden Sharon Hudnall, Trustee
(Printed Name)

STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this
day of s 1997, by .
My Commission Expires: Notary Public

STATE OF TEXAS
COUNTY OF SMITH

The foregoing instrument was acknowledged before me this 25th

day of July , 1997, by Ogden Sharon Hudnall . of
Ogden Sharon Hudnall Trust #2 , a __Trustee coxporatien, on -
behalf of the eerperatien. _ :

Trust.

My Commission Expires: Notary Public

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 ratifies the same for all purposes.

pated this /FT0 day of @WZ . 1997.
(

»Q\{ﬂ oo A Lrre. Q«IL

(Signature)lometa Anne Cox, Individually

Lometa Anne Cox
(Printed Name)

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this zsz
day of m , 1997, by _Lometa Anne Cox .
d
My Commission Expires: \NotaryVPublic
[o-£-99
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, @ 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 ratifies the same for all purposes.

Dated this & day of %M_;t , 1997.

X porgli $ecolnall Coy

(Signature) Lometa Hudnall Cox, Trustee
Lometa Hudnall Cox Tr. #2

Lam;m Hupuarl Cox

(Printed Name) Lometa Hudnall Cox

STATE OF

COUNTY OF :
The foregoing instrument was acknowledged before me this/?ajb

day of _%M , 1997, by _Lometa Hudnall Cox, Trustee .

My Commission Expires:

/a,/r/ 99

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 ratifies the same for all purposes.

Dated this [fzz’ day of 997.

Sy aAA

(Signature) sam Roosth, Trustee
Lometa Hudnall Cox Tr. #2

(Printed Name)

STATE OF
COUNTY OF

day of , 1997, by Sam Roosth, T .

Lo

The f%_ going instrument was acknowledged before me this M)

My Commission Expires: Notary Plblic
[o-F99
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by ,. of
, Q corporation, on

behalf of the corporation.

My Commission Expires: Notary Public
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