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Federal Express 
Hand Delivered 

Oil Conservation Commission 
1220 South Saint Francis Drive 
Santa Fe, New Mexico 87505 

Re: TMBR/Sharp Drilling, Inc. 's Prt-Hearing Statement 
Order No. R-U700 
NMOCD Case 12731 
Application of TMBR/Sharp Drilling, Inc. 
for an order staying David H. Arrington 
Oil & Gas, Inc. from commencing 
operations, Lea County, New Mexico. 

NMOCD Case 12744 
Application of TMBR/Sharp Drilling, Inc. 
appealing the Hobbs District Supervisor's 
decision denying approval of two applications 
for permit to drill filed by TMBR/Sharp 
Drilling, Inc., Lea County, New Mexico 

Dear Member of the Commission: 

On behalf of TMBR/Sharp Drilling, Inc., and in accordance with correspondence 
from the Commission's attorney, please find enclosed TMBR/Sharp's Pre-Hearing 
Statement and Exhibits for the hearing scheduled for March 26, 2002. 

Very truly yours 

W< Thomas Kellahin 

cc: Steve Ross, Esq. 
Attorney for the Commission 
Earnest Carroll, Esq. 

Attorney for Arrington 
cc: TMBR/Sharp 

Rick Montgomery, Esq. 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

APPLICATION OF TMBR/SHARP DRILLING, INC. CASE NO. 12731 
FOR AN ORDER STAYING DIVISION APPROVAL 
OF TWO APPLICATIONS FOR PERMIT TO DRILL 
BY DAVTD H. ARRINGTON ODL & GAS, INC. 
LEA COUNTY, NEW MEXICO 

APPLICATION OF TMBR/SHARP DRILLING, INC. CASE NO. 12744 
APPEALING THE HOBBS DISTRICT SUPERVISOR'S 
DECISION DENYING APPROVAL OF TWO 
APPLICATIONS FOR PERMIT TO DRLLL FELED 
BY TMBR/SHARP DRILLING INC. 
LEA COUNTY, NEW MEXICO 

TMBR/SHARP DRILLING, INC. 
PRE-HEARING STATEMENT 

This pre-hearing statement is submitted by TMBR.Sharp Drilling Inc., as required 
by the Oil Conservation Commission. 

APPEARANCE OF PARTIES 

APPLICANT ATTORNEY 

TMBR/Sharp Drilling, Inc. 
P. O; Box 10970 
Midland, Texas 79702 
(915) 699-5050 

attn: Tom Bell 

W. Thomas Kellahin 
KELLAHIN & KELLAHIN 
P..O. Box 2265 
Santa Fe, NM 87504 
(505) 982-4285 

Susan Richardson, Esq. 
Richard Montgomery, Esq. 
Cotton, Bledsoe, Tighe & Dawson 
500 W. Illinois 
Midland, Texas 79701-4437 
(915) 684-5782 
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OPPOSITION OR OTHER PARTY ATTORNEY 

David H. Arringion Oil & Gas Inc. Earnest Carroll, Esq. 

RELIEF REQUESTED 

(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") 
and David H. Arrington Oil & Gas Inc. ("Arrington") over operations in Section 25 and 
the E/2 of Section 23, T16S, R35E, NMPM, Lea County, New Mexico: 

(a) TMBR/Sharp seeks at APD for this Blue Fin "25" Well 
No. 1 for the N/2 of Section 25; 

(b) Arrington seeks at APD for this Triple Hackle Dragon 
"25" Well No. 1 for the W/2 of Section 25; 

and 

(c) Arrington's C-102 for Blue Drake 23 Well No. 
E/2 Section 23, T16S, R35E 

(d) TMBR/Sharp's C-102 for Leavelle 23 Well No. 1 
E/2 Section 23, T16S, R35E 

(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs) 
competing Applications for Permit to Drill ("APD") 

(3) The competing APDs are in conflict with each other in that the drilling of these 
two wells by one party will preclude the drilling of the other two wells by the other 
party. 
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(4) The Supervisor of the Hobbs Office of the Division has approved the two 
Arrington APDs and correspondingly denied the two TMBR/Sharp APDs. 

(5) Arrington obtained approval of its applications for permits to drill predicated 
upon its assumption that two oil & gas leases held by TMBR/Sharp had expired and that 
two "top leases" now held by Arrington are in effect. 

* (6) Except for Arrington's actions in claiming the top lease interest it had no 
interest in the W/2 of Section 25 TMBR/Sharp's APD would have been approved. 

(7) TMBR/Sharp appealed this action to the Division which held a hearing on 
September 20, 2001. 

(8) On December 13, 2001, the Division entered Order R-l 1700 denied 
TMBR/Sharp's Applications for Permit to Drill ("APDs") because the Division had 
previously approved David H. Arrington's APDs and stated in this order that: 

(a) "(22) "Arrington has demonstrated an least a colorable claim 
of title that would confer upon it a right to drill its proposed 
wells, no basis exists to reverse or overrule the action of the 
District Supervisor in approving the Arrington APDs." 

(b) "(21) The Oil Conservation Division has no jurisdiction to 
determine the validity of any title, or the validity or 
continuation in force and effect of any oil and gas lease. 
Exclusive jurisdiction of such matters resides in the courts of 
the State of New Mexico" 

(9) The Division also concluded in paragraph (25) of Order R-l 1700 that "...the 
Division has jurisdiction to revoke its approval of any APD in an appropriate case..." 
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(10) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District 
Court, Lea County, New Mexico seeking a judicial determination of, among other things, 
the validity of Arrington's claim of title. 

(11) On December 27, 2001, the District Court entered a order holding that 
Arrington's assumptions were wrong and entered Summary Judgment in favor the 
TMBR/Sharp. Arrington's claim of interest in the top leases has failed and 
•CMBR/Sharp's leases are still valid. 

(12) Contrary to Division Order R-l 1700, Arrington failed to demonstrate 
"colorable title" at the time its APDs were approved. 

(13) TMBR/Sharp is now entitled to have its APD issued by the Division without 
inference from Arrington. 

EVIDENCE AND EXfflBITS 

EXHD3IT 1: 

(a) Arrington's C-102 for Triple Hackle Dragon 25 Well No. 1 
W/2 Section 25, T16S, R35E dated 7/17/01 

(b) TMBR/Sharp's C-102 for Bluefin 25 Well No. 1 
N/2 Section 25, T16S, R35E dated 8/7/01 

(c) Arrington's C-102 for Blue Drake 23 Well No. 1 
E/2 Section 23, T16S, R35E dated 7/25/01 

(d) TMBR/Sharp's C-102 for Leavelle 23 Well No. 1 
E/2 Section 23, T16S, R35E dated 8/7/01 
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EXHIBIT 2: 

On July 17, 2001, Arrington filed an application for permit to drill ("APD" including 
Division Form C-101 and Form C-102) and on the same day obtained approval from the 
OCD-Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, 
T16S, R35E, Lea County, New Mexico. 

-EXHIBIT 3: 

On July 30, 2001, Arrington filed an application for permit to drill ("APD" including 
Division Form C-l-1 and Form C-102) and on the same day obtained approval from the 
OCD-Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S, 
R35E, Lea County, New Mexico. 

EXHIBIT 4: 

On August 8, 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25 Well No. 1 to be 
dedicated to a 320-acre spacing unit consisting of the N/2 of Section 25, T16S, R35E 
stating that the permit granted to Arrington for his Triple Hackle Dragon Well No. 1 with 
a W/2 spacing unit orientation precluded the approval of TMBR/Sharp's application. 

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp's APD. 

EXHIBIT 5: 

On August 8, 2001, TMBR/Sharp filed an APD permit to drill its Leavelle 23 Well No. 
1 to be dedicated to a 320-acre spacing unit consisting of the E/2 of Section 23, T16S, 
R35E stating that the permit granted to Arrington for his Blue Drake 23 Well No. 1 also 
with a E/2 spacing unit orientation precluded the approval of TMBR/Sharp's application. 

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp's APD 



STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 
OIL CONSERVATION DIVISION 

TMBR/SHARP EXHIBIT 

EXHIBIT DESCRIPTION 
1 Timeline of Events Relating to Section 23 

2 Timeline of Events Relating to Section 25 
3 Arrington's C-102 for Triple-Hackle Dragon 25 Well No. 1 W/2 

Section25, T16S, R35E dated 7/17/01 

TMBR/Sharp's C-102 for Bluefin 25 Well No. 1 N/2 Section 25, T16S, 
R35E dated 8/7/01 

4 Arrington's C-102 for Blue Drake 23 Well No. 1 E/2 Section 23, T16S, 
R35E dated 7/25/01 

TMBR Sharp's C-102 for Leavelle 23 Well No. 1 E/2 Section 23, T16S, 
R35E dated 8/7/01 

5 On July 17, 2001, Arrington filed an application for permit to drill 
("APD" including Division Form C-101 and Form C-102) and on the 
same day obtained approval from the OCD-Hobbs to drill the Triple 
Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, T16S, R35E, Lea 
County, New Mexico 

6 On July 30 2001 Arrington filed an application for permit to drill ("APD" 
including Division Form C-l-1 and Form C-102) and on the same day 
obtained approval from the OCD-Hobbs to drill the Blue Drake 23 Well 
No. 1 in the W/2 of Section 23, T16S, R35E, Lea County, New Mexico 

7 On August 8, 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25 
Well No. 1 to be dedicated to a 320-acre spacing unit consisting of the 
W/2 of Section 25, T16S, R35E stating that the permit granted to 
Arrington for his Triple-Hackle Dragon Well No. 1 with a N/2 spacing 
unit orientation precluded the approval of TMBR/Sharp's application. 

On August 8, 2001, the OCD-Hobbs issued a letter/order denying 
TMBR/Sharp's APD 

8 Effective December 7, 1997, Madeline Stokes entered into an oil and gas 
lease with Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among 
other lands, the NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea 
County, New Mexico 

BEFORE THE 
OIL CONSERVATION COMMISSION 

Case No. 12731 Exhibit N o / j f 
Mid: CPLEASANTOO4370 0000211-321738.I Submitted By: 

TMBR/Sharp D r i l l i n g 
Hearing Date: March 26, 2002 



9 Effective December 7, 1997, Erma Stokes Hamilton entered into an oil 
and gas lease with Ameristate Oil & Gas Inc. ("Hamilton Lease") 
covering, among other lands, the NW/4SW/4 and NW/4 of Section 24, 
T16S, R35E, Lea County, New Mexico. 

10 Assignment of Oil and Gas Lease 
TMBR Sharp/Ameristate 

Primary term for both the Hamilton and Stokes lease ended at midnight 
June 6, 2001 

11 Effective July 1, 1998, TMBR/Sharp entered into an operating agreement 
covering lands in Lea County, New Mexico including the Hamilton and 
Stokes' lands 

12 On November 17, 2001, TMBR/Sharp as operator under this operating 
agreement, filed an application for permit to drill its Blue Fin "24" well 
No. 1 and to dedicate a 320-acre gas spacing and proration unit consisting 
of the W/2 of Section 24 to the well. The permit was approved on 
November 22, 2000 by the OCD. 

On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 
2001 completed its Blue Fin 24 Well No. 1 for production from the North 
Townsend Mississippian Gas Pool. 

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 
Well No. 1 was sufficient to extend the Hamilton and Stokes leases 
beyond their primary terms. 

13 On March 27, 2001, Madeline Stokes entered into an oil and gas lease 
with James D. Huff ("Stokes-Huff top lease") which covered the same 
lands as her lease to Ameristate. 

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas 
lease with James D. Huff ("Hamilton-Huff top lease") which covered the 
same lands as her lease to Ameristate. 

i 
Arrington's rights to drill and operate these wells is predicated upon his 
assumption that two oil & gas leases held by TMBR/Sharp had expired 
and that two "top leases" are now in effect. 

On September 17, 2001, Huff assigned its interest to Arrington. 
Arrington contends that he controls some or all of the operating rights in 
the Hamilton-Huff top lease and the Stokes -Huff top lease. 

14 On August 21, 2001, TMBR/sharp filed litigation in the Fifth Judicial 
District Court, Lea County, New Mexico seeking a judicial determination, 
among other things, of TMBR/Sharp's right to drill and operate wells on 
the disputed lease acreage 

Mid: CPLEASANT\004370'.000021\321738.1 



15 On September 10, 2001 a letter agreement was executed between Ocean 
Energy and Arrington. 

16 Order of the Division (Case No. 12731 and Case No. 12744) 
17 On November 20, 2001, TMBR/sharp filed its Motion for Partial 

Summary Judgment Regarding Filing of Unit Designation. 

On December 6, 2001, Arrington's response to TMBR/Sharp's Partial 
Summary Judgment regarding filing of Unit Designation was filed. 

On December 27, 2001, the Court granted partial summary judgment 
regarding the filing of unit designations. 

18 On January 28, 2002, TMBR/Sharp filed its Motion for Partial Summary 
Judgment against David H. Arrington Oil & Gas Regarding Tortious 
Interference and Brief in Support Thereof. 

On February 11, 2002, Arrington's Response was filed. 

19 On March 15, 2002, David Arrington filed a Motion to Vacate the 
Commission Hearing Set for March 26, 2002 

On March 18, 2002, Ocean Energy filed a Motion to Continue 

On March 19, 2002, TMBR/Sharp filed its Motion in Response to the 
Continuance 

20 On March 21, 2002, the OCD Denied Arrington's Motion to Continue 

21 On March 20, 2002, Arrington filed its Prehearing Statement with the 
OCD 

I 

j 

On March 22, 2002, TMBR/Sharp filed its Prehearing Statement with the 
OCD 22 Boyce 15 Well No. 1, Section 15, T16S, R35E 
C-101,C-102 

23 Boyce 15 Well No. 3, Section 15, T16S, R35E 
C-101, C-102, C-105 

24 Berry Complaint 

25 March 15, 2002 - TMBR/SHARP files a supplemental Application for 
Permit to Drill on the NW/4 of Section 25 

Mid: CPLEASANT\004370\000021\321738.1 



TIMELINE OF EVENTS RELATING TO SECTION 23 

DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

12/07/97 Ameristate Oil & Gas enters into lease 
agreements with Madeline Stokes and 
Erma Stokes Hamilton (the "Original 
Stokes Leases") which includes acreage 
in Section 23. 

07/01/98 TMBR/Sharp enters into an operating 
agreement covering oil and gas properties 
subject to the Original Stokes Leases. 

08/10/00 TMBR/Sharp enters agreements 
extending the primary term of the 
Original Stokes Leases. 

11/17/00 TMBR/Sharp files a written designation 
and application for a permit to drill (From 
C-101) with the OCD as well as a 
location and acreage dedication plat 
describing the pooled unit dedicated to 
the Blue Fin 24 No. 1 Well. 

11/22/00 TMBR/Sharp receives permit to drill the 
Blue Fin 24 No. 1 Well. 

03/27/01 Huff acquires top leases from 
Madeline Stokes and Erma 
Stokes Hamilton covering the 
same lands as the Onginal 
Stokes Leases (the "Huff Top 
Leases"). 

03/29/01 TMBR/Sharp spuds The Blue Fin 24 No. 
1 Well. 

05/15/01 TMBR/Sharp runs a drill stem test for the 
Blue Fin 24 No. 1 Well. 

06/03/01 Casing placed in the hole of the Blue Fin 
24 No. 1 Well. 

06/17/01 The primary term of the Original Stokes 
Leases expires. 

06/29/01 TMBR/Sharp produces hydrocarbons 
from the Blue 24 No. 1 Well. 

Mid: BSULUVAN\0O4370\O00O21\321705.1 



DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

07/25/01 Arrington O&G files an 
application for a permit to 
drill the Blue Drake 23 No. 1 
Well on the W/2 Section 23 

07/30/01 The OCD approves Arrington 
O&G's application for a permit 
to drill the Blue Drake 23 No. 1 
Well. 

08/06/01 First production from the Blue Fin 24 No. 
1 Well is sold. 

08/06/01 TMBR/Sharp files an application for a 
permit to drill the Leavelle 23 No. 1 Well 
on the E/2 Section 23 

08/06/01 The OCD denies 
TMBR/Sharp's application for 
a permit to drill the Leavelle 23 
No. 1 Well on the E/2 Section 
23. 

08/24/01 TMBR/Sharp files its complaint against 
Davis H. Arrington Oil &Gas, James D. 
Huff, Madeline Stokes, Erma Stokes 
Hamilton, John David Stokes and Tom 
Stokes. 

09/17/01 Huff assigns his entire 
interest in the Huff Top 
Leases to Arrington Oil & 
Gas. 

10/31/01 Arrington assigns an 
undivided 50.0% of the Huff 
Top Leases to Ocean Energy, 
Inc. 

11/14/01 Ocean signs agreement with 
Arrington regarding its farmout 
agreement including acreage in 
Section 23. 

11/20/01 TMBR/Sharp, on behalf of all Plaintiffs, 
files a Motion for Partial Summary 
Judgment Regarding Filing of Unit 
Designation. 

Mid: BSULLIVAN\O04370\OOOO21\32l705.1 



DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

12/27/01 The Court grants the unit 
designation motion for 
summary judgment filed by 
Plaintiffs and denies 
Defendant's motion for 
summary judgment regarding 
pooling. 

Mid: BSULUVAN\0O437O\O0OO21\3217O5.1 



TIMELINE OF EVENTS RELATING TO SECTION 25 

DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

12/07/97 Ameristate Oil & Gas enters into lease 
agreements with Madeline Stokes and 
Erma Stokes Hamilton (the "Original 
Stokes Leases") which includes acreage 
in Section 25. 

07/01/98 TMBR/Sharp enters into an operating 
agreement covering oil and gas properties 
subject to the Original Stokes Leases. 

08/10/00 TMBR/Sharp enters agreements 
extending the primary term of the 
Original Stokes Leases. 

11/17/00 TMBR/Sharp files a written designation 
and application for a permit to drill (From 
C-101) with the OCD as well as a 
location and acreage dedication plat 
describing the pooled unit dedicated to 
the Blue Fin 24 No. 1 Well. 

11/22/00 TMBR/Sharp receives permit to drill the 
Blue Fin 24 No. 1 Well. 

03/27/01 Huff acquires top leases from 
Madeline Stokes and Erma 
Stokes Hamilton covering the 
same lands as the Original 
Stokes Leases (the "Huff Top 
Leases"). 

03/29/01 TMBR/Sharp spuds The Blue Fin 24 No. 
1 Well. 

05/15/01 TMBR/Sharp runs a drill stem test for the 
Blue Fin 24 No. 1 Well. 

06/03/01 Casing placed in the hole of the Blue Fin 
24 No. 1 Well. 

06/17/01 The primary term of the Original Stokes 
Leases expires. 

06/29/01 TMBR/Sharp produces hydrocarbons 
from the Blue 24 No. 1 Well. 

Mid: BSULLIVAN\00437O\0O0021v321680.l 



DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

07/17/01 Arrington O&G files an 
application for a permit to 
drill the Triple Hackle 
Dragon 25 No. 1 Well on the 
W/2 of Section 25,T-16-S, 
R-35-E. 

07/19/01 The OCD approves Arrington 
O&G's application for a permit 
to drill the Triple Hackle 
Dragon 25 No. 1 Well. 

08/06/01 First production from the Blue Fin 24 No. 
1 Well is sold. 

08/06/01 TMBR/Sharp files an application for a 
permit to drill the Blue Fin 25 No. 1 Well 
on the E/2 Section 25, T-16-S, R-35-E. 

08/8/01 The OCD denies 
TMBR/Sharp's application for 
a permit to drill the Blue Fin 25 
No. 1 Well on the E/2 Section 
25. 

08/24/01 TMBR/Sharp files its complaint against 
Davis H. Arrington Oil &Gas, James D. 
Huff, Madeline Stokes, Erma Stokes 
Hamilton, John David Stokes and Tom 
Stokes. 

09/17/01 Huff assigns his entire 
interest in the Huff Top 
Leases to Arrington Oil & 
Gas. 

10/31/01 Arrington assigns an 
undivided 50.0% of the Huff 
Top Leases to Ocean Energy, 
Inc. 

11/14/01 Ocean signs agreement with 
Arrington regarding its farmout 
agreement including acreage in 
Section 25. 

11/20/01 TMBR/Sharp, on behalf of all Plaintiffs, 
files a Motion for Partial Summary 
Judgment Regarding Filing of Unit 
Designation. 

Mid: BSULLIVAN\004370\000021'\321680.1 



DATE AMERISTATE AND 
TMBR/SHARP ACTIVITY 

ARRINGTON ACTIVITY OTHER ACTIVITY 

12/27/01 The Court grants the unit 
designation motion for 
summary judgment filed by 
Plaintiffs and denies 
Defendant's motion for 
summary judgment regarding 
pooling. 

Mid: BSLLLIVAN'\004370\000021 \321680.1 



Dislrict I, 

PO Box 1080, Hobbs. NM 882411980 

district II 

811 South First. Artesia. NM 88210 

District 111 

1000 Rio Brazos Rd.. Aztec, NM 87410 

District IV 

2040 South Pacheco, Santa Fe. N M 87505 

State of New Mexico 
Energy, Minerals & Natural Resources Department 

b t l - U H t I r l t 

O I L C 0 , 1 CONSERVATION COMMISSION 
Case No. 12731 Exhibit NoJ_| 
Submitted By: 
TMBR/Sharp D r i l l i n g 
Hearing Date: March 26, 2002 

Form C-101 
Revised October 18, 1994 

Instructions on back 
lubrnit to Appropriate District Office 

State Lease - 6 Copies 
Fee Lease - 5 Copies 

• AMENDED REPORT 

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE 
1 Operator Name and Address. 

TMBR/Sharp Drilling, Inc. 
P. O. Drawer 10970 
Midland, TX 79702 

Supplemental to API #30-025-35653 

' OGRID Number 

036554 

1 Operator Name and Address. 

TMBR/Sharp Drilling, Inc. 
P. O. Drawer 10970 
Midland, TX 79702 

Supplemental to API #30-025-35653 

&>'( 

1 API Number 

* Property Ode 

i 28579 
* Property Nome 

Blue Fin "25" 
* Well No. 

1 
7 Surface Location 

t'K or lot no. 

E 
Section 

25 
Township 

16S 
Range 

35E 
Lot Idn Feet from the 

1913 
North/South line 

North 
Feet from the 

924 
East/West line 

West 
Count 

Lea 
8 Proposed Bottom Hole Location If Different From Surface 

1 'L or lot no. Section Township Range LotIdn Feet from the North/South line Feet from the East/West line Coun 

' Proposed Pool 1 

Townsend; Mississippian, N. 
" Proposed Pool 2 

Townsend; Morrow 

" Work Type Code " Well Type Code " CablefRotary " Lease Type Code " Ground Level Elevation 

N G R P 3959 
" Multiple " Proposed Depth " Formation " Contractor " Spud Date 

No 13,200' Mississippian TMBR/Sharp 9/01/01 
2 1 Proposed Casing and Cement Program 

Hole Size Casing Size Casing weight/foot Setting Depth Sacks of Cement Estimated TOC 

17V4 13% 54.5 420 500 Surface 

12 Vi 9% 40 5,000 1800 Surface 
8V4 23 & 26 12,000 1000 5,000 

6V4 4'/2 11.6 13,200 135 11,900 

2 2 Describe the proposed program. If this application is to DEEPEN or PLUG BACK give the data on the present 
productive zone and proposed new productive zone. Describe the blowout prevention program, if any. Use additional 
sheets if necessary. 
It is prososed to drill a 17Vi" hole to +420' with fresh water & set 13%" csg & cement to surface. A 12Vi" intermediate 
hole will be drilled to ±5000' with cut-brine system & 9W' csg will be set & cemented back to surface; A 3000 psi annular 
preventer & 3000 psi dual ram BOP will be used on the intermediate hole. An 8 J/i" hole will be drilled to a TD of ±12,000' 
with FW mud where 7" csg will be set at TD & cemented back to the intermediate csg @ 5000'. Wi will drill a 61/**' hole to 
TD of ± 13,200'. We plan to run a 4Vi" liner to TD with top of liner @ 11,900' & cement w/135 sacks. A 3000 psi annular 
preventer & a 5000 psi double ram BOP will be used on the $>A" & 6'A" hole. Mud up will occur'between 9000' & 10,000' 
& several DST's are planned. V 

" I hereby certify that the information given above is true and complete to the 
best of mv knowledg^and belief. / * " ^. /"^ f ^ 

Signature: ft M " * * * ^ ^ 

Printed name: Lonnic Arnold 

No- y L 

Title: 

Date: o.v-' 

Hearing ° a 

OIL CONSERVATION DIVISION 
Approved by: 

Title: 

ORIGINAL SIGNED BY 
PAULF. KAUH 

Approval Date: WHULEUIf«K,,R 

Conditii 

Attach 

f Approval 

" ? o m permit Expires 1 Year From Appro . 
Patp llnlp«'<? Pri'linn Unr)r>rwav 



DISTRICT I 

P.O. Box 1080, Eobb*. KK 6BZtl-leaa 

DISTRICT U 
P.O. D i m DS, Art»«U, KW RU) 1-0711 

DISTRICT III 
1000 RLo B T U M Rd., Aztec, NIC 87410 

DISTRICT TV 
P.O. BOX MM. SANTA I t . ItJL •?BO*~*Oaa 

State of New Mexico 

ln*Tfj , Xbunla and Natural Eeeoareei Daaartmant 

O I L C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2088 

Santa Fe, New Mexico 87504-2088 

Form C-102 
Resiaed February 10, ISM 

Submit to Appropriate District Office 
State L e u a - 4 Copiea 

Fee Lease — 3 Copiea 

WELL LOCATION AND ACREAGE DEDICATION PLAT • AMENDED REPORT 
API Number Pool Code 

86390 
Pool Name 

Townsend; Miss iss ippian, N. 
Property Code 

28579 
Property Name 

BLUEFIN 25 
Well Number 

1 
0CRID No. 

036554 
Operator Nuns 

TMBR/SHARP DRILLING, INC. 
Elevation 

3959* 

Surface Location 
UL or lot No. Section Township Ran(e Lot Idn Feet from the North/South line Feet from the East/Vest line County 

E 25 16-S 35-E 1913 NORTH 924 VEST LEA 

Bottom Role Location If Different From Surface 

UL or lot No. Section Township Ranfe Lot Idn Feet from the North/South line Feet from the East/West line County 

Dedicated Acrea 

320 

Joint or Infill 

N 

Consolidation Code 

P 

Order No. 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION 

924'-

SPC NME 
NAD 1927 

N=690423.16 
E=781505.33 

OPERATOR CERTIFICATION 

/ hMrtby crrti/y Out tha information 

eontainad Ktrrwx 1M true and ccrmpittt to th* 

fecrt of my kncrwlmdgm and bsHmf. 

1 

Z1-
Signature 

Lonnie Arno ld 
P r i n t e d Name 

Production Manager 
Title 

...March 15, 2QQ2 . . 
Date 

SURVEYOR CERTIFICATION 

/ h*raby cartify that th* wmll location *hawn 

on thi* plat was plotted from fUtd nates of 

aotuoj awvaya fflaAt oy ma ar 

Muparvi»OTV and thai th* warn* ia tr 

eerrJet to tha boat of my baHaf. 

JULY 26. 2001 
D . t * 

S l s n a t u ^ > « p s ' L " 
AWB 

Cer^fi«mW No. RONALD'JvoKHlSON 
PAW'HpiWrT 

3230 
12M1 



irlMllr. . I V / S I H I ^ I H , I P OiPlI..iLOlNI<Gi 
B.O.P. Equipment Inlended for use on Rig # 24 

Well To Be drilled lor TMBR/sharp D r i l l i n o . i n c . 

' AN Vafv«« < H2S ) ' 

Cboke Manttole: 
Pressure Rating 3,ooo or 5,ooo (as Req.) 
1 - 4 " V a l v e s ( 2 If Required ) 

4 - 2 " V a l v e s 
2 - 2" A d j u s t a b l e C h o k e s 

Valve Types Used: 
Cameron - F or FC 
Shaffer - B Floseal 
WKM - lype 2 
Chokes - Cameron H2 or TC unibolt 



iriM .̂̂ î /ZsiHî n̂ n̂  oi. niilLILiiiNlCu 
B.O.P. Equipment Intended lor use on Rig # -4 

Well To Be drilled (orTMBR/Sharp D r i l l i n g , Inc . 

" AW B.O.P equipment la H2S Trim ' 
' AII Accumulator* ore koomey Type-eO • Oual Power G leal rW Air ' 
' Choke Manifold: * See aheet 2 
4' Valves : Cameron F/FC, Shaffer 08 Hydraulic 
2" C h e c k V a l v e : C a m e r o n T y p e R 
2' V a l v e s : C a m e r o n o r S h a f f e r 

S p h e r i c a l Annular: shaffer Type: 
Annular PSi : 3000 
( W Shaffer Sohericot. If Hydfil: Type GK ) 

B O P TVPC LWS 2 gate 
( tf Shoffar LWS or «?L. If Camwon: Typ« U \ 

B O P Size: 11 " - sooo P S I 
Rotating Head Type smith 
R o t - H e a d Furnished By r"BR/S'.-. • v-

R a m s in top gate: siinds 
R a m s in bottom: 4-1/2- pice 

Side Outlets used: 
Bottom x Top 

4" Valves on Tee 
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658.1 COMPULSORY POOLING AND UNITIZATION § 942 

It was held in Home-Stake Royalty Corp. v. Corporation Commission6-* that 

the applicant for a pooling order is not required to make available private 

geological information possessed by the applicant, but the sufficiency of the price 

offered for nonparticipating interests was to be determined on the basis of present 

market value as evidenced by the terms and price paid for recent leases in the 

surrounding area. In this instance the well to be drilled was a wildcat in an 

undeveloped region in which the only well in the vicinity was a thirty-year-old 

non-producer. 

"Geologic studies in such areas are closely guarded by their owners as 
proprietary information. Any conclusion reached relative to future production 
from the contemplated well derived from these tests remains problematical, 
conjectural, and depends in great part upon the expertise of the persons making 
the evaluation." 

The owner of unleased lands should not be able to avoid the effect of a 

compulsory pooling order by denying surface rights in the unit operator. Thus 

in Texas Oil & Gas Corp. v. Rein 7 the court held that the regulatory commission 

had authority to permit the unit well to be located on unleased premises over 

the objection of the owner thereof, declaring: 

"[t]to hold otherwise would frustrate the intent of the Act because the owner 
desiring to drill would not be entitled to do so unless he held a lease covering 
the well location designated by the Commission."8 

6 - i Home-Stake Royalty Corp. v. Corporation Comm'n, 594 P.2d 1207. 63 O.&G.R. 340 (Okia. 
1979). 

Not surprisingly, there may be substantial dispute over the bonus appropriate under the 
circumstances of any particular case. See Miller v. Corporation Comm'n. 635 P.2d 1006. 70 
O.&G.R. 314 (Okla. 1981). The Corporation Commission established that a bonus of S75 per acre 
and a one-eighth royalty interest be paid mineral owners in lieu of participation. Dispute centered 
on the fact that the state had received a larger bonus and royalty on a sealed-bid sale of an 80-acre 
state-owned tract located in the same unit. The majority of the court concluded that the price secured 
through the statutorily mandated sealed-bid process for leasing state-owned minerals did not 
rapTgsent a sale in the open market. The Commission order was sustained. 

'Texas Oil & Gas Corp. v. Rein. 534 P.2d 1277. 51 O.&G.R. (Okla. 1974). 

^8 534 P.2d at 1279, 51 O.&G.R. at 68. 

See also the following: 

Nunez v. Wainoco Oil & Gas Co., 488 So.2d 955, 91 O.&G.R. 246 (La. 1986), cert, denied. 
479 U.S. 925 (1986); " 

Nunez v. Wainoco Oil & Gas Co., 606_So. 2d 1320. 121 O.&G.R. 467 (La. Ct. App.). writs 
denied, 608 So. 2d 1010 (La. 1992) (on subsequent appeal of suit seeking removal of alleged 
trespassing well and damages); 

Continental Resources. Inc. v. Farrar Oil Co., 1997 ND 31, 559 N.W.2d 841, — O.&G.R. — 
(1997) (follows Texas Oil & Gas v. Rein and Nunez v. Wainoco; property law of trespass is 
superseded by the Resources Act). 

(Matthew Bender ti. Cu.. Inc.) (Rd.32—12/97 Puh.X2l» 

[Surface rights in unleased land] 
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EXHIBIT 6: 

Effective December 7, 1997, Madeline Stokes entered into an oil and gas lease with 
Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the 
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico. 

Effective December 7, 1997, Erma Stokes Hamilton entered into an oil and gas lease with 
Ameristate Oil & Gas, Inc. ("Hamilton Lease") covering, among other lands, the 
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico; 

TMBR/Sharp is successor to Ameristate. 

The primary term for both of these leases ended at midnight June 6, 2001; 

EXHIBIT 7: 

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement covering lands 
in Lea County, New Mexico including the Hamilton and Stokes' lands. 

TMBR/Sharp contends that the interest claim by Arrington in the NW/4 of Section 25 
subject to a July 1, 1998 Operating Agreement and that its leases of the disputed lease 
acreage were perpetuated by TMBR/Sharp's drilling of the Blue Fin "24" Well No. 1 
which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2 
of Section 24, T16S, R35E. 

EXHIBIT 8: 

On November 17, 2000, TMBR/Sharp as operator under this operating agreement, filed 
an application for permit to drill its Blue Fin "24" Well No. 1 and to dedicate a 320-acre 
gas spacing and proration unit consisting of the W/2 of Section 24 to the well. The 
permit was approved on November 22, 2000 by the OCD. 



Cases 12731 and 12744 (DeNovo) 
TMBR/Sharp Drilling Inc.'s Pre-Hearing Statement 
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On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001 completed 
its Blue Fin 24 Well No. 1 for production from the North Townsend Mississippian Gas 
Pool. 

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well No. 1 was 
sufficient to extend the Hamilton and Stokes leases beyond their primary terms. 

EXHIBIT 9: 

On March 27, 2001, Madeline Stokes entered into an oil and gas lease with James D. 
Huff ("Stokes-Huff top lease") which covered the same lands as her lease to Ameristate. 

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease with James 
D. Huff ("Hamilton-Huff top lease") which covered the same lands as her lease to 
Ameristate. 

Arrington's right to drill and operate these wells is predicated upon his assumption that 
two oil & gas leases held by TMBR/Sharp had expired and that two "top leases" are now 
in effect. 

In fact the two "top leases" were obtained on March 27, 2001 by James D. Huff and filed 
of record in Lea County on June 11, 2001. Huffs assignment of these "top leases" was 
not recorded until September 19, 2001, some 6 weeks after the Division had approved 
Arrington's APDs. 

Arrington contends that controls some or all of the operating rights in the Hamilton-Huff 
top lease and the Stokes-Huff top lease. 

Except for the Hamilton/Stokes top Lease Arrington has not interest in the W/.2 of 
Section 15. 
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Exhibits 10: 

On September 10, 2001, Arrington and Ocean Energy, Inc. entered into a Letter 
Agreement that if Arrington was not successful in curing any tide dispute for the W/2 of 
Section 25 for Arrington Triple Hackle Dragon 25 Well No. 1, the Ocean would initiate 
compulsory pooling proceeding for a spacing unit consisting of the W/2 of Section 25. 

•Exhibits 11; 

Ocean has initiate such a proceeding in NMOCD Case 12841. 

EXHIBIT 12: 

On December 13, 2001, the Division entered Order R-l 1700 denied TMBR/Sharp's 
Applications for Permit to Drill ("APDs") because the Division had previously approved 
David H. Arrington's APDs. 

EXHIBIT 13: 

On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District Court, Lea 
County, New Mexico seeking a judicial determination, among other things, of 
TMBR/Sharp's right to drill and operate wells on the disputed lease acreage. 

On December 27 , 2001, the District Court entered a order holding that Arrington's 
assumptions were wrong and entered Summary Judgment in favor the TMBR/Sharp. 
Arrington's claim of interest in the top leases has failed and TMBR/Sharp's leases are 
still valid. 

As a result of this order Arrington has no operating interest in either the E/2 of Section 
23 nor the W/2 of Section 25. This matter has been conclusively resolved against 
Arrington and demonstrates that Arrington wrongfully obtained the approval of its APDs 
from the Division. Based upon this District Court order, TMBR/Sharp is entitled to have 
its APDs approved and Arrington's revoked. 
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WITNESSES 

WITNESSES EST. TIME EXHIBITS 

Tom Bell 

Jeffrey D. Phillips 

Randy Watts (land) 

PROCEDURAL MATTERS 

KELLAHIN AND KELLAHIN 

W. ThomatKellahin 
P.O. Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 





Sent By: COTT0\ BLEDSOE; Q<5 882 3672; 23 Aug 01 2:21P«;.ob 376;=age 9/13 

3. 3o« I960 
Mo*»i. NU 06241-1960 

J. Orover 00 
AfUslo, NM U6JU-07i9 

WO Sra jos R<J 
Af<««. NM B74I0 

Sonto F*. NM 87so>-20aa 

3 U L o/ N«» Uexloo 
Cu.rtjr, Mtn*r«i«. »n<i Naturti ft««ouro*« «~<ptrU»>«n(. 

OIL CONSERVATION DIVISION 
P. 0. Box 3088 

S*nU Ft, New liexloo 87504-2040 

WELL LOCATION AND ACRIAGI DEDICATION PLAT 

SuanK M KM 

S»«t« I n n - * OK 
( .«<!< - j <ap>< 

• AMENDSO RtP 

VI « H u . faro*]* i i m 1st U« Ttti. A M I UM IMI/VM4 Hot j C««« 
I 35 Ifl SOUTH 90 (AST, N.M.P.M. 1815* NORTH j *50' «XST j LKA 

1)1 » W M. 

Towna«nd Mississippian 

TRIPLE-HACKLE DRAGON 23 

DAVID H. ARRINGTON OIL L GAS COMPANY 

1 
1 ri«r»u«« 

3458' 

"SURFACE LOCATION 

"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE 

320 
i <aUl «r Intttl 

Lot U« ^MC few* UM 

H0r4*r tU. 

(ut/>ut tl«« ' Um* 

NO AUOWABU WSU BE ASSGNCD TO THIS COMPLETION UNTIL M l INTERESTS HAV£ Bt£N 
C0NS0UDAT8S OR A NON-STANDARD UNIT HAS B81K APPROVED 3Y THE DIVISION 

OPERATOR CSSTinCATIOt 
/ fhtfwO/ certify thct the ialomot* 
contained tkVbn a bve and canpk 
lo Ift* best of my toonedjc me M* 

\^J^4^— 
Danny X-cifoTo 
leoloaist 

7/17/01 

SURVEYOR CBRTinCATKtti 
/ hereby certify that the wt 
location tnemtrt on tttit plot wo 
pfotied from Ketd nom at ecfm 
surveys mode ty mt or uirdi 
f*iy supervision, and tfiat tn 
same >s tru* end comet to tn 
oett ot my boHef. 

Data •/ t>tr*ms 
WLY_t3,_C001. 



Sent By: COTTON BlEOSOE; 915 682 3672; 22 Aug 01 1:40PM;wOb 328;Page 9 /9 

SUU of New Mexico 
Torn c - t « 

i>UTmcT a O I L C O N S E R V A T I O N D I V I S I O N 
P.O. Box SOM 

S u i t Fe. New Mexiaa 87504-2004 

m «JL m„ — WELL LOCATION AND ACREAGE DEDICATION PLAT 

u tonwnu K * W o n . 

DISTRICT in 
. KM «Mt« 

• U l * t m . - 4 i 

o AUMSIO upottt 

86390 Townsend; Mississippian, N. 

1 
M M Ito.' 

036554 TMBR/SHARPDRILLING, INC. 3959' 

Susf *e« Location 
« « W f c 

E "as 16-S 35-E 
U t lok fMt (Mm 4tw 

1913 
•tortft/Mfe MM 

NORTH 
f M l t a t tfct 

924 VEST LEA 

Bottom Bote Location If Di/T«r«nt from Surf*e« 

at •* ut s*. Ui Ua Hat Irak tt* Bwt/ltat lbs 

E)«yEteiSftA A w 

320 

0»*» IU . 

NO AO0VABU WILL BS ABSKHfXD TO THIS COMPLETION UNTIL ALL IM'BHfalfl SAVE W I N C0N80UDATSD 
OR A NQN-8TANDAS0 UNIT HAS BEEN APPH0YKD BY TBE DIVISION 

M H 0 4 U . 1 I 

OPERATOR CERTinCATION 

tart t *m > ••<«*!• 

Lonnic Arnold 

Production Manager 
•m* 
8/7/01 

SURVEYOR CSRTmCATIQN 

I k i n l , tmrmf* Hut OU « M « l»••«— M*wi* 
•n mm flmt warn- pUtmM l**m fimVt «•*•• * 

mt mm*% %v *r *m*mr 
mpTHtmm, a * I W <*• M M »• ««•«• • n ' 

JULY 26. 2001 

Zoy \7 ti£>. \sv/i 
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^.1 U 1 L » H A S ... • • -

tjtgTWCT 1 
F. a 8c* 1980 
HobM. NM 88241-1980 

gfflTMgr » ^ 
P. 0. Oro««r 00 
Arteak. NU 8 8 2 1 1 - 0 7 1 $ 

iii 1000 Rio Broios Rd. 
Ax lM, NU 87410 

S U U «f New Uexleo 
Ci jr, liiaeraU. «nd Nature) IU»eurce« i. ,erUn«nt 

OIL CONSERVATION DIVISION 
P. 0. Box 2088 

S u U Po, N«ir Mexico 87604-2088 

M « « i n — - 4 
f f I N M - J 

Q AMINOCO KEPORT 

Somo fe. NM 87507-2088 TCLL {̂ CATION AND ACREAGE DEDICATION PLAT 
• ATI * wafer 

' rwaerW " M M 

BLUE DRAKE S3 
< 1UJ Ntuibu 

1 
r 0 C M » 

0OS8O8 DAVID H. ARRINGTON OIL t> GAS COMPANY 

1 B P I U H 

3989' 

"SURFACE LOCATION 
Ul ** Ui a*.! 

I 
S*«U«a 

23 te SOUTH 38 BAST, N.M PJI. 1080' SOUTH 
t*fl fraa UM 

880' 
( M i / * M l Ut>i 

CAST 
C*ua<j 

"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE 
U t M I M H . • M U M tttruM* Pwi tt+m tfe* C*uaty 

520 

M C«a—tl<*U*a C*4« »on,r m. 

NO ALLOVABU » I U BS ASSUMED TO THIS COMPLTOON UNTIL ALL IWTKKKSTS HAVS BEEN 
COMSOUOATSO OR A NON-STANOAfiO UNIT HAS BEEN APPROVED BY TKK DIVISION 

OPERATOR CERTIFICATION 
/ A*v*9/ certify thai In* information 
cvrWsMtV farcin ia AM oaf eofnpJtit 
to the test of tof inom*rda* ant beStt. 

Danny lodfora 
nu€ 
geologist, 

7/25/01 

SURVEYOR CERTIFICATION 
I hereby certify that tho woll 
JocoOen sheen on this ptot mos 
p/atled rnm fSetV ne/es of octtni 
surveys made by me or under 
my supervision, and (not the 
some is tru* and correct to tt* 
best of my be*ef. 

Data M t\tr**s 

.tr>o. n 
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S U U o{ N«« Mexico 
r«na> C-U 

I K W ramnmt, It, I N 

DISTRICT III 

DISTRICT IV 
94 . f * « Mat, a i m « , ILM. I B I I 

OIL. C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2088 

Santa Fa, New Mexico 87304-2088 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

- 4 
- 1 

• AUXKSXD RXP0* 
Faal M i 

86390 

F««l «~aaM 

Townaend; Miis isclPrla n. N. 
H»»arv Gate 

LEAVELLE 23 
Vatt ( u W 

1 

036554 TUBR/SHARP"DRSJNG. me. ^965' 
Surfaoe LeoAttoa 

t& at- tot K*. Tavsaafe aaa«> Lat Ma Taat faaam thmt fcarta/aaatfc lau fck*t/**at Uaa CaaaA) 

G 23 16-S 33-E 2038 NORTH 1998 EAST LEA 

Bottom Bole Location If Different From Surface 
01 at tot (U. J tor ta /Watk thu Btat /Vatt U M Oaaafej 

»«*Kr ta t Jcraa 

320 

NO ALLOWABLE WILL BS ASSIGNED TO THIS COMPLETION UNTIL. ALL INTERESTS HAVE BEEN CONSOLIDATES 
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY TBE DIVISION 

SPC MME 
| 

KA0 1927 

1 M>go3ua.e* 
1-7786J7.78 

1. 

• 1906 

OPERATOR CERTIFICATION 
/ fcmay carry* «*• «M aî aw — i 

bfVflPeVvJ #\eM8oi fat vv^ev *tteeE aVvVOJê tlafJB*} taV ***e8 

4W«4 # / aj«f/ •Vata*«»al»i«ayal «•***£ W l b a / -

atfa*tu*« 

Lonnie Arnold 

Production Manager 
no* 

SURVEYOR CERTIFICATION 

/ k» •«> aarayV a u I M U I m H w * * M > 
•it «M» s*M a a * y W W JlaM m*M «/ «*•«« *r •» >•»«»' •» 
•UfarvWa* « U I M tmm mmm, tm I t m f 
tmrrmmt t , <*a »*•« « / k k f 

JULY 26. 2001 
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07/U/Ul li.ZL VAI l»U«Ji«|3» . OAYIP AWUNOTON 

|OJKPi«di Or, MflUa.MM 

1(1 Saw* Tint, Aran*. * X *»3to 

1000 KM Bram Xo»4 AOW, Hfc< *74IO 
t— TU 

9M0 Jtetoto, S*M F«. NU 17305 

Sat* of Mew Mttbou 
Energy Mintfaii tod Natural Rejou/tes 

Ott CiwMcrvadon OWatan 
2040 So«a Faclwoo 
Sat* Fe,NM 1750$ 

Porta C-lOt 
MswoiMarCa ISrW 

Submit w «f propunte Du»>tt OfHc« 
&<a<* L M I - < Co(tl>c 

Pes Lau* - J Cepfc* 

• AMKKDTjD RBfOUT 

A W l trATTfWT F P U >1THM1TTOnttllJL R E - E N T O L D C E P P ( . > L l I G B A r X . OR ATMl A ZONT. 
I 

David H. Amflfjon OU & GtA, Inc 
P.O. Box 2071 

005898 

'napatyCo* 
Jfjpl({-ff>cVicPr?8M'7,T 1 

7 S « 
IX.*'Ion. 

E 25 
T**wW* 

16S 
l a v ui la 

3.SE my i North 
fuaSBC* 

730* 
turwwtac 

West L« 
* Frooosed Bottom Hole UMfttktf If Different From Surface 

ULkTWat. Jaaaw Map Vatffe 7***a»*a Mwa.Wa.au fcataaa** Cany 

'rta«c*aaftMtl 

, Ipwnsend Misiisaroiaii 

1 w^Tyytc-v 

M 
' V « t Type Cnta 

Row ' t a n a * * * 
>teltoippian 

Fee 
'Cmrwrnm 

Pattcnon 

' O M t f l r a i a i 

Hat* S i * CiflnearqcaVftM SatatKna feOtatCaactf ErtwiasatTOft 

17 V4" u w 1 54 54# 450' 500 OU CimiLnPT 
11" 8 5/8" 1 32# 4900' 1300 so Circulate 

7 7/8" 5 Vi" 1 IT* 13.400' 1200 sxs 500"above 

1 1 UDoermostpav 
" PttHfeaKpnpQMtfiogDKa, tl 4.t»«p9«oMt<«iuioO£E7lW« tt.W0 BACK. ji«thc 4U» OT^pw^T^^WUWKrfproportic^^^^B^ 

CWJOX UM Woaoi ptrrgiaa pregfca. if ym ttiUtmi >»wu if u ami 17. 

Set nttfiaCtfonngatASO'. Cireulaw cetacol to wrftcc Drill 11" hole to 4900'. Set 8 5/8"'intornifldiatfl casing «t 
4900'. Circulate cement to surface. Install test BOP's » 5000 psi. Drill 7 7/8" hole to 13,400*. DST my 
prospective pays. ROB. 5 VT production casing through Miui&sippian ifjutti&ed. 

Permit Expires 1 Year From Approval 
Da-,« Unless Oniling Uncierway 
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Qisriai 
\ m M. »t«Mb Dr.. IUMM, NM UMO 
fW«rtH H 

»11 Sow* AJUI*. NM 8(2(0 
111 

lUOfl tUo Sam* AoM, AUBC NM fMlO 
rv̂ rf̂ Y rv 
2044 S*«* PfttiMto, l«nl» NM 17503 

• t 

State of New Mexico ' 
Energy Minerals and Natural Resource) 

Oil CoAtet'yftboa Division 
2040 South Pacheco 
Santa Fc. NM 87505 

Form C-101 
Rtvlasd MtKh 17. .449 

Submit lo ippr&priMt OiSUKi Ufllct 
Sutc L»u* • 6 Copiti 

Fee LCCK • 5 Coeiet 

AMENDED REPORT 

APPLICATION VOU PKRMlT T C W t n . L RE.RNTFW. DEEPEN. M JJCBACK. OR A D D A ZOWJ 
' Opener Sum tad AAJrau 

David R Anington Oil Sc GM, Inc 
P.O. Box 2071 
Midland. Texas 79702 

W W . 

'OQUONumlM 

Sate* 

E 25 16§ 35B 

' f feaar iyNtn 

1 Surface Location 

'Wis No. 

UHa fan t a n UM 

isisy North 750' 
•aaWaabu 

West 
Cogny 

U.olMas. Saafa* baa*** taafc NonhSouAiuo baVWcaSM 

'rvopoaatrooi 1 

Townsend Miasissinman 

"r<Bpatadft>ol2 

' Cen>r<aw< 

Patterson 

mv 
*Sf«40*te 

ASAP 

H«leSu« 

J2J£! 
ca*«** 
13 3/8** 

It" 
7 7/8" 5 vv 

roposed Casing and Cement Program 

JIM. 
32ft 

J7JL 

3*»<>tD«pa< 

4900' 
03,4001 

500sxs 
1300sxs 
1200 ax* 

EiWiMiedTOC 

Circulajc 
Circulate 

^00* above , 
*— TJJ -

Vpnermostpav v " 
" OcjqAeAepfgpgleSprogim tf taw appticrtioa U la DgaTBN «/ PLUC BACK. |iv« the am •» tfw pmw pw>J«tivt raw MMIpwpwlnaw P*9*^^?^^ 

0»ierf(* £4 Uo-cw et»v«*an progae, (r»y. Uat afcKtion-t »tw*u if tmjmitry. ^yyyfr}fcr- //f4t*{rtf 

Set surface casing at 450'. Circulate, cement to surface. Drill 11" hole to 4900'. Set 8 5/8" intermedjaie casing at 
4900*. Circulate cementfo surface. Install and test BOP's to 5000 psi. Drill 7 7'8" hole to 13,400'. DST any 
prospective pays. Run 5 W prrxduction casing through Mississippian if justified. 

Permit Expires t Year From Approve1 

Dato Unless Drilling Underway 

" 1 »«a»jr asntfy 0W ihe iafenMUaa gwan ikova It trac *a4 aaataaaa ta Uw hmtt 

rt wy toowfaMna^ 

Santa** 

Naval 
TW* OeoloeUt 

DannvLetffefd « ^ 

07/17/2001 (915)682*6685 

OIL CONSERVATION DIVISION 
OTtf.SH,' 

Paul Eai . ; 
UeoKMpat 

«•» —*» -«- wv« 
I 

CoaAiaai »T AapfoW: 

a 
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l^^tvo^BflO 
, fto»«». NM 1*241-1900 

0. Qrawttr 00 
Astaeie. NU 882J 1 -0?1B 

1000 Wo BToxoi Rd. 
Artec Ma* 87410 

SUU •( New lf«tte« 
Xawcr, afiaarala. aaa* Metural Seeeurees DeeerUaaot 

OIL CONSERVATION DIVISION 
P. 0. BOX 20*M 

Beat* Fa, NOT Mexico 87304-2008 

t»w C-lttt 
ft^UM 03-tQ-M 

W n l I* *M Jeva»ri««a 
flMnXd Or tot 

'«« U m - J aaaka 

Q AMXNOKO RZPORT 

h M ' r*' ** • 7 S 0 ' - 3 0 M ¥ K t L LOCATION AND 400*01 DEDICATION PUT 
i tflh>M I M B M •Nat MaoM 

SCKftaLS - f o ^ 4 j X / o ^ S O 1 To.m*cnd HleaiMfrplan 
• ft •»!•!» ea«> •fnetfv'HuM 

lUerT*.. aaiWaa TaauaUa •MP te* Me rv* Aval Ik* Kartt/Saot* U M 
S ta ie sovnt as cm. NJLF.kt, 1815' HOKTH 

005396 
TRIPLE-HACKLE WAGON BS 

* ©jwrmle>* tta«M 

DAVID H. ARRINQTON OIL 1 GAS COMPANY aaaa' 

SURFACE VOCATION 
*-* rraa KM 

ttW" WB3T 
Caeatf 
UU 

tit * U M 

320 

"BOTTOM H0« LOCATION IF DIFFSftlNT FROM SURFACE 
! £ • tMlKarta/Soata UJw'rtat t m Ik* 

•Mat ar leftV >0»aaaM*sttat «a*» 

Wt Wa Sa>VVa*t UM Caea* 

NO AU0VA9LI l « i »« AXBtOMD TO TBtS COtfPUETION UNTIL ALL IHTIJUOTS HAVK RUM 
CONSOLIDATED OR A NOH-STAHOARO Dun HAS BCCM APPROVM OT TBI PPflStON 

Dtnny 
TOM 

omiTOfi ettnnciTJON 
/ hmraty ixrfty that M* iaJarmaiioA 
oaatahtd AedMt * turn and eansakta 
ta At JaaV af of tna**tdge and 6af*V. 

7/X7/01 

BG1YKY0R CtOTlTlCATION 
/ aanaby carf/fy that Ma maw 
hGOthn ahown an thit etol was 
fitotttd tram Md no/as at actual 
aurvays mad* t>f ma or unaar 
my supafutefon. ond that tha 
soma 4 trvo and eenraet ta tha 
toil of my aa/Stf. 

h a a 1 

J.C.P. 

JUt-17-01 TU: 12:34 ?M FROM: 19156824139 TO: PAGE 3. 
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Ml -J1L A OAS lijoi 

l«J K Fwwfc Or., Ho«K HM 11344 
ni«nf« n 
811 iwtfc Hnu Aji«.«. 1(311 
CjisiriiiHl 
1000 Uw BilU4 R044. Azuc, NM 17410 
Qj^n'^ TV 
2040 itull Faelweo, S*oU f i . NM 17303 

State of New Mexico 
Energy Minertia and Natural Resource* 

Oil CoiuetvaLuu Divuiun 
2040 South Pacheco 
SanUPe.NM 87505 

FonaC-lOl 
Kciiod Murrh (7.1999 

Subiait la a;>i»«i><wc Lhjoiti OfOce 
SttM Leu* - 6 Capia 

Fe4 LC4M • 5 Copi—. 

a AMENDED REPORT 
^ " K t f t W ™ g PF.BMTTTf) D R I L L RE.F.NTgR. DKK1-KW. PLlfOBACK. OR ADD A ZONE 

' Ofcnmae Neee HM Aetau 
David l l Arrington Oil & Gas, Inc 
P.O. Box 2071 
.IMaXaLJ^WSL-, 

'CCIUDNairecr 

'rrcpatyNra 

^K.BrjkeJ221 

' A f t l W a r 

30-4305- g f £ *yy 
4 Wen No. 

J 

ULartMM To«*ja1» 

I 2? 16S __3S£__ , 

7 Surface Location 
fm Sanaa 

1980-
>4ray3>»a)ant 

South 
F*CaJ a f a n t t e 

660-
be/Waa 

• 1 Lea 
1Proposed Bottom Hole -xxarioo If Different From Surface 

UL or fact* 
— 

T w a l a «-e» lata* FaafteeAr ! • * « / * • * aat •Mhoaaa EafWaaaw Cowry 

* I'mpoMtt Xfooi ft 

TownaaidMis»i$$ippiari1 AJahth. 

"FiapaaeJ Pool 2 

' « M Tyj* Cait 

M_... 
*MvM*W 

24Q 

1 W<hTf»cCa4< 

Gas 

_ L U Q Q : 

"Okk/lbttry 

Rotary 

Miwiasippian 

• TyatCalc 

Patterson 

' 'GnaalLmlBxwtai 

"Sail put 

ASA? 

HofaSu* 

_L7J£ 
1L': 
7 7/8" 

3 1 Proposed Casing and Cement Program 

13 3/8' 
8 5/8" 

5/4 fflf-
J2J_ 
17# 

4900' 

.13,400' 

Sactu cfCcaKDl CwlttuudTOC 

500 ixj 

1300 sxa 
Circulate, 
Circulate 

UOOsxs _SQ0,afo,ve . 
upper most payE s 

« DHc4e4>terop<9«eilpn>pva IfOlli leplicaden »• to bUMM or H.UC &ACX, pvttot 4au oa tka pmauf pr»4uai»« mpi e>4 piepuaad et«r proAedr* «or». 

Set surface casing al 450*. Circulate cement to surface. Drill U" bole to 4900'. Set 8 5/8" intermediate easing at j 
4900'. Circulate cement to surface. Install and test BOP's to 5000 psi. Drill 7 7/8" hole to 13,400". DST any 
prospective pays. Run 5 Vi" production casing through Mississippian if justified. 

Permit Expires 1 Year From Approval 
Date Unlea* Diilting Underway 

u 1 tweby oertiiy lot! tW ia&es>uio« ejTtji abp*« u «w W axnpk*; *> * • W 

at «ty bKwiade»J 

^fejiyjiij^ 

eenar. D a n n v ^edfor f l 

Tide Geologist 
our. 07/25/2001 i w (915)682-6685 

OIL CONSERVATION DIVISION 

k\almmmm^mmamaam\ ^maj* 

Tint: 

ApwovalQau. JUL 3 0 2014" 

Grig. Signed bjj 
—Faul KauU— 

Qeoloiriet 

tyhidoo Pi le 

CofeSooot af Appnvit 

Aeachod tZ l 
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Hobt>«. m M24I-1990 

mtr 00 
Arteaig. NM 8^211-0719 

ptffnilCT lit 
1000 Rio Brazos He. 
Attee, NU 07410 

SUU of flaw U.iko 
Cx jr. Mineral*, and Natural lUwurcaa \ .̂ rtm«at 

OIL CONSERVATION DIVISION 
P. 0. Box 2088 

Santa P 0 | Nenr MaXloo 87604-2088 

'arm C-»M 
c j . i e - i < 

*M4«M(ta>«] «n *aU 

la « • l a v w i i M 
Sa|r«t Offea 
M«t« la*** - 4 aaatai 
• 9* tax** - ] aaalri 

G AMtNOCO K£FORT 

ommcT iv 
P. a SeaiJow 
Sonte fa. NM 6750'-2088 LOCATION AND ACREAOS DEDICATION PLAT 

1 *ri a««VM 
a 

,7fa £ 
• sua* 

JO~02. .€-?<£i/m ?&$fC I Townaend Misai.slpplan A>oJ-tk 
' f t * * * * * Peat • hrafwt* " * • « 7 

BLUE DRAKE 83 
• «>U Mvuaaai 

I 
rOCK» Wa. 

00S«08 
• OaanWt H U M 

DAVID H. ARRINGTON OIL t GAS COMPANY 
* Battle* 

* SURFACE LOCATION 
IA ar Ui 

I 
•MUaa 

S3 
T«»aatit» 

16 SOUTH 30 BAST, N.M.PJI. 1980' 
*a*«*/Ba«<«* U M 

SOUTH 
rati Inm UM 

« « 0 ' CAST 
CatiaW 

U A 

-BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE 
l & « I M M . BatUee Lai Ha fart tt+m kka Marta/aaaA Uai taaVtaat Una" C*a«tf 

BaOaaUa aaraa " Jalal ar WW 

320 

* C«a—maOaa Caa* >OC««T M«, 

NO ALLOVABU * C U tU A8SHW CD TO THIS COMPlXnON UNTIL ALL INTERESTS HAVE SEEN 
COMSOU0ATS0 OR A W0N-5TANDABO UNIT HAS BEEN APPROVED 8Y TKI DIVISION 

OPERATOR CERTIFICATION 
/ hereby certify loot th* Wametion 
CTrtf««W tore** is true oof sotneMtt 
fo the tost of ay Awavfr end beftf. 

Danny todford 
nua 
Geologist 
a*u 
7/25/01 

SURVEYOR CERTIFICATION 
> hereby certify that the welt 
location shoan on this ptot *os 
plotted tram tSeM notes of actual 
surveys made by me or under 
my supervision, and tnot the 
some is true end correct to fits 
best ot my be*of. 

BaW ml ttufti 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E . JOHNSON Lor* Wrotenaery 
Kractar Cevaraar 

JcawMerA.Sallfburjr OH Cceaaarvarte* MvUea 
CaaiaatSasntKT 

August 8.2001 

JefTPttillip* 
TMBR/Sharp Drilling. Inc. 
PO Drawer 10970 
Midland, TX 79702 

RE: 1) AppHcs^we^ TMBR/Sharp D r i l l t ^ 1913 PNL and 924 FWL, 
API number 30-023-35633 

2) Voiding API Number 30-025-35653 

Dear Mr. Jeff Phillips 

Wt can not approve Farm C-101 Application for permit to drill the above well do lo Che overlapping of the dedicated acreage 
in the NWM of Sec 25, T 16s. R35E. Tbe proposed crxnpleuon interval for Bus application wet a Wildcat.Mississippi (G*») pool, 
with the N/2 of Sec 25, T16S. R33E cornpoairtj 320 acre* dedicated tD this well. Oft My 19.2001 the Oil Comervatioo Division 
office in Kobbs approved an application to drill a well from David H Arrington Oil «t Get, Inc. Ton well was the David H Arrington 
Oil & Oa*. toe.. Tnpto'Kaclde Dragon 25 # 1. located in E-25.T16S.R35E 1815 FNL and 750 FWL and dedicated lo this well was the 
W/2 of Sec 25.T16S. R35E compiling 320 acres for the proposed completion aa a Wttdcaî rfississippian (Gas) pool. Therefor API 
number 30-025 35653 i* here by voided. 

Since TMBR/Sharp Drilling believes that they are the only operator with the rights to drill this well, it is suggested that they 
take this mater up with David Arlington Oil ot G*> Inc. 

Yours very truly, 

OIL CONSERVATION DIVISION 

District I. Supervisor 

PFK 

Oil Conservation Divuion * 1625 French Drive * Hobbs. New Mexico 88240 
Phone: (505) 393-6161 * Fax (505) 393-0720 • http://www.pmnrd.state.nm us 



Sent By: COTTON BLEDSOE; 

ro a*. fW. M 

111 it** hru. Aetata. NM Cnio 
DutltaOl 
1000 Kio betas M.. Aaec. NM 17410 
Ok*ria(V 
SMQJaa* » K * Ka. Saou Ft. NM 1710} 

915 682 3672; 
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OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe. NM 87503 

22 Aug 01 1:40PM;Job 328;Page 8/9 

Form CIO 1 
Revised October IS, 1994 

Instructions oa beck 
Submit to Appropriate District Office 

State Lease. 6 Copies 
Fee Lease - 3 Copies 

AMENDED REPORT 

APPUCATION FOR PERMIT TO DRILL. RE-ENTER. DEEPEN, PLUGBACK, OR ADD A ZONE 
1 QrMfeajCVJrirjr N a M M 9JtM AaMtf^aVA. 

TMBR/Sharp Drittog, Inc. 
P. Q. Drawer 10970 
Midland, TX 79782 

'OCSUPWaatu 

036554 
1 QrMfeajCVJrirjr N a M M 9JtM AaMtf^aVA. 

TMBR/Sharp Drittog, Inc. 
P. Q. Drawer 10970 
Midland, TX 79782 

' U I N a w e 

'PnparijCaaa . ' fraaartj H U M 

BiueFta-25" 
'WaSNs. 

1 
7 Surface Location 

( J L a r W a a . 

e 
SttaJeM 

25 
TawesMe 

16S 
Kiiaji 

ME 
tat tea "•ctlrewUw 

1913 North 
fasttraaoM 

924 
Esst/wacaae 

West 
Caaat 

Le* 
1 Proposed Boaom Hole Locau ion If Different From SuH ace 

U,*raaaa. Sattfea Tmajalf •aaea tasKJa raM beat tka EaaVWtstaac Caaa 

Townsend) Mtssbstpoien, N. 
* Yreyeaai Vast 2 

Tewascod; Morrow 

"WartTjeaCeet "Wall Trs* Cee* aCaMa«aSM 7 " Lttm Typ« Caat "GrawaS Lrr* gtcract** 

N G R P 3959 
"S*auat> " f n a w U Payia "ranaattsa * CaMCTaVCtwat "Sfaaeaaa? 

Ne 13JM' TMBR/Sharp 9/01/91 
1 1 Proposed Casing and Cement Program 

Mats Wit CaskvSiat Otairti waietK/axx MttfaeBap* Sattn at Ccawat baaalaSTOC 

17V4 13% S43 420 540 Savface 

12V4 9H 40 5.«0 1900 Surface 
7 13 4 26 U.tOO 1000 5.900 

6 * 4Vi 11.03 13.200 135 UJtO 

B Describe tbe prepoecd prograsit. If tfeif apprscatiea ta to DEEPEN or PLUG BACK ghx the data on tbe present 
predcKtfve case and preposed new predoctrr* aoac. Describe the blowout preventieti progrun, if say. Use addtttena) 
ahecatf necessary. 
ft b proaoeed te drffi a 17vi" bole to ±420' with rresh water fc set 13W cag & casncot to mrfwx. A UV4" Interrnedtott 
h«U will be drilled to ±5000' wit* cut-brine systen ft 9H" csg wiH be set & cestieated back to ettrfeot. A 3000 pel atmukir 
pmesstsr * 3000 pat dual rasa OOP w« be awed en tbe farteraaadsata heat. A a ! * " hole wM be driBed to a TD of ±12,000 
•rlrJi FW aaed where 7" csg wffl be tat tt TD eV cemented back to tke hatenaedttle csg C 5009', We wifl drill« «Ve" hots to 
TDef ±13400*. Wc ptan to run a 4«A" Ksser to TD with up of lister 0 11»*W' fc cement w/13S sacks. A 9040 pal aosudar 
prevemter at a 5000 psi doable ram BOP wiM be used on the SK" ft «V»" bete. Mttd up will occur between 9000' ft 10,000' 
tt sereral GST's are piaaoed. 

a tacrafci earafy ijravsaifariii iiln |U«aaa»»T«W 
aastaf mtj aasidsie*\*f\*\*S\ f \ 

trataMl aaaaatm w Ota OIL CONa»VATION DIVISION a tacrafci earafy ijravsaifariii iiln |U«aaa»»T«W 
aastaf mtj aasidsie*\*f\*\*S\ f \ 

AseewStri 

rVtata* aaaui Leasts AraaM TUa: 

-rule rradmttea Mansaw Aapratat Sate ajftraOaa Date: 

Dau: Vaaae: (ili)*»*-J»M CaaaWaas at Approval" 
AttaeM Q 

pata Unless OtittinQ Undarway 
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-f I 

dOTHCT • 

SUU of New Mexico 

DWTBtCT IH 
IMS (a , Sr.i I (M. 4MM. KH «Mta 

OlSTfOCX IV 

OIL C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2085 

Santa Fe. New Mexico 87904-2000 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

rent C-10J 

•Vrta U w - « I 
faa U m - S Caaba 

• AMEHBXD BCPOM 
Veal Ca*a 
86390 

•aal P M 

Townsend; Mississippian, N. 
• lajxi Caa« 

BLUEFTN*̂ 25 1 

036554 TMBR/SHAOT' DSJJNG, INC. 
fiavaaa^aaji 

3959* 

Surface Location 
l u l l i a Ti i H i Baa«* Lat I te feat ftMaa tha •aaita/kMak Na* Feet C*aan tkm •eat/fart Haw Caaartr 

E SS 16-S 35-E 1913 NORTH 934 VEST LEA 

Bottom Hole Location tt Different From Surfaoe 
at — \ tai Ma. Fee* l Marta/Saat*. Mae feat Oran taa Baat/WWt Mat 

320 

NO AIL0WA8U WILL BB ASSHJtfED TO THIS COMFJjrnON UNTO ALL IH'lTHtoia BATS BSKH CONSOLIDATED 
OK A NOW-STANDARD UNIT HAS BEEN APFBOVXD BY TBE DmSION 

NW 1927 
N«esO»U.U 

t»7aisoa.iJ 

OPERATOR CERTIFICATION 

mtmt aT aw >« ana 

ayraatura 

Lonnie Arnold ... 
M a u a Nam* 

Production Manager 
Tttla 

Oafta 

SURVEYOR CSRTmCATIQN 

/ knly *ar«VV aw* *i a»a atoua> 
tm fmU mttrn at 

l « a l M i n mm* tmmi <*» « M »• < ' 

<«rra«« >« I H I V <•<• ***** 

JULY 26. 2001 
Data a>»rr|*e«V'M«.H>( 

~Aw6 

BlaMtl I aUll 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E. JOHNSON Led Wroteabery 

Cabinet Secretary 

August 8.2001 

Jeff Phillips 
TMBR/Sharp Drilling, lac. 
PO Drawer 10970 
Midland, TX 79702 

RE l) Application tu drill TMBR/Sharp Drilling. Inc., IF.AVEU.E 23 * 1, located in G-23.T16S.R35E 2038 FNL and 1998 FEL. 
API number 30-025 35654 

2) Voiding API Number 30-025 35654 

Dear Mr. Jeff Phillips 

We can not approve Form C-101 Application for permit to drill the above well do to the overlapping of the dedicated acreage 
in the E/2 of Sec 23, T 16a, R35E. The proposed completion interval for this application was the Townsend-MississippUn. North 
(G«s) pool, with the E/2 af Sec 23. T16S. R35E comprising 320 acres dedicated to this welL Oo July 30.2001 the Oil Coraiervation 
Division office in Hobbs approved an application to drill a well from David H Arrington Oil & Gas, Inc. This well was the David H 
Arrmgtuts Oil A Gas. lac. Blue Drake 23* I, located in I-23.Ti6S.R35E. 1980 FSL and 660 FEL and dedicated to this well was the 
E/2 of Sec 23. T16S. R33B comprising 320 acres for the proposed completion in the TovvnsendiMississippisn, North (Gas) pool. 
Therefor API number 30-025-35654 u here by voided. 

Since TMBR/Sharp Drilling believes that they arc the only operator with the rights to drill this well, it is suggested that they 
take this meter up with David Arringtoa Oil A Gas Inc. 

Yours very truly. 

OIL CONSERVATION DIVISION 

District L Supervisor 

PFK 

Oil Conservation Division • 1625 French Drive * Hobbs. New Mexico 88240 
Phone: (505) 393-6161 * Fax (505) 393-0720 " rittn://www.ctnnrd stsrenm.us 
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Owuial _ i 
PQ«a» 19*0, Motto. NM SU41-19W 
Oatrtull 
III VMU nm. Anew, NM MIIO 
ouMiatn 

1000 H« Axuc NM (7410 

K M $<** hcaaco. Suu fa, HM J'VW 

State of New Mexico 
ZamU, Matnrii ft Nauuai ItmiiW DtpartauM 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fc. NM 87505 

Form C-101 
Revised October IS. 1994 

Instructions on beck 
Submit» Appropriate District Office 

State Lease • 6 Copies 
Fee Lease • S Copies 

a AMBNDDD REPORT 

APPLICATION FOR PERMIT TO PRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE 
' Oaanwr Naau tat AJHTIM. 

TMBR/Skarp DruUdg, lac. 
P. O. Drawer 10970 
Midland, TX 79702 

'OGSJD 

036154 

' Property Ntou 

LesTdle «23 H 

' W«SN». 

I 
7 Surface Location 

U . W M M . 

G 
Stctittt 

23 
TaaaaUg 

16S 3SE 
liM Ida Fart a m OM 

2038 
NaraVSautfe Baa 

North 
F*M fr*m ia* 

1998 
Kan/We* iMt 

East 
Canes 

Lea 
1 Proposed Bottom Hole Locat ion If Different From Surface 

U L w W a * . awtiM T«MUlM> •saga L M U B Ftat Iroca IS« NeraVSuuCh Um Pan fraai UM CaaVWaaliM* Caan 

' t a p a t M l 

Townsend; Mtasiasipplan, N. 
• h i a n i t h i l l 

Townsend; Morrow 

" WarkTjaaCada u W * I T y p . C o * > " Ciblm/fUtMTj " L«ua Typt Coo> "Oramut U r a l Ik radaa 

N G R P 3965 
"Maktait " rtaaaaat Daath " r«n»atl«m ** OaMHf S> itsjf " S p a t D a * 

Na 13,200* Mississippian TMBR/Sharp 9/01/01 
1 1 Proposed Casing and Cement Program 

ianVKUc CiaiatSict Caaaai waifM/faal . Saataa-Dastn Sastti af Gaawal SufaMtaSTOC 

17% 19% 54.5 429 500 Surface 
12'A 9«A 40 5,000 1800 Surface 
8% 7 23*26 12,006 1009 5,Q0» 
<% 4V4 11.6 13,200 135 11,900 

D Describe the proposed program. If this appUcatlen Is to DEEPEN or PLUG BACK give the data on the present 
productive (one and proposed aew productive zone. Describe the blowout •jreventJesi program, if any. Use additional 
sheets If aeceaaary 
It Is proaoeed t* drfll a 17%" hole to ±420' wkh fresh water A set 13%" csg A cement U surface. A 12%" kuennediate 
bale w * be drilled t» ±5000' with eut*briae system A 9*V csg will be set A cemented bock to surface. A 3000 psi annular 
prevemter & 3900 pat dual ram BOP wul be ased en the Intermediate hole. Aa 8% - bote wM be drilled to a TD of ±12,000' 
wtth r w tnttd where 7* csg will be set at TD & cemented back to the intermediate csg © $000'. We wtH drill a 4'A" bote to 
TDef ±13,200'. We plan to run a 4^* llaer to TD with top of liner O 11.9*0' A cement w/l35 sacks. A 3000 pat aonular 
prevemter ft a S000 pal doable ram BOP wlB be ased oa the KM" & 6l<4" hole. Mud up wtt.1 eccur between 9000 A 10,000' 
A several DSTa arc ntasuwd. 

B1 baraky mctif tap rill WanaadaaietTWi ttxnr U. 
aaa afaw tosajaafla)* aeaet. / J f . 

g t J t t c a a i p U M ts aw OIL CONSERVATION DIVISION 
B1 baraky mctif tap rill WanaadaaietTWi ttxnr U. 
aaa afaw tosajaafla)* aeaet. / J f . 

AapraraStT: 

MMaSaaaan U a a k A r a a U 

Ttatj Fraauctlaa Maaagar Aaaroval D u e Exaliaaaa Dat«i 

Datt A a ( a « a , M U faaao (*U)«»-SeSa CasaKlaw* af A a e m a l < 

AUaeaaS • . 

PwrmH Expires 1 Year From Approval 
Date Untoaa Drilling Undorway 



sent by: COIION BLEDSOE; 915 682 3672; 22 Aug 01 1:39PM;Job 328;Page 6/9 

S U U of New Uexico 

DISTRICT III 
tat I H I O 

DISTRICT rv 
aa, mat MM, em n\ *«. wn —< 

O I L C O N S E R V A T I O N DIVISION 
p.o. BOX eoee 

Santa Fe, New Mexico 87904-2088 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

c-to 
Vrt«»« faa«aa«j It, im 

tmm laaaa - a 

• Aiocmto KEFOX 
M CmAm 

86390 

r*at *mn* 

Towneund; Mlt»ts6tbPl.ai ft. H . 
h q e y CM* 

LEAVELLE 23 
Veil h a W 

1 

0365S4 TMBR/SHARP DRILLING. INC. "3965* 
Surfaoa Lecatton 

a t w» tu. t m i « > 

••«* 
U t Ha *aet ftaa* the •aata/aaaCa M M »•»» S m a tka taat/faat Uw t i . u j i 

G 23 16-S 33-E 2038 NORTH 1998 EAST LEA 

Bottoa Hole Location If Different From Surface 
Ol ar i*t * « . l a t l a a Mat ta /Saol * a u taa t / taa t Una Oaawtf 

•aafeatea aertt 

320 

NO ALLOWABLE WILL B8 ASSIGNED TO THIS COMPLETION (TNTS, AU INTEBJESTO HAVB BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPSOYZD BY TBS DIVI810N 

T 

%PC KMC 
MAO 1 « 7 

£-778SJ7.7f l -1908 ' 

OPERATOR CERTTJTCATTON 

to *>w aaa aaaatlaM la IXa 

mtgnrntutm 

Lonnle Arnold 
M a U 4 Ita 

Production Manager 
no* 

SURVEYOR CERTIFICATION 

aa <M> phri * • » I t i i frmm /tmtd mtttt mf 
rntml tarmyt mum* ay aw ar a a a » «N 
m ^ m i n aaa I W aW — <« I M # « N 
«am«« <« <ka Mat nf aai U « / 

JULY 26. 2001 



Producer's 88-Psid-up 14263 

OIL & CAS LEASE 

to 

THIS AGRREMtKT ovad* Sua Aafaat 23, 1997. bai cffertK* Daceaibrr 7. I W , bower* Madribtc Stak**, a>aMa( a W r N a u S 
aiyarate yiaantj,wfcaaa nidrga n f .O . >ol 1115.Oioaa.Ttlu 7»a4J.baraacauadlanHa««amanimdVmmm AbftsnTATIOn. 
e G u , L i e III1 W m TSXAS SreirT. Mtw .oro. TEXAS Trro I. 

aoTtTN A . V > 0 a r l O a S M O n ( X A I t S a ^ a k M l p u l . r u T t orri ruffuaacs o fa ta i i uraroH a u t m a r i a a i l a l l f h l M l a w a a n W 

I of fee U a a a r ( m a marianr! p t t . k m ana) Ida caduarvoly M a aaaa* l « purpear <*a«wJ»jaun«; a * V m c proa^aouw. ariSaaj, and 

Imiat i injuaf ard BM. «tada<t fJ»-"don. orhor (blab, and aa M o u t a t b a i e r a . UrMnt pe>c I » I « | o l . b u u j * i « , t a » U . roadWiat.leacpbone bras. 

imrm mdmvm4* lo praduen. «e\o. uk« « i of. n o t lainaer. dare end u .aid iranarab. dra fotka.eig ibraeeiad bod « L * a C o m m i y . N e w 

TowBihlp I t Soal*. Kant* 35 Ea.1. NMPM 
Stcttoa U: St ' / . 
Sarttvi 11: SE' / . 
Sertioa 24: I f f l W . i NW/.NE'/. 
Sacttaa 25: NWV. 
Sedan* 2»: NEV. 

SEE EXHtltT-A" ATTACHED HERETO ANO MADE A PART HEREOF. 

> 7 2 0 . 0 0 aorra. adiiebui I aOMalr* urenpruea a v e of Una 

I* ate OSMI e*rjva • . I I U M L SW* kmc dam reariaia mhnmff* alarm of C X I T * (31 yearn (Tom l)ojarabcr ' I W . ( t^ la l ^waaary (arm*! « 4 « t a t 
a a a I a' Mail or B M a prujaarad from uWbrador from Uod a c h wmajl u n i laid a pouled 

) TW Wj l l l • tobepnai by hana•are: (a) ot oil. « U arbor tapud U.dluiaiUra aaard a die ar i l , V I t » T * k f x o d u ^ and .e«r j .aid UnA .eaneluralar«.«o•adaoar 
aaaaoT^aaa oradd ofl iaaet.tbefleida.rto abab tar a r i a may be ogonoaqj. {>•) m eav .wA«M.e.ixaaiaV»d ca. or.<Scr r>a»»a ajhaavg run****) from ta.J Land a a j 
aaafoenaianaBaaaareaaaaa^ajaja^eta^r^ 3/1i of Sw B M iBad. prwnjoi tha * aw entdonre cdTaMprwaram. 
Sat.mania mMtm JfM a f a a a n n a l l « d u M a a a a i A « i c ( c } a i d a ary laneafcon (Jus l o w H M v«M**db? otherprovaiomnam/endthatc • • am and-or omommu 
aaSat .aaf Wrat.or aral l li 1 i l l ian»e\bulp jaor r -WtMlf » a a t̂ CT.̂  » *<A ^ w \ l .nd wgfl a # n l » . r*i^« 1><^T j >((OT r*uA^>>w it^icfraH. or boVry 
110dr>«aWM«i^«t ) • »Hjt BL.andd^Okftn.M a n i l ) rto^ls. kMarm»y n«v>r L o i ^ T a . advance Aul-«i nnaky «a«altd SI 00per aaf aLTeca*HaBor't ga> atfaaarajaa 
aoUapaa-ao U M avVM aa^y OMajagaadi f^ywiaH or t^vior. ovJ M Wv« u M^I a \ ^ a. «^v«kv a p.<^ cx uxviaodL (A<* I « K wWl *d( u n w « t aad a aWl aa i w . i i a • ! 
«MaaddBaa»Waoft )aa aaaabantproouixo t m t t e k a » d p r o m a o ) a. p . v * ( F a j i auJipatmal duSbcpaaS of untotallolheaailjr aaaA«a a h a a S K 
(aa* af aacA Baymenl wouid ba ontAjai' u> rat»v< Sae royataa w*iaii would i t paid i*>JrT thn i o u if tfw » r f w o * ai fad producac, T V p..nkra i r uxvia of n7yaa>3 aad 
aW-ai M y a i m aaiv ka r aaW by cbaok o> aML Amy landy pa>«aM of landn cf aVa-a> r.^ , * y mtaaj. » maoc ai a K m fide attoraa u m . k t arapar pa ' .na l . taa aaada m 
amaaaaaaiafcaliai a part«lapaajaior aaaaava. # M B acvarrjacioai be aafTiaard U ( « v a . ( j m a a k n UttH. asaac at die tame manaar ai (boua> a propar pavaaaa KaJ hart 
a*afarfaaaaaa>iflonB^aauA a r a walla «0 daymaAaT awactiaaro^vadiatvldnfiauot (horaul b> tiarufud mail from (he party or partioi artftbidlofaaa^aayBMAioaKiluw 
w«a a ^ ^ a ^ aapargaaa(or qanAad araaqfattojf)ai axiai /a. iry gnahlr lo^ac '.cj m . i r pciyKT p .vn^a The amcxaa rcalirod rr.ai.rhc- MkuTaar un ur off r^praruva 
aSafl arOKano. aTiraiaSaf by <w aai auaiorarraa m*̂ md w%a a p^d f^C K U a ^ c a i J p>;f i ioar f.» a>di torn and unuur oaSt gwdaaau M art olaaoniary a S w mSairy 
Trior" AaU maan «ai a a aaaaant rauorvad by taHoe tftar pvair, dXml lo anplK»r4c rctuio orv i*4cr\ and afUs a^lKal *.ai ol anv arplKablc pnuc aojuA'aaraa a?ahsf.od a> a*Jl 

'—' ~ *-rJ'^**y 

4 Tbooapaal lalaaaraataaaatSiaSrialbE ifibaaart daaaitepranarvlo'nino'aui'U) annna ia : or oomaiuc «iv oporaKn* of wbaruevor oliarauu iv W nraVa any payananla 
raaauOaraaraarloiaaaaai. • a Uaaa ai farvx duraif tf^ ptarwv t«rw. V^*f^* . Uiu pn.Mu.Ti a n a l raan-kxl to r a K i . rraaor of (b* oSlia^daa bp pav rr^aSioB at aatual 
prortiarifi para iar< (a (ba awaaaQaaorPataajatio 1 horar-f 

5 faraarahararryaraaiadrrWno^la^aowar.Sm Ica^r. (b< Und oo.arod b» 0 ur rov pan or kooaja Svaraal >ah aa> o«ar land, baaav 
aaw^^abaorpamtea^^aaarodLa l i ca ta 'o iJn aak Iro.po.aod Wojr- lrr d i . l lna r u r a l <TK aaruWU r t i r a ^ i una f iudby Uw « bv h a Od Coraarvaara Ovaaan 
rr" dw. f a - r p rad Uaaaah faparuaaal of da. Slav o / N » . Uetioa or by any otbrr Irwfj l auhoray for llw pool or ana n aaal Und a aauatadplaialolanaaaiariaa 
parrara. I a m t iH SararaiariarU dnaaia.Lai a a V o a a a y »«dadbr»«aromiramar«lovaiaiandaadli a n * , mat rKdauanaiad Sumuraatotarrr aadaBSai balonoraaal 
•ajrrarajli ira rflaelav X>tlliPC i f a a m M oa or produOKai frorn any pari of any mob una diall brurr/itrdrroj for all purp<a««. raorpl (he rarynart of rrryy*>. aa njaratMai 

i«Ka or aroajulaai frora tba Lard do^rayod n raa U M - Tborrdull boNo^aoJuita? laal urwaoJbv (ha Uaar aKdudad ai any aadk U M k a aortaa of rba laud 
l iaa adli m i n aa.aSar aiii.la>4 aiv a i d a* Uaae or ana nrayarqru.araoblKraa oil or y . acraaay a war land apvarad by ttaa laaaa aaSaaai 

aa aba latal ia—ba of aarfaor, aonra ai a * a»« THr prodaolaai a . aHt*j(<d dull br graaidaraj for . a piapoara. aa-habng OW fayaaad or dcaaary of ranaSy. 
mom IbcporlMaiuf*uad land uaarod K«i«1ry and anokaSad a arid una al (hr *. .ar maaraa t l OACWall produuad rrora «aat land -aahr 

*ay poulad art* dalifjiaad by law nr. aa provafad honan. may be dla*d»ad by waaot o» rojmdaia a i a ^ v i r l a u raarunaoa m Ibr onunrr aaata Iha laad 
a any laa* ajrar Oat raarraldaai of a 4ry lwil«r«r>uroaaua«a.urarodlKiiMnun urd una 

of tar p r Mroi aara a a o a J I apoa fcud tar^l ^a».M^ .rfpniou.ru ' * t**- ^ U a ^ b a . w d .yqaKavj Co. anibra] or ra»iatjB4 a a a a . 
• « l o a f a . opoauora ara Droa^iAoil ̂ <h no M rtwir tba. 1K1 ouracouUM da>«. abotbar aab oporaaaa br aa «W aaaa aaaB ar om > 
tW andrtary aaut B^prudjouonofoil or aak u k n j O v i n i a o i a a p i ' i nr™«»"l I—J If dta- aw aar:. a n a of a > praaary 

I abould baoaaa rncapab*. of prooucaul for aay cauaa. dta loar raall nd lemonru rf laaaa j . i . i a » a upararrona far rdrMaauf ataaaf ar ( a 
IT any arObrar. adridronal drdlaxa. ^r r a a ^ r n ^ .poraiorai n^aander . a w l r> pioou.tur., thai iba Uaal aWI I uaaa a. Ml. 1.011 „ baaj 

• ' " — * ' " ' I ' * - - r - - • • " f I 1 f - , - - | 11, , f-| 1 |j i l j j |f|1 1 i| m l fin 
(aayaaaaal l^aaadaabra.bana>aaaryUaaaoaa. c or Uora^capvaLioH u>»? tonrtv.^* .n c^opary a«l ftaanapUoaa by Maaao. awdlaad, • I t a | 

arana*) ladnra a r i m a n . aSaaana «a | - "~r * ' " • — | — r r l a - * 1 11 I 'n - i • 11 - S.i 1 - j u 1 • l i .1i . mil n al dull in m lad 11 aj a 
a a . b i a a i l f . a f t O O e ) a f a a y n i l 111 arbaraooar raaadlaa l aHa»«Uaaor1 oanaom. Laa»» dull b o a the pnnloac. a bo ra t and tapaaua of aaaaj aar taaa aay aaa 
aad oa Md laad for aava. and aaada laaa. al ayrpraaanaj 0 W l a ( ( h a a o n . oui of aiy aariku rai ^ r m x k i j fcw urcra:^ 

S TWnaMaof aaaa 1 arty bora my ba aaaanad a. aaada ar a> pan and Sw provaarou rwauf rbrjl raaanl udurr bran, a 
at ornrdbutoraoaac. royabira or daaa i rov.aMa. hoafar at. .aapUaaaj aWg uya aa ar alanrap dar rdraaajuaaa 

af*— ••• " laaaadkdbatapor a a . a Oudl ba bpd«H apOB Uaaa. for any fnapoaa ura.l » i daya rdUf laaaa bar bana Sonaabad by aaajflad aaad a baaaab 
aAaaaaa»aarb arrryaaKU aatraavaa. o . oa^diad ̂ v a a rbarad crTM«<uia.t iXa J * ~ t 0/ taW frnw. «S*on4yu^ Wanr tf any aacb uVarap ol a 
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Madetiae Stokes 

STATE O m T£XAS } 

This isutraaseat was Sw^owkdftd before see oa the 4 day of •Jvckmbe'' 1997, by 
Madetitjc Stokes, rksttiaf ia ber sole and separate property. 

My esplres: OS-31-" 
NoUry Public 

# .*•".-
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EXHIBIT "A" 

Attached to and made a part of that certain oil and gas lease dated August 25.1997, but effective 
December 7, 1997, by and between Madeline Stokes, lessor, and Ameristate Oil & Gas. Inc . lessee 

12. Notwithstanding anything chained hereifiabove to (he contrary, it is understood and agreed that at the 
expiration of the primary term, this lease shall laminate as to all lands covered hereby not included in or otherwise 
allocated to a "wet! unit'' U hereinafter defined, unless lessee is producing oil. gas or other hydrocarbons from any 
well on the teased premises, or lands pooled therewith, or is drilling upon said lands across the expiration of the 
primary term ss provided for in the body of this lesse. and does not allow more than 180 days to elapse between the 
completion or sbandcflmem of one well on such land and the coinmr̂ ncemcnt of another well thereon ••.mil the leased 
protases have been "fatly developed,** as hereinafter defined. Operations for drilling of the first such development 
well must be commenced (a) within 180 days after the expiration of the primary term if production is established 
under this lease prior to the expiration of the primary term, nr (b) within 180 days of completion of the well which 
is being drilled, tested or completed across the expiration of the primary term Should lessee fail to timely commence 
a weO in arxordance with aforesaid 180 days corrtmuous drilling or development prior to the point in time the leased 
prorases have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
a weB unit. For the purpose hereof, the term "well unit" shall mean the proration or spacing unit created for a well 
capable of producing oi and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable 
rules and regulations of the New Mexico Oil Conservation Division or other governmental authority having 
jurisdiction, and the term "fiiBy developed*' shall mean the point in time when the entirety of the leased premises has 
been irduded in a wet! unit or units as defined. The date of completion of a well shall be the date of a potential test 
if a rxoducing well and the date of plugging if a dry hole or abandoned well At the end of the continuous drilling 
program, if any, this lease will automatically terminate as to alt lands covered hereby which have not been so fully 
developed and as lo lands so fully developed shall ternvnate as to all depths lying more than 100' below the total 
depth drilled. 

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

Signed for identification purposes: 

Madeline Stokes 

n 

STATE OF NEW MEXICO 
COUNTY OF LEA 

FILED 

r»». 
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OIL & GAS LEASE 

T H I S A G R E E M r X T m t d e d m Anf rn t t 2 5 . I W 7 , h a t e f f e c t * * D v M a b t r ? , 1997 . between E r m a S t a l l * . H u a a l a t j . ctc*Jb>t to b a r M I * 

nan, nan) r / r d i p i uanti t y , » hotntWroej . r j F . O L B e n 1 - 1 7 0 , B a a , S f x i » f c T « M 7 9 7 2 ] , ! w r » » ^ : w i l o » . » < - n a o * . « . . n n i a J U x A M U T S T A T T . 

O n . * C A S , I N C . . 1211 W I S T T I T U S S T * I C T , M B M A X D , T s J I A S 7 9 7 0 1 . 

1 Lamar, a i n I . ll I a f T t N AND0«Via0<». l « ^ ^ S < n a > a band r-a.1. naeyl « l « . T . a x ' j i - J m * n n a - a * K«r»~lodcad. and of gar leanalna Sanaa priiidnd 

a>aTaaajSaatapraantaUaM 

and aaW k a a m ead dieter, thereon V. produce. e.vr, lake .are of. 1/nm. r r a ™ tore an] lneiep.m Uki mater . h tr* foil-ei(Oer^riboJ land at l a t a C o a j a t t , N*e» 

M r U « . t o n d 

Tmrvwhlr. 16 Saath. Ra«« JS I H . X M F M 
Sectioa U : SE'/. 
Serttoa 7J: SE'/ . 
Sactioa J4:1SV.«/5W'A. 1W'/«NE'/. 
SacUoa 23: NW'/. 
SRihsa 2S: NEV. 

S E E E X H I B I T - A " ATTACHED HERETO AND MADE A PART HEREOF. 

• T20J tO oopov. abebe « odaany uu. II,H i n j raorg or lea 

l l l l l i i i » » « a » a p W | l l iiiaiiborraa i i a i i l i l . a i r ikaaca^i r r l laa i ai force for algra of tbryef j ) yonrt fanm lbaxrrrber 7.1997, (caUed "pryraaiy tarra'X and aa lone, 
.bam. Srr a . W or raa • produced front nud Lead or froai Lead aefe ahai i tau 1 lea J u fnx,lod 

1 IWrrraUaalebaeaaf by lemaaarK ( • ) o a o a . e a d o l « M 4 of Dtd produced and laved fr-jrauid (rod. tamela be delrvarnd dtbe 
aata or a j tm grata af aaarrr raaMfajaaaluadarAarrael r iauy be ieirir.iid. fb)oa p a , rabnbn t craai aboad r » . or otbet rareea i .u ihaa^ r a - ^ a ^ t r ^ aial lend and 
a d » l l i a a a a « a a l i S i a a a S a a i d » i a i i e a W p r i d t t X a i a a i U i i a l » t t a d l d W » a f <be (aairaad.arovioadata oa p a •old oa or orTaarrearaaaa. 
t i l l i l l I a S a l 1f|< d t l panned inaljaaHieaniibnli f i ] an la a . ; l i Ina flla I n n 1 1 1 i l i l r " T r ' - | — . — f l r . . . - r . - , r , M -r n r f i a i 
enaldaa t h i tor laidaonlnloa^ i am,hd a " or iraibia di a i t« reason add urinae) end nab area i. daa ai. eober Wore or aHer rr."»*Jkei anareftcret. ova* on or beture 
l l r j mm a t g m d a all kobatat, n i d r S n u l a a • I aaerratvteueetanypay .etovla- ra edvaaoe diu-ei r^.rry oqaal lo I I OOpor na are of Iraaor-. f a . aora.ee tben 
b n l leant ana nana by eai party a ifc ngned. I . j nana a- tenon. a U a i keif, «ata*i d a a e . nyy.ay a o«*l ...lonJgrquV da. knar a\«d oql i i r a a a i and a eeaC be r r a n l a i l 
arabr «S a a a a baranfaua mm a boennnudn ijad tare. On) hnaari (un a ai payat omaeaaa F.eib eueb peyattrjd eball br, paid relarabeed lotbe party ol partan nfee a ibe 
lane af nab payor ad aoaU be aaLdJad to raon-a. Lbe royaaaa abab aoald be peal urvkr tha knee d the adl *orrfal prouWeir. The payment or under of roneana and 
aaa a naya>ia any a. aaada oy dad or dred Any Utterly pa mere or lander of aSta ai royaty weirdb •raade rn a bona fide an area lo wane pepper payraaar. bm abtdh a 
•na ..a a aba, ar aipad aatepnnaa araaaroaat. anad nevonhrtra. be mrfixlal lo prvxrt Lqnranai.ei of tan Imar n tfx »amr maonor a. lboo|*i. proper pai mam bad baai 
Made daaaadad onanet aaoh aia alia 90 dayi aSar laaanr ftaa reaaavad an-aLm noLtor tfaaaofby eratlfradBMil fjcen the party or pertrea ontalad la raanaepayrarja loaauar 

n(or Oatrrad i naa taji id| aa are raeaaary to enable bnaoelo aaate pr.raar peyerrad Tbe arornad reatund from Ibe aite ol gan on ar rdf ttia araHaad 
d ayaM aja mim oonuaj onared aro a apod t^uBI by WaMae arul ra. purdi.^x for rooburrf and under aid. oaiddimb aa ara caaeatiary a Ibe aabniry 
•laaad lajua.ad by laraae aSor fruaif dial lo applicable rerprLedyv leders and aHer appli^ann cf any applrjjble pnve rab^rnuranu ana.Tfiarl m muh 

* tmm aapaabap nana and liana daS a a baabnaatad Junta a^aprvnary Lorrn hereof lo aeranrnor cr .yadaiue any ivasraionj of wbaaajyor oharadar or to raaka any pa>manu 
a a a a ye a. ordar U> ouaaaai dia Wane an forua during LSa primary tain, r ioaew. Ibn nruvoMTi it ma eaandrritofelieve lanacof dj-.e obiiantran to pav rotnkard on ncbral 
niiebnlwa panajanl by #a; provbaornt of rVtyardl 1 baraaf. 

* laaaa a h a a i l J na i f oVeriabl and poaar. ftrnn urea; to lane, lo pooj or onrnbav tail kaac. Ibr land oo^eod S a oi any p trt or bonmn tbaoeTardi any ojaa land, aakaa. 
liai ml at t a or aaraaearrd'fctaatat'SaaUatafcd at mm. Ueiapnolal hereunder dv»» r»« enonal Ibe nmtdard reveeuon laid ftrad by laa or hylhe t nl Conaarrdani urruooa 
ofaWtnaaj , mm taaaaln rbyaniiaad of nai > a a o f Neyr N4exa»or by arry otbar Ireful atntKemv for tKr pool or ara. ai abiob audland r. ia i iaod.paaaioaaaiu. of LO. 
ponnaL lanareW! Kb arvzaa and dnrujnatioa. n on. coaary al wban ate promaai v e locxad and n»Jl laie. au> be dooa^aaj fran. tone {.> Uair and eabar before or .JUr 
aaiLenaalabiaa/anrta. Drtttnax np a a i i na oa or prodbeUra from any pari of ray a a a raid duff be corandered for all p a r p o n o u ^ Aep.yinarl of rrjnnjy. at oparra 

. Son. iba land mmanl^m mmm leaac. TbrrcdLall be tllocataimtAe laral ooverodtry dill loMe etdudod at any anil aaa due portaat oflbetaLal 
Le, a - a i. . a - a - a , . - . . . ^ . , , i Tn ig n~ a~T an a . - - • • — - u * • , * - , I ' t l II 11111 a i b 11 III 

r of aafao. aora. M Ov. o a . Tbe rroduouon ai Jbaalad daUl be ooaadored for .11 purpo«n. aKaaaaf Ihe naytaaa or OoUvarv af royatt. 
d ran n . l . frxaammporUoa viuMj la«J .owrt^ brreby and aKiiiJod n Mai one er UV nnr nvaa- X m Ibounfi reodcaad front ataf Land undar 

* ^ aaaa afaa. aaaa Any pralad and aaaartaudby liaaia. MarrrvyooJnrTeei. may be dtawlvad by loaoc by rovJa i r , ro ^ . . o n a * aiarunara a iSe m a n y anore tb. !aad 
a ataatad M nay Uaaa alar a S a j a ^ i a d . a o f a a r y bola or tbe ooaattoa of prtxbaa^t . a a.at laie 

» I f daaonnrabnn a f ^ ptanaay aeta Saara aaoandl upoa uid land aa/abte of produaaiBod .e p u , but loaar na. .wmawnoed nporatnea droleig or iraneinr, u a a a . 

bnnai OaaS raanaa a fceoa to bjat an aparauena ara proranarej a ^ rw oonvaron of na>e Ibaa I S * oorraoraajvc obta. anraaW aroh inarrarana ba on tbe arara anal re oa • 
drSnnd m ataanad aaa • n d V andd^nry ronat n aeiproouojonrroj or r/u. ao aatf rborcaHor a. od or en. a piootajod n<wn taxi land If U i a Ibe ceraraaa at Ibe prwaary 
larra. aO aaoa apoa aard land ebaaid baooene eKnpardr of rrroductof for nay caune. rba leaae diafl not terrnroaLc J leraee orenrnenoe. opera ton* for ndrbtwetal dntlevs or (dr 
taaorfaBa«e)ea ISO(bnata.iat11 Haay ariQaia. nddaurvtal driUate ia rr^arabni( apaa>an.boroundcr rcaul el feudocuurl. tbon dvt. lenac atari Manna, ai PaB foroe aa batg 
m mmt mm odor aaaa praaaoai haroynatl • 

T L a n n i ^ S h n i a S a i a n a r f o i i . f a j andiraafrrTniaii l lai i l raart r d i i fira-| 'iMiaJi aifTi • ilrmihi f r ifl if nrai w ih i ina i i i l aailtl j abj dufltii naajudd a id 
aadalaa. my a . aaat t area oWlbr^^r i rnn ld any tana oure\r,er afler Ibe crpaaioa ofiba loaelo nirovt .Urn-oponr. and ftmnat placed bn Uaaa. w Mat land. • I i aa ^ 
a a rata a. anna and rnmn II. aloaaoa lilanl innaaalby Wnare.lnanr laiabory a f l r^ l rao ion cabrvrarnilrrubbebna orueury pan. Jonrh. nndnnaetl rhaB be dnSad orJu> 
liiiLaaabllfaatf300S.)afonyriiii1ni ecebarar«aaonMrflrealaaboul1aniii^omaenL laaad aballrlaveUiernvilear, d b a nak aadorpanar, of laaanj pat bora nay (aa 
and on oad band ( a a^yen and a a r d i l u / u a Swrannvnpd 

* " i 1(tr - * r * l T | f ] t r I i * a t ' i i IJ I • t ' i n ai |i ir ai 111 |i i I a 11 a I if dull i 11 " 1 ' 11 n i n n I I bi . n a m m ai n mi a i » I i a aj i. 
bataaab^oaaia ^ [ d b a l a d a a d i i n 1 I rf 1 * " a M * ' ' " f l " " r a ' * " * ^ " " T * > M * * ' I 1 ' I A.M •[ i i . u » U T a . ^ a > . ^ . 
m mmwmmmmrmtm oTaaaa, andnonab daaaaroraVvaaan aaU bebaaVaa] apon laaraa for arry porpoaa orad » 1 a.ya rota. Uaaaa ba. baa, furnadial ay oaru/ael read a: 1 a . i n 
ataronafanaa wfbananai aifb na^daMa • a n — a d a id l a i d l a l H f i a a i a a i f naadidagiba ifcam irfldlr ft .nrbi ramialbaaia lfaayaaiiobaaap;oi i anaaba. aoorei 
oaaaaa>aarr>aaabofaaaoannar, laaaa may, a u mnmm, pay orlaiibr aay roynaaa or nbum royoaiaa at vtaaarrar of dnaanrAand or Id bat o a a j or la ant henn^ onaraaor or 
adaaaatratar aatd aaoh aaaa aa Laaaa aaa baa. Sanaaaad aab andano. aaafbaLory lo I— n. a . to tbe pomon. aaaiad lo aaifi aama Aa aaaaaeanrd of San Inane a adardaar a 
paanant,b>a«anlnntofnad» ' a n a . r v V » . . n . d a a i > a a I — ^ M y o r d i a n l r a a b c r o a r a r a v d . i f U ~ t ^ - ~ a n ^ X p a n o . p a r u r a r a n f d u i l f v l o r a a d a d a C a a t a 
m*\m mmt afaapii, .aia» laata.l of rayafcy or ebat at royaby Oua Son. aab laaaa. or mninjiw iw fitt in naiTl-f n t i aay ol Ira pro. aaaa of Iho Uaaa. audt dafewk atail no 
af loaalaaaaeaaofa p— - r - . - a . . f - r . ^ . - r t l t - . r r t n y l m m m u m i t innf dii" r - f - ' - - p ' ; or ntaae anob paynaaa 

I of mm bane, or front cceidhajjrta, dnl lafor laautfcma, uparanea barmaarar. orSeaauu.daanf 
dor analanal.^ by oparaani of foror mmimmm. ar by any federal or date ana or any oroar. labor 

1 V ) -t- -** *- • ainaji •ifl.rt. i if a.a — »-i-^-.— a...— • r'-.* - -p. ~if«id 'aaa I ait 
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rma Stokes Hamilton Erm 

STATE OF TEXAS } 
>«*-

COL7ITY OF HOWARD j 

This hastrunaent was acknowledged before enc on the 5th day of September . 1997. by 
Erasa Stokes Hatntlton. dealing in her sole and separate property. 

y % £ p Japjpaty&ttM Notary PubW 
cBMaTlUWIIttlllllU. ' • • » My cDBIaTUIiUII UpHU. 

January «, 1998 



EXHIBIT "A" 

Attached to and made a part of that certain oil and gas lease dated August 25, 1007, but efTective 
Decern!**- 7,1097, by and between Erma Stokes Hamilton, lessor, and Ameristate Oil A Gas. Inc , 
lessee: 

12. Nc<twithsunding anything contained hereinabove to the contrary, it is understood and agreed that at the 
cxpnslion of the primary term, this lease shall terminate as to all lands covered hereby not included in or otherwise 
allocated to a **well unit" as hereinafter defined, unless lessee is producing oil. gas or other hydrocarbons from any 
well on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration of the 
primary term as provided tor in the body of this tease, and docs not allow more than ISO days to elapse between the 
crjrnpfetkm or aluiutorairent of one weB on such land and the commencement of another well thereon until the leased 
premises have been "fiiUy developed,** as hereinafter defined Operations for drilling of the first such development 
well must be corrtmerjeed (a) within 180 days after the expiration of the primary term if production is established 
under this lease prior to the esp! ration of the primary term, or (b) within 180 days of completion of the well which 
is Itting drilled, tested or completed across the ejrpiration of the primary term Should lessee fail to timely commence 
a wel in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the leased 
rxernises have fijfly developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
a wefl link. Fcr the purpose hereof, the term "well unit" shall mean the proration or spacing unit created for a well 
capable of prrxkxing oil and/or gas or other hydrocarbons in paying quantities us in accordance with the applicable 
rules and regulations of the New Mexico Oil Conservation Division or other governmental authority having 
jwsraction, and the term 'IbBy devdoperT shall mean the point in time when the entirety of the leased premises has 
been ndktdei m a weB unit or units as defined The date of completion of a well shall be the date of a potential test 
if a producing weB and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling 
program, if any, this lease wiH automatically terminate as to all lands covered hereby which have not been sc fully 
developed and as to lands so fully developed shall terminate as to all depths Ivxng more than 100' below the total 
depth drilled 

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

Signed for identification purposes' 

nErma Stokes Hamilton 

OS- *v 
Cry': 

& STATE OP NEW MEXICO ^ 
S COUNTY OF UFA "V k C> 
«* i-TLED 

awe* 827.AQ. 126 



EXHIBIT "A" 
Attached to that certain Let. Agreement 

dated July I , 1993 

MODEL F 

OPERATING AGREEMENT 

DATED 

J u l y 1 [9 98 

OPERATOR TMBR/SHARP DRILLING. IMC. 

CONTRACT AREA Section 13: SE/4, Section 24: M l , Section 25: NW/4. 

a l l i n T-16-S, R-35-E 

COUNTY OR KMHSH OF t.F.A STATE OF NEW MEXICO 

COPYRIGHT IM2 - ALL RIOHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN. 240S CONTINENTAL LIFE BUILDING. 

FORT WORTH. TEXAS. 76102, APPROVED FORM. 

A . A . P . L . N O . 610 1912 REVISED 



A.A.P.L. FORM 610 - M - ^ i i L FORM. OPERATING AGREEMENT - 1982 

» OPERATING AGREEMENT 
2 
5 t l IIS AGREEMENT, entered into by ind beiwren TMBR/SHARP DRILLING, IHC. • -

^ ~ • • - • -— . hereinafter designated and 
5 (clcricd io as "Operate*", and the signatory party or parties other than Operator, sometimes hereinafter referred lo individually herein 
6 u "Ncm Operator'", and collectively u "NonOperators". 
7 

« WITNESSETH: 
9 

10 WHEREAS, the. parties to this agreement are owners of oil and gas team and/or oil and f i t intercut in the land idcuithet] in 
U Exhibit " A " , ind ihe parties hereto have retched in agreement lo explore and develop the**, feaaes uvd/w oit u d gas intcictu lot the 
12 production o( oil and | u to the talent and u hereinafter provided, 
13 
14 NOW. THEREFORE. i< is .greed „ f o J W 
13 

16 ARTICLE 1. 
1 7 DEFINITIONS 
18 

19 Ai used in ihu agreement., (he following words lad terms shall have the meanings here ascribed to litem: 
20 A. The term "oil and gu" iheil mean oil, gat, caiinghead gas, gat condensate, and all other liquid or gaseout hydrocarbons 
21 and oilier marketable lubtuncra produced therce/(th, unlets a In ten l to Umit the inctusiveness of thb lerm b specifically staled. 
22 B. The terms "oil and (as lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracu of land 
2) lying within die Contract Area which are owned by the parties to this agreement. 

24 C. The term "oil and gis tntercau" shall mean unlcued lee and mineral interetu in tracts oi land tying within lite 
2) Com/act Area which arc owned by parlies to this agreement. 
26 O. lite term "Contract Area" shall mem all of the lands, oil and gas leasehold inter cits and oil and gas interests intended to be 
27 developed and operated for oil and gu purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
2t! are described in Exlubil " A " . 

29 E lite term "drilling unit" shall mean the area (ned (or the drilling ol one weB by order or rule ol any stale or 
}0 lateral Rely having authority. U a drilling unit is not Gied by any such rule or order, t drilling unit shall be the drilling unit as establish 
31 ed by die pattern of drilling in the Contract Area or u fiaed by eiprtti agreement of the Drilling Parties. 
32 F. The term "driUsite" shall mean the oil and gas teise or interest on which a proposed well is to be located. 
33 C. Tire tcrmi "Drilling Party" and "Crjrtsenting Parly" shall mean a patty who agrees to join in and pay Us Urate of the cost of 
34 any operition conducted under the provbtont of thb agreement. 
35 r l . The lerms "Non-Drilling Parly" and "NonConsenting Parly" shall mean a party who elccu noi io participate 
36 in a proposed operation. 
37 

18 UnU-ss the c-ofti(.U ô heftwive cleifly mdtcites, words uwd in singular include the f>.uiit. Uve j>luca! uvcluiks th* 
lar. Ind the neuter gender includes the masculine and the feminine. 

40 j 
41 ' ARTICLE I I . 
4 2 EXHIBITS 
4J '• 

44 Hie following eahibiis, as indicated below and attached hereto, are incorporated in and made a part hereof: 
43 Kl A Eahibit " A " , shall Include the following information: 
46 (11 Wertiificauott of lands tubjea to thb agreement, 
47 (2) Rauiciioru. K any, as lo depths, formstioru, or substances, 
48 ()) Percentages or (/actional interests of parties to thb agreement, 
49 (4) Oil and gu leases and/or oil and gu interests subject io thb agreement, 
50 (3) Addresses of parties lor notice purposes 
51 Q 8 Exhibit " B " . Fotm ol Least. 
32 (5 C Exhibit "C" . Accounting procedure. 
33 CO D Exhibit " D " , Insurance. 
54 IS E Exhibii "E" , Gas Btlanctng Agreement. 
33 Q F. Exhibit " f " , Non Otscrinunation and Ceruficatton of Non Segregated Facilities. 
36 Q G Exhibit " G " , Tax Partnership. 
3' H any provision of any exhibit, tarept Eahibiis "E" and "G", it inconsistent with an; ftr~~^~i rr-—;-
38 of liiu agreement, the provisions in Ihe body of this agreement shall prevail. 
59 
60 
61 
62 
63 
64 
65 A, 

&° . 
67 
68 
69 
!0 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 A R T I C L E U l . 

J . INTERESTS OF PARTIES 
5 1 ' 

4 A. Oil and Gas Interests: 
5 

6 1< any parly owns an od and gas interest in the Contract Area, that inicrest sliall be treated (or all put|ioses of this agreement 
7 and during the term hereof as U « were covered by Ihe form ol oil and gas lease attached hereto as Exhibit " I V . and the owner thereof 
rj shall be deemed lo own both the royally interest reserved In such lease and the interest of ihe lessee thereunder. 
9 

10 0. Interests ol Panics in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by die parlies as iheir iniert-sts are set 
14 (orth in Eilubit " A " . In ihe same manner, the parties shall also own all production of oil and gas (root the Contract Area subject tu die 
15 paytnciu of royalties io the extent of o n e - e i g h t h ( 1 / 8 ) which shad be borne as hereinafter set rurili. 

16 
17 Regardless of which party hat contributed the reliefs) and/or oil and gis interesi(s) hereto on which royally is due and 
18 payable, each parly entitled to receive a share of production of oil and gas from die Contract Area thai] bear and shall pay or deliver, or 
19 cause to be paid or delivered, lo the eitent oi its interest in such production, die royalty amount stipulated hereinabove and shall hold the 
20 oilier parlies Iree (rom any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other pany's lessor or royally owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable tu 
23 such higher price. 
24 
2) Nothing contained in this Article III.B. shaH be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 
29 Unless changed by other provisions, if the interest of aay party in any lease covered hereby is subject lu any royalty. 
30 uvcrrtdittg royalty, production payment or outer burden on production in excess of the amount stipulated in Article U1.0-. such party so 
31 burdened shall assume and alone bear all such excess oUigations and shall indemnify and hold the other parties hereto harmless (rom any 
32 and all claims and demands lor payment asserted by owners ol such excess burden. 
33 
34 O. Subsequently Created Interests: 
35 
36 If any parly should hereafter create an overriding royalty, production payment or other burden payable out of production 

)7 attributable to its working interest hereunder, or i( such a burden existed prior to this agreement and is not set forth in F.ihibu " A " , ur 
38 was not disclosed in writing lo all other parlies prior to the execution of Uiis agreement by all parlies, or is not a jointly acknowledged and 
Y) aeiepicd ubttgatton of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of lite 
40 iiiiitug ot its creation and the parly out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 lu at "burdened parly"), and: 
42 
43 I If the burdened parly is required under this agreement lo assign or relinquish lo any other parly, or panics. aU or a IMVIKWI 

.|.\ of its working interest and/or the production attributable thereto, said other party, or panics, shall receive said assignment andfor 
45 production free and dear of said subseauently created inicrest and ihe burdened parly shah indemnify and save said other party, 

40 ur parties, harmless from any and all claims and demands for payment asserted by owners ol the subsequently created tutticst; 
47 and, 
48 
49 2. l( the burdened parly (ails lo pay, when due, its shite ol expenses chargeable hereunder, all provisions ol Article VH11. slull IK 
50 enforceable against the subsequently created interest in the same manner as they arc enforceable against the working interest of 

51 ihe burdened party. 

52 

53 ARTICLE IV. 

34 TITLES 

! 
X> A, Til l* Elimination: 
57 ; 
}H Talc ewmtrmiaa thaU be made on the driUshe oi lay proposed well prior ta coenmetxement o( drilling operations of. tf 
VJ die Drilling Parties to request, title examination shall be made on the leases and/or oil and gas interests included, or planned tojjc wtclud 
(A td, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases nwlix oil and 
62 gets unci CMS tu ilic drill site, or to be included in such drilling unit, slull furnish to Operator all abstracts (including (i-deial least status 
6) reports), title opinions, title papers and curative material in its possession (fee oi charge. All such information not in the possesion of or 
M made available tu Operator by the panics, but necessary (or the examination o( the liite, shall be obuined by Operator. Opcnjtoe dull 
(A i JIIW tide <u IK; ciammed by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party 

t-*ti 1u.-rciu I he cuii (rwurrcd by Operator iu this title program shall be borne as fulluws: 

on a Optic*! No 1: Cott* incurred by Operator in procuring abstracts and title examination (including preliminary, tupplftneptal. 

<,') shut in gis toyalty opinions and division order title opinions! shall be a part ol the administrative overhead as provttAcd m E^iiDttS 4 '^", 

70 and shall nut be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

2 
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13 OiHlow N o . 2: Coats Incurred by Operator i n peocurtng abstracts aiu! feet paid outside attorneys lor l i i le cierrtlrurtiuw 

( Inc iudint j p rc lunu ia ry . supplemental , shul- in g u royal ty ceteetfOAS and div is ion order t i t le op in ions) shall be borne by l i te I j r iMtag Parlies 

in i t ic p ropor t ion t l tat the interest o l each Dr i l l i ng Par ty bears to t l ie tota l interest o l al l D r i l l i n g Parties as sucli interests appear u i I t 

h t l i i i " ' A " . 0|>erator sltall make no charge (or services rendered by its stall attorneys or other personnel in the pc t i o r i uau teo i l i ie above 

lun t t io t t s . 

Hach party sltall be responsible lor securing curat ive matter and |Mjolitig amendments ur agreements required ui connet lnm 

w i t h teases or o i l and gas interests c o n v i b u l c d by such party. Operator shall be responsible lor the preparation and recording uf |Kjrdiate> 

designations or declarations as wcH as the conduct cr! hearings belore governmenta l agencies (or the securing ol spacing or iMohng orders. 

Th is shall no t prevent any party ( rom appearing o n its o w n behalf at any such hear ing. 

N o wel l shall be dr i l led on the Contract A r e a u n t i l after (1) the t i t le t u the dr i l ls i ie or d r i l l i ng un i t has been examined as abuvr 

prov ided, and (2) the t i t le has been approved by the examin ing attorney ur t i t le has been accepted by all a i the parties who are to par

t icipate i n the d r i l l i ng ot the we l l . 

B . Lo t s o f T i t l e : 

rcducl ro j i of in icrest f r o m that shown on Exhibi t " A " , the par ty con t r i bu t i ng the affected lease or interest shall have ninety ( 

f r o m l inal de terminat ion of t i t le fai lure i o acquire a new lease or other ins t rument cu r i ng the ent i re ty of the t i t le fai lure, 

t i o n w i l l no t be subject to Ar t ic le V I I I . B . , and (ai l ing to do so, th is agreement, nevertheless, shal l cont inue i n force a j , 

and gas leases and interests: and, 

(a) l i t e par ly whose o i l and gas lease or interest is a l i ened by the t i t le fai lure shall bear alone t iwarr f i i re loss and it shall not be 

ent i t led to recover t rout Operator or the other parties any development or operat ing costs wh i ch i t n p y i i a v e iheieto lore paid or incurred, 

but there shal l be no addit ional Uabilily on its 'part t o the other parties hereto by reason o ^ m i a \ t i t le fa i lure; 

(b) '1 h e r e shall be no retroactive adjustment of expenses incur red o r revenues r t<qvet5 f r o m l i te o | ie ia i iu t i of the inicrest which has 

been lust, bu t the in terest ] of the parties s l t i l be revised o n an acreage basis, as of j lerT l i ine i t is determined l iual ly thai l i i l e laiture has oc 

c u r t e d , so tha t the interest of the party whose lease o r interest is a i l eaed hy-We t i t le (allure w i l l thereafter be reduced i n the Contract 

A rea by the amoun t o l the inicrest lost; 

(c) I f the propor t ionate interest of the other parties h e m e / m any produc ing wel l theretofore dr i l led on the Contract Area ts 

increased by reason of the tit le fa i lure, the party whose t i t j e i t as failed shal l receive the proceeds attr ibutable l o the increase in such in

terest (less costs and burdens attr ibutable thereto) u r u j f t t has been re imbursed lor unrecovered costs paid by i t in connection wi th such 

wel l ; 

(d) Should any person not a par ty^sr / th is agreement, w h o is determined to be the owner of any interest in the t i t le wh ich has 

(ailed, pay in any manner any part o H h c cost o f operat ion, development, or equipment, such amount shall be paid to the party ur panics 

who bore the costs wh ich arer-so refunded; 

(cl A n y l iabi l i ty le /aecounl lo a th i rd party (ur prior product ion trf u i l and gas wh ich arises by reason ul title- (adult- shall bc 

bornc by the p a r s f o r parties whose t i t le (ailed i n the same propor t ions tn which they shared in such prior p rud t i t l ton : and. 

(0 N<>ciiarge shall be made to l i te joint account lo r legal expenses, (ees or salaries, in connect ion w i th ihe- dc-fense of the um-ri-si 

t lamiajr fby atly par ly hereto, it being the in tent ion of ihe parlies herelo tha i each shall de-lend t i t le lu its i l l ! crest and l>e*ar all CK|Ktltcs in 

42 
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4 1 
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Wt~tn—W*fJ£ra* 

rtUM.lau.-s, (•ayuiL-nt, i m i i i i t i u m royal ty <* royal ty payment, u not. paid or i t crcon4.-ou.ly |>aid. and as a result a Wise ur i tucrcst therein teru 

(here shall be m i monetary l iabi l i ty against tbe party w l to (ailed 10 make s m h payment Unless the party who (ailed tu nu^ar-Thc retpiMed 

payment secures a new lease cover ing l i te same interest w i t h i n ninety f X ) } days h o r n the discovery o l the fai lure tu>u«fc prufK-r payment, 

wh i ch acquisi t ion w i l l not be subject to Ar t ic le V I I I . B . , the interests o l the parties shall be revised u n a n j p ^ c f g e basis, effective as uf the 

date uf t c rm i i i a t i on of the lease involved, and live party w l to failed 10 n u k e proper payment w i l l np^rJnger he credited w i t h an utter est i u 

the C o n t r a t Area on account of ownership of the lease or interest wh i ch has t e r m i n a t e t O n ^ h e event the party who failed 10 n u k e the 

required payment shall no t have been fuf ly re imbursed, at the t ime of the loss, ( ro r> i f t e proceeds of the sale of o i l and gas attributable to 

the tost interest , calculated on an acreage basis, for the development and operaung costs theretofore paid on account of such interest, it 

sltall be fe i iaburscd (or unrecovered actual costs (heretofore paid bv^ ic^bui not for its share of the cost of any dr y hole previously dr i l led 

u r wel ls previously jbaruk ineq, h o r n so m u c h of ihe f o l s o y i n f i s is necessary t o d l c c i fcimbtirsr^ment; 

(a) Proceeds of o i l and gas, (ess operat ing eitr>»rtses, theretofore accrued to the credit of the lost interest, on an acreage basis, 

up to the amount of unrecovered costs; 

(b) Proceeds, less operating cxparrses, thereafter accrued attributable to the tost interest on an acreage basis, uf that portion of 

ml at«d gas thereafter producj>l^K3 marketed (excluding prrjductton from any wells thereafter drilled) which, in live absence of such lease 

lerminaiion. would be^rtr*utable to the km interest on an acreage basts, up to the amount ot unrecovered costs, itie p:*jc*xdt ol uid 

portion ol the^rTand gas to be contributed by the other parlies in proportion to their respective interests: and, j.. 

>ny monies, u p to the amount of unrecovered costs, that may be paid by any party who is. or becomes, l i te owner o l ttt< interest 

«U<r. Utt »W |*i»»»iU;g« mA pufMcigMtiwg i n *M* C a o w * o A r w — kgyuwing m p*r*y t<*-«hit. *gr t<.n i« iu • 

J . Other losses: A l l losses incurred, •*!*« -tU- -«.h»w • - l4*f*k- A r i u U I V H 1 m d I V 11 > i1»i..«, sliall l»c ju i rH' lut tes 

and sltall be borne by all parties in propor t ion to their interests. There shall be no readjustment of interests i n the r cnu in i ng poruoo uf 

the Contract A rea . J 

3 



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

1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation ind Responsibilities of Operator: 

I TMBR/SHARP DRILLING, INC. _ * . l l he (lie 

7 Operator rd the Contract Area, and shall conduct and direct and have luU control t i 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, kit it sltall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

IQ negligence or willful mtscrjndoct. 

11 
12 D. Resignation or Rewovml of Operator and Selection of Successor: 
13 
14 1. Resignation or Removal of Operator: Operator may resign at any lime by giving written notice thereof lo Non Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in ihe Contract Area, or is no longer capable of serving as 
16 Operator, Operator shall be deemed to have resigned without any action by Non Operators, except Uie selection of a successor. Operator 
17 may be removed if i i fails or refuses lo carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receiver slim, by the 
IK alfttmative vote o( two (2)or more Non Operators owning a majority interest based on ownership as sliown on Exhibit " A " remaining 
19 after deluding lite voting interest of Operator. Such resignation or removal shall not become effective until 7.4X1 o'clock A.M. on the 
2<1 (irst day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or atticKi 

21 by the NtMi-0|ieralors to remove Operator, unless a successor Operator has been selected and assumes the duties of Operaror at an earlier 
22 dale. Operator, after effective date ol resignation or removal, shall be bound by the terms hereof as a Non Opcraiur. A change of a cor 
23 porale name or structure td Ojicratoc or transfer nf Operator's interest to any single stireudiary, parent or successor cor|niration shall nt* 
24 he lite basis for removal of Operator. 
25 
26 2. ScHcclitin of Successor Operator: Upon the resignation or removal of Operator, a successor 0|NTaior shall le* settTlcd by 
27 die parlies. The successor Operator shall be selected from the parties owning an inicrest in the Contract Area at the lime such success**-
2H 0|ieraiur b selected. The successor Operator shall be selected by the a((irmalive vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed iaib lo vote or votes only lo 
Ul succeed ksetf, the successor Operator shall be selected by the affirmative vole of two (2) or more parlies owning a majority interest based 
31 on ownership as shown on Exhibit " A " remaining alter exduding the voting interest of die Oireraior thai was removed. 

32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of Labor and lire 
.Vi compctisation for services performed shall lie determined by Operator, and all such employees shall be ilie employees r i Operator. 

37 
38 D. Drilling Contracts: 
39 
411 AH wcttx drilled on the Contract Area shall be drilled on a competitive contract basts at the usual rates prevailing in the area. II it so 
41 desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 rales in ihe area and ihe rale of such charges shad be agreed upon by ihe parties in writing bclorc drilling operations are commenced, and 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

44 uqcTxk-nt contractors who are lining work of a similar nature. 

45 

46 

47 

48 

49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 

51 
52 A. InitiadWell: 
53 
54 On or before the day of , 19 . Operator shaB commence the drilling of a wed (or 
55 oil and gas at the following location: 
56 
57 
5a 
59 ijr 
60 and shall thereafter continue the drilling ol the well with due diligence to , | 

to b= daterained tn the contract area at a later date 

61 
62 
63 
64 

a depth to be determined at a later date, J, r 

l l 
frt unless granite or other practically knpenetrahle substance or condition in the hole, which renders hirllicr driUinf> inirwwircil, b en 
Ut UMintcrcti it a lesser depth, or unless all parties agree lo complete or aliandon the well at a lesser dcpili. I 
f.7 
Mt OpcftaUK «h*u m«fc« re««onat4c tcata r4 alt (orntatMMii «i\countcred during) drilling which jive intkcMitin frf curtaining oil nnd 
(f) U M in Quantities siilfk-icnt to test, unless this agrtMment sh*U be limited in its cpplkstion to « spcttfic tWinalioo or formations, m what. 
7(1 event Operator sltall be rcotured to test only the formation or formations to which this agreement may *pply. i * -

4-



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

ARTICLE VI 

1 l i . in Operator*! iurlgrliertl. Ihe ere* will AeA produce oil eje gel iA paying quentitlcx, end i l withes lo plug and lUerulon Ihe 
2 welt at a dry hole, the provitioni ol Article V1.E.1. shall uWalter apply. 
1 
4 
J 

° t). Subsequent Operaiiont: 
7 

* 1. Proposed Opefationt: Should any party hereto desire to drill any weU on the Contract Area oilier than die well provided 
9 lor in Article VI A., or to rework, deepen or plug back a dry hale drilled st the joint expense of all parties or a well juindy owned by all 

IQ the parties and not ihen.producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a weU sltall give the 
1 1 other parties written notice ol the proposed operation, specifying the work to be performed, the location, proposed dqnh. objective forma 
' ? tion and the estimated cost ol the operation The parties receiving such a notice shall have thirty (30) days after receipt ol the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost ot the proposed operation. 11 a drilt-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited lo forty eight (481 hours, exclusive o( Saturday, Sunday and legal holidays. Failure of a parly receiving such notice to reply within 

the period above fixed shall constitute an election by that party not to participate in the cost of the proposed ojieraiiurt. Any notice or 16 

1 1 response given by telephone shall be promptly confirmed in wriiing. 

l R 

19 
20 

2! II all panics elect tu participate in such a proposed operation. Operator shall, within ninety ((X))days after expiration uf the- notice 
22 period of thirty (30) days (or as promptly as possible alter the expiration uf the forty eight (48) hour period when a drilling rig is on kxa-
23 tion, as tlte case may be), actually commence the proposed operation and crarnplcic it with due diligence it the risk and expense ol alt pat-
24 tics hereto; pruvided, however, said commencement date may be extended upon written notice of same by O|ierator to the other panica. 
25 fur a period of up lo ihiriy (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necc-ssai y to obtain 
26 (HStinis liuui governmental authorities, tut (ace rights (mciuding rights of way) ur appropriate drilling equipment, or io temtpk-tc title ca-
22 atiuuatiou ur curative mailer required for liile approval or acceptance. Notwithstanding the furcc majeure pruvisiuus of Article XI. il die 
28 actual operation has not been cotnmeoced within the time provided (including any extension thereof as s|iccifically permuted he-re-tn) and 
2*1 if any party hereto still desires lo conduct said operation, written notice proposing same must be resubmitted to die other parties in actor -
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less than All Patties: If any party receiving such notice as provided in Article Vl.tl I . or Vll 11 I . (Option 
35 No. 2) elects not to participate in die proposed operation, then, in order lo be entitled to the bctteiits o( this Article, the party or parlies 
36 giving lite notice and such other parlies as shall elect to participate in the operation shall, within ninety (90) days alter the- expiration ot 
3' the notice period uf thirty (301 days (or as prornptly.as possible after the expiration o( the forty eight (48) hour period when a drilling rigts 
38 on location, as ihe case may be) actually crjoirnence the proposed operation and complete it with due diligence. 0|*.-iator shall |*.-rlornt all 

39 work (or the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on ktcitton, and il Operator is 
40 a Non Consenting Parly, the Consenting Parlies shall either: (a) request Operator lo perform the work required by suth proposed opera 
41 lion (or ihe account of the Consenting Parlies, or (b) designate one (f) of ihe Consenting Parlies as Operator io perlor ni such » ork Con 
42 senting Parties, when ccrnducting operations on ihe Contract Area pursuant lo ihis Article VLB.2., shall comply with all terms and cort-
43 ditions of this agreement. 
44 
45 
46 

47 If lest thatt all parties approve any |wopused operation, the proposing party, immediately after the expiration o( the ap|4tcablc 
4H nuiicc pc-ru*), shall advise the Const-tiling Parties of the total interest of the parlies a(>pruvittg such ofieraiion and its rc-euiuiiitiidatHM as 
49 to whether the Consenting Parlies should proceed wilh the operation ss proposed. Each Consenting Party, within forty etghi (48) hours 
50 (exclusive o( Saturday, Sunday and legal holidays) alter receipt ol such notice, shall advise the proposing party ol its desire to(a) limit pu 
51 ticipatton io such party's interest as shown on Inhibit " A " or fb) carry its proportionate part of Non Consenting Parties' interests, and 
52 failure to advise the proposing party shall he deemed an election under (a) In ihe event a drilling rig is on location, die time permitted (or 
53 such a icsponse shall not exceed a tout of fortyeighl (48)hours (inclusive ol Saturday, Sunday and legal holidays) The proposing parly, 
54 at its ck-ction, may withdraw such proposal if there is insufficient participation and shall promptly notify alt parties of such decision. 
55 
56 
57 

sd The i nitre cosi and risk of cctnducting such cyc:au^n; i««u be U»rie by the Cortseniing Patties in the proportions they have 
V) elected to ear same under die terms of the preceding paragraph. Consenting Parties snail keep the leasehold estates involved, in such 
60 tolerations liree and clear of all liens and encumbrances rat every kind created by or arising (rom the ejperaiions of die Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parlies shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. II any well drilled, reworked, deepened or plugged back under ihe provisions of this Article results in a pro 
63 ducer oi oil andrur gas in paying quantities, the Consenting Parlies shall complete and equip the well io produce ai their sole coat, tAd risk. 
64 
63 
66 
67 
68 
69 
70 
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ARTICLE VI 
crjnUrHJed 

1 and ihe well shaH l l i tn be turned over to Operator and shall be operated by it at the eipense and lor the account ol the Consenting Far 
2 ilea. Upuei commmtrmoii of opetfations for the drilling-, reworking, deepening or plugging back of any such welt by Consenting Parties 
) in acc<ir<lance with Ihe provlltom of this Article, each Noo-Conieniing Party shall be deemed lo have relinquished lo Consenting Parties. 

I and the Consenting Parlies shall own and be entitled to receive, in proportion lo their respective interests, all ul suth Non Consenting 

*i Party's interest in ihe well and share ol production therelrom until ihe proceeds of the tale of such share, calculated at the well, or 

ti market value ihclcuf U such share is not sold, (after deducting production taxes, excise taxes, royally, ovc-rnding royalty and other in 

7 ttrcsis not excepted by Article l i l . D . payable out ol or measured by ihe production (rom such well accruing with respect to such inicrest 

g until it reverts) shall equal the total ol the iollow'ing: 

9 
10 

" .Tec 
12 of each such NonConsenting Party's share of (he cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, ireaters, pumping equipment and piping), plus 100% of each such 

14 Non Cuasenung Party's share ol the cost of operation of the well comntencing with first production and continuing unit! each such Nun 

I I Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non 

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Noti Consenting 

17 Party had it participated in the well front the beginning of the operations; and 

18 
19 

21 { k y \ £ £ l _ % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing. 

22 after deducting any cash contributions received under Article VII I ,C , and j ) D % of that portion of ihe cost of newly acquired euuip-

i 3 ment in the weU (to and including tlte wellhead connections), which would have been chargeable to such Non Consenting Party if it had 

aM participated therein. 

21 
26 
27 
2H An election not to participate in the drilling or the deepening of a well shaH be deemed an election not to participate in any re-

working ur plugging back operation proposed in such a well, or portion thereof, to which the initial Non Consent election applied that is 

JO conducted at any time prior to full recovery by the Consenting Parties ol the Non Consenting Party's recoupment account. Any such 

M reworking or plugging back operation conduced during the recoupment period shall be deemed part of the cost of operation of laid weU 

32 and there shall be added to tlte sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 

*» ihe reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. II 

34 such a reworking or plugging back Cipcraitan is proposed during iuch recoupment period, the provisions of tins Ankle VI.D. shall be ap-

31 plicablc as between said Consenting Parties in said welt. 

36 

3? 

38 

)9 During the period of lime Consenting Parties ire entitled to receive Non Consenting Party's share of production, or the 

40 ptotccdv therefrom. Consenting Parties shall be responsible for the payment ol all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non Consenting Party 's ilure of production nut excepted by Ar 

42 tkle 111 I) 

43 

44 

45 

•Ki lu the case of any reworking, plugging back or deeper drilling opcrjutoo, die Consenting Parties shall be pcimittul to use, free 

<1V uf cost. JD casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

'IH abaiukutiiicnt uf a well aflcf such reworking, plugging back or deeper drilling, lite Consenting Parties sltall account lor all such equip 

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

*> 
51 

52 

13 Within sixty (601 days after the completion of any operation under this Article, the party conducting the operations fur the 

14 Consenting Parties shall furnish each NonConsenting Party with an inventory of the equipment in and connected to the welt, and an 

11 iicttuied statement of (lie cost of drifting, deepening, plugging back, testing, completing, and equipping the well lor production; ot, at its 

V i option, the operating party, in Ueu of an Uemiied statement of such costs of operation, may submit a detailed statement of monthly Ull 

17 tags Each month thereafter, during the lime the Consenting Pirties are being reimbursed as provided above, the party conducting the 

18 operations lor the Consenting Parties shaft1 furnish the Non Consenting Parties with ar, itcmtied state*~m* c? *l l cotis ir.d Uabttities In 

C-rted in the operation of the well, together with a sutement cf the quantity oi oit anu gas ptoouccu trom it ana the air-aunt ĉ aprocc-eds 

60 realited from tlte sale o( the well's working interest production during the preceding nvonth. In determining the quantity of ^ and gas 

61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to. metering •* per*od*c 

62 well tests. Any amount reaUied from the sale or other disposition of equipment newly acquired in connection with any sucK.bpetattou 

63 which would have been owned by a NonConsenting Party had it participated thertiu shall be credited against the total unr^ia^ed costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non Consenung Party shall tevtliUo it as 

61 above provided, and i l there is a credit balance, it shall be paid to such NonConsenting Party. j ; 

(>7 . 

68 I ' a 
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AKnCLEVl — 

CMVtlnued 

I If and when the Consenting Parlies recover from a Non "Consenting Party's relinquished interest the amounts provided for above 
J the teUrvpiuried Interest! of such Non-Con tenting Party shall automatically revert to h, and, from and after such reversion, lo th Noo 

3 Co.ncit.nl Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the prorltretton 

4 therefrom as such Non Consenting Parly would have been entitled lo had i l participated in ihe drilling, rcwotliug. deepening ur plugging 

i hack of said well, thereafter, such Non Consenting Parly shall he charged with and shall pay its prrjporiionatc pari of the liiiihcr lusts of 

6 the opctalton uf said well in accordance with the terms of this agreement arid dte Accounting Procedure attached hcietu 

7 

a 
9 

10 Notwithstanding the provisions of this Article VLB.2., it is agreed that without the mutual consent of all parties, no wells shall 

I I be completed in ot produced from a source of supply (rom which a well located elsewhere on the Contract Area is producing, unless such 

12 well conlutms to the then taming well spacing pattern lor such source ol supply. 

13 
14 

15 
10 The provisions of this Article shall have no application whatsoever to the drilling ol the initial well described in Article VI A 

17 except (a) as to Article VH.D. l . (Option No. 2), if selected, or (b) at to ihe reworking, deepening and plugging back of such initial well 

I f l adcr it has been drilled to die depth specified in Article VI.A. i( it shall thereafter prove to be a dry hole or. if initially completed lee pen 

19 auction, ceases lo produce in paying quantities. 

20 

21 

22 

23 V Stand By Tittle: When a well which has been drilled or dc-ciicncd has reached its authorited depth and all lesis have he-en 

24 completed, and the results thereof furnished to the parties, standby costs incurred pending response to a party's notice proposing a 

23 icwurking, deepening, plugging back or compteling operation in such a well shall he charged and borne as pan of lite drilling ur dccl*-n 

26 ing operation jusl completed. Slandhy colls subsequent to all parties responding, or expiration of the rcs|Kinse time permitted, whichever 

22 first occurs, and prior lo agrccmcril as to the participating interests of all Consenting Parties pursuant lo the terms ol tlic second grant 

2D ntalical paragraph of Article Vl. t l .2, thai be charged lo and borne as pari of the proposed operation, but it die proposal is subscuuciuly 

29 withdrawn because of in sufficient participation, such stand by costs shall be allocated between the Consenting Parlies in the proportion 

30 each Consenting Party's interesl as shown on Exhibit " A " bears to the total interest as shown on Eshibil " A " o( all Consenting Par 

31 lies 

32 
33 
34 
35 4 Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable io a **dcc-pc-iiing*' operation sltall 

36 also IK: applicable lo any proposal lo direciionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein called "sidetracking"), unless done to straighten the hole or ro drill around junk in the hole or because of other 

)8 met haitica) ilildculties Any parly having die right to participate in a proposed side-tracking operation (hat docs not uwn an interest in lite 

39 allccicd well bore al ihe lime o( the notice shall, upon electing lo participate, under io ihe well bore owners its proportionate share (equal 

40 lo tts interest in the sidetracking operation) of the value of that portion of ihe canting well bore lo be ut i l iml as follows 

41 

42 

43 

44 (a) !( the proposal is (or sidetracking an existing dry hole, reimbursement shall be on Ihe basis o( the actual costs incurred in 

45 tlu- initial drilling ol the well down lo the depth at which the sidetracking operation is initiated. 

46 

47 

48 

49 (b) II ihe proposal is lor sidetracking a well which has previously produced, reimbursement shall be on the basis ol ihe well's 

30 salvable materials and equipment down lo the depth at which the sidetracking operation is initiated, determined in accordance with ihe 

51 provisions of Eshibil " C " , less the estimated cost ol salvaging and the estimated cost ol plugging and abandoning 

52 

53 

54 

]> In the event that notice (or a sidetracking operation is given while the drilling rig lo be utilized is on location, the- rt-s(<onsc period 

Vi shall he limited to lorly eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may re-e|uest and 

#7 receive up to eight (8) additional days after expiration of the fortyeight (48) houri within which to respond by paying (or all stand lay lime 

>8 incurred during *uch extended response period. If more than one party elects lo lake such additional time io respond to ihe nonce, stand 

55 u , cow *i.a« be aaUacatcj between the parties taking additional time to respond on a day-to-day basis in the proportion each crrxiina oat-

60 ly's inicrest as shown on Exhibil " A " bears to the total interest as shown on Exhibit " A " ol all ihe electing panics In at) other in 

61 stances rite response period to a proposal (or sidetracking shall be limited to thirty (30) days. 

62 

63 
64 )-. 
65 C. T A K I N G PRODUCTION IN K I N O : _J . 

66 • y i 
67 Each parly shall take in kind or separately dispose of its proportionate share of alt oil and gas produced from the Contract Area. 

0H eaelusive of production which may be used in devekrpmcnl and producing operations and in preparing and treating oil and gat lor 

09 marketing pur|«iee-s and production unavoidably lost. Any extra ct|>citditiirc incurred in the taking in kind ur sc|.iralc'di*taas4ticin by any 

70 party ut its peooortiunaie share of die production sltall be borne by such party. Any party taking its share of production jrtjlljt^a^lau bc-

-7 
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ARTICLE VI 
oorkUnued 

I required lo par lor only tu proportionate share of audi part of Operator'! surface lecihties which it usei 
2 

1 Each party shall eaecute such cUvision orders and contracts as may be necessary for the sale of its interest in production hunt 

4 the Contract Area, and. cacept as provided in Article Vl l .U. , sltall be entitled lo receive payment directly from die purchaser thcrctaf lor 

3 its share of all production. 

b 

2 In the event any parly sltall (ail to make the arrangements necessary to lake in kind or separately dispose of its proportionate share of 

8 the oil produced (rom the Contract Area, Operator shad have the righr, subject to the revocation at will by the party owning i t , but not 

9 the obbgation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the 

10 best price obtainable in the area for such prraduction. Any such purchase or sale by Operator shall be subject always to the right ol the 

11 owner of the production to exercise at any time its right lo take in kiad, or separately dispose of, its share of all oil not previously 

12 delivered to t purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable iicrtudsuf 

1) titrie as are consistent with the rrtinirnum needs of the industry under the particular circumstances, but in no event (or a period in excess 

14 ol one (1) year. 

la 
16 In the event one or more parlies' separate disposiuon of its share of the gas causes split-stream deliveries to separate pipelines andrur 

I? deliveries which on a day today basis lor any reason are not etactly equal to a parly's respective proportionate share ol total gas sales lo 

18 be allocated lo it . the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parlies hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 

20 

21 O. Access to Contract Area and Information! 

22 

25 Each party shall liave access lo the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe tipc-ratious. 

24 arid shall have access at reasonable tinsel to information pertaining to lite ucvt-lcinnictii or operation liter col, including Operator's beuks 

2a and records relating dierelu. Operator, U|«jo request, shall furnish each of the other parties with copies ol all forms ur rc|uris filed with 

26 governmental agencies, daily drdling reports, well logs, tank tables, daily gauge and run ticket! and reports of stuck uti hand at the (it sl ta* 

27 each month, and shall nuke available umples oi any cores or cuttings taken (rom any well drilled on the Contract Area, l i t e cost ul 

28 gathering and furnishing information to Non-Operator, oilier than that specified above, sltall be charged lo the Ncm Operator dial te-

29 quests the inforirution. 

30 

31 E. Abandonment of Wei l l : 

32 

33 I Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.D.2.. any well which has been 

34 drilled or deepened under die lerms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

1*1 without the consent of all parties. Should Operator, alter diligent effort, be unable to contact any parly, or should any parly (ail lo reply 

30 within (orty eight (48) hours (eaclusive of Saturday. Sunday and legal holidays) after receipt of notice of the proposal to plug and abandutt 

17 such weft, such parly shall be deemed lo have tpnsented lo ihe proposed abandonment. Al l such wells shall be plugged and abandoned in 

IH accordance with applicable regulations and at the cost, risk and erpense of ihe parlies wlw participated in the cost ol drilling or dcetic-iiing 

39 such well. Any parly who objects to plugging and abandoning such well shall have the right to lake over the well and conduct (uriher 

40 operations in search o( oil and/or gas subject to the provisions o( Article VI B 

41 

42 > Abandonment o( Weds lhal have Produced: Except (or any well in which a NonConsent operation has lice-n conducted 

hereunder (or which die Consenting Parlies have noi been (ully reimbursed as herein provided, any well which has lie-cn completed as a 

14 producer sltall not be plugged and abandoned without the consent ol all parlies If all parties consent lo such abanduniiie-m. die well shall 

41 

be plugged and abandoned in accordance with applicable regulations and at the cost, tisk and expense uf all the parnc-i hereto. I I . wilhitt 

l lnny (HI) days adet receipt of notice of the proposed abandonment of any well, all parlies do not agree to the abandonment of such well, 

- I 7 tliuse widiing 10 conttntie its ojieration from the intervals) of the formaiion(s) then o|tcn to production shall tender to each nf ihe other 

panics its ptojiurtionate share of the value of ihe well's salvable material and cqut|micnl, ck-lciinincd in accordance wiih the |iruvisioiit ol 

*9 Exhibit " C " . less the estimated cost d salvaging and the estimated cost of plugging and abandoning. Each abandoning patty sltall assign 

^0 the non abandoning parties, without warranty, eipress or implied, as 10 title or as to quantity, or fitness lor use ol die equipment and 

' I material, all ol its inicrest in the well and related equipment, together with its interest in ihe leasehold estate as to, but only as 10, the in 

'2 terval or intervals of the formation or formations then open 10 production. If ihe inicrest of the abandoning party is or includes an od and 

'5 gas inicrest, such party shall execute and deliver 10 the non-abandoning party or parties an oil and gas lease, limited 10 the interval or m 

34 tcrvals o( ihe formation or formations then open 10 production, (or a term cd one (1) year and so long thereafter as oil audfor gas is pro-

53 duced (rom ihe interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as rZxiubil 

36 

37 
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i ARTICLE vi 

amth»ttd 

' U ' . Tlic assignments or leases to banned shall eaicrjrnpasx ih« "<ktUinB uni t - ' upon which lh« well is located I t * paynsentsby. and the 
" " " " " , " ' u ° ' •*»«*» io, U K auifneea rhaU be in a ratio baaed upon the relationship ot their respective percentage of participation in the 
Contract Area to die aggregate of the percentage! of participation in the Contract Area of ail assignees. There shall be no readjutunent of 
micrcsts in die remaining portion of die Contract Area. 

thereafter, abandoning parties sltall have no further responsibility, liability, or interest in the operation of or production from 

lite well in ihe interval or intervals then open other than the royalties retained in any lease made under the lerms of Otis Article. Upon re

quest, Cvperaior shall continue 10 operate the assigned well tor the account of the non abandoning parties at ihe rates and charges con 

tcrnptaied by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

well. Upon proposed abartdonrrienc of the producing cruetvaKs) assigned or leased, the assignor or lessor sltall then have use option to 

icpurchase its prior interest in the well (using the same valuation formula) and participate in further operaOont dice cm subject to the pro

visions hereof. 

59 
60 
61 
62 
65 
64 
65 
66 
67 
68 
69 
70 

3. Abandonment of Non Consent Operations: The provisions of Article V t .E . l . or VI.£.2. above shall be applicable as between 

Consenting Parties in the event ol the proposed abandonment oi any well excepted (rum said Articles; provided, however, no well sltall bc-

|icrntancntly p(ugged and abandoned unless and until all panics having the right to conduct further operations therein have been notified 

ol die proposed abandonment and allotded the opportunity 10 elect 10 lake over the well in accordance with the provisions of this Article 

V I E . 

ARTICLE V I I . 

EXPENDITURES A N D L I A B I L I T Y OF PARTIES 

A. Liability of Parties: 

The ualutity ol ihe parties sltall be several, not joint or collective. Each party shall be responsible only (or its uUigatiitni. ami 

ShaH be bal4e only tor its proportionate sltarc ol the costa id developing and opcratuig die Contract Ana. Aiturdiiigly. llic Item granted 

among the parties in Article Vl l .U. are given lo secure only the debts ot each severally, l l isnol the iiuetstion of live panics lucre-ate. nor 

sltall this agreement be construed as creating, a mining or other partnership or association, or lo render die parties table as partners. 

D. Liens and Payment Defaults: 

Each Non Operator grants lo Operator a lien upon its oil and gas rights in ihe Contract Area, and a security interest in its share 

ol oil aiidlor gas when extracted and its interest in all equipment, to secure payment of its share of expense, logcdier with interest thereon 

at lite rate provided in Exhibit " C " . To the extent that Operator has a security inieresl under ihe Uniform Commercial Code of die 

state, Oiierator shall be entitled to exercise the rights and remedies of a secured party under ihe Code. The bringing of a suit and the ob

taining of judgment by Operator for the secured indebtedness shall not be deemed an elec-tion of remedies or otherwise aftrci the lien 

tigliis or security interest as security lor ihe payment thereof. In addition, upon delautt by any Non-Operator in ihe payment ol its share 

ul expense. Oticraior shall have the right, without prejudice to other rights or remedies, io collecl liom llie purchaser lite proceeds (rom 

the sale ol such Non Operator's share of oil and/or gas until ihe amount owed by such Non Operator, plus interest, has been patd Each 

purchaser sltall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grams a like hen 

and security interest to the Non Operators to secure payment o( Operator's proportionate share o( expense. 

4f-any-party-f«ili or n enable lo p«) i l l share uf eapciue williin^ary^WV-JeyT-afKr rc-ndilKin ufaswcrregit^thi ri-fur liy 

Operator, the- nun dclauhiiig panics, inc hiding Operator, shall, upon r c r j u c s j j i x i > ^ the- pti^aulaiiii lhal 

the interest o( each suchJiatayjx^njesjl i t irau^ parties. Each parly so paying us share of the unpaid amount shall, lo ulilaui 

luiiuburieinsWlJhitl^MT, U lubrugaled In tha security l ighli ilmcribwj in t in lurrgmtig pengraph. 

C. Payments and Accounting: 

Eacepl as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 

and operation oi ihe Contract Atea pursuant to this agreement and shaH charge each ot ihe parlies hereto with their tespecuve propue 

tionate shares upon die expense basis provided in Exhibit. " C " . Operator shall keep an accurate record ot the joint account hereunder, 

showing expenses incurred and charges and credits made and received. 

Operator, al its election, shall have the right (rom time to lime lo demand and receive from the other parties payment in advance 

uf their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the neat succeeding 

mouth, which right may be exercised only by submission to each such party of an itemised statement of such estimated expense, together 

with an invoice for its share thereof. Each such statement and invoice for the paymrc: ir. idvir.ee en' estMT.atec! expense shaH be submitted 

un or before die 20th day of the next preceding month. Each parly shall pay to Operator its proporlionaie share of such esiuitfa within 

fifteen (15) days after such estimate and invoice is received, i f any party tails lo pay its share of said estimate within said lime, luarriount 

due shall U-ar interest as provided in Exhibit " C " unlit paid. Proper adjustment sltall be made monthly between advances am)#Jclual ei 

pense to die end that each party shall bear and pay its pcopejriionaie share ot actual expenses incurred, and no more. . 

1). Limitat ion o l Expenditures: 

I . Drill or Deepen: Without ihe consent of atl parlies, no well shall be drilled or deepened, except any well 

putsuant ta Use provisions of Article VLB.2. of this agreement. Consent lo the titttltng or deepening shall inclui 

i-.V-Jr̂ j 

H 
^ evened 
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AimCLEVM 

1 t 3 Opt ion N u . \ \ A l l AcCcturir c k r * n d k u r e * kw the dr i l l i ng or deepening., leaf ing, comple t ing Mid equipping o l U»c ktctudUig 
2 ncccruuy tankage and/or suH*cc (-aoUlict. 

5 
4 ^ ^V**** No- 2: Al l necessary expenditures lur the drilling or deepening and testing of the well. When such well has reached tu 

5 autliorued depth, and all tests have been cofimtetcd, and die results thereof lurnislted to the parties. Operator sltall gt*< ittuticUiate nuuee 

6 to the Non Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty eight 

7 (*W) liours (exclusive ol Saturday. Sunday and legal holidays) in which io elect to participate in the setting ol casing and the completion at 

a tempt. Such election, when made, shall include consent to aH necessary expenditures lor the completing and equipping oi such well, in 

9 dueling necessary tankage andfor surface (acuities, f ailutc ol any patty receiving such notice to reply within the pet*od above fixed sltall 

10 constitute an election by that party nor io participate in the cost ol ihe completion attempt, tf one or more, but less than all U the parties. 

11 elect to set pipe and to attempt a completion, the provisions ol Article VIH.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.(1.2. sltall be deemed to include •'completing'') shall apply to the operations thereafter conducted by less 

13 than aa parties. 

14 

I J 2. Rework or Plug Back: Without the consent ol all parties, no well shall be reworked or plugged back except a well reworked oc 

16 plugged hack pursuant lo ihe provisions ol Article VI B X ol this agreement. Consent to the reworking or plugging back of a well du l l 

I? include i l l necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 andfor surface facilities. 

19 

20 J Other Operations: Without (he consent of all parties. Operator shall not undertake any single protect reastnuhly estimated 

21 to requite an expenditure in excess of T w e n t y - F i v e T h o u s a n d i ^ [ i f t ( i 2 S . 0 0 0 . 0 0 j 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

>J previously author!led by or pursuant to this agreement; provided, however, that, in case uf explosion, lire, flood or other suddeti 

2-1 emergency, whether uf the same ur different nature. Operator may take wen steps and incur such expenses as in its upmimt j(c u-quuvd 

25 tu deal with the aitcrgency to safeguard Ufc and properly but Operator, as promptly as pussiMe, shall report the emergency tt. ilu- t*lu-t 

26 par tics If Operator prepares an authority lor expenditure (AH*) for its own use. Operator sltalt furnish any Nun Oitviaiuf so n-utK-stiui: 

2? an ".formation copy thereof lor any single project costing in excess .if T e n l l i o u s a n d 

28 Dollars l l i 0 > 0 0 0 « 0 0 j ^ ^ ihan the amount first set loan above in this paragraph 

29 

30 t Rentals, Shut-in Well Payments and Min imum Royalties: 

31 

12 Rentals, shut in well payments and minimum royalties which may be required under the terms of any lease shall be paid by tlte 

)3 P-"ty or parties who subjected such lease to this agreement at its or their expense, ln the event two or more parties own and have con 

34 tributc-d interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 

35 Miatf of all such parties. Any party may request, and shall be entitled to receive, proper evidence ol all such payments In the event of 

30 failure tu make proper payment of any rental, shut in well payment or minimum royalty through mistake or oversight where such pay 

17 mem is required to continue the lease in force, any loss which results (rum such non payment shall be borne in accordance ** ith the pro 

38 visions ol Article IV .0 2. 
39 
10 Operator shall notify Not* Operator of the anticipated completion of a shut in gas well, or the shutting in or return to production 

4) ol 4 producing gas well, at least live (5) days (excluding Saturday. Sunday and legal holidays), or at ihe earliest op(•urumiiy permitted by 

\2 circumstances, prior tu taking such action, but assumes no liability lor failure tu do so hi the event ol failure by Operator tu so notify 

,3 Nun Operator, the loss of any lease contributed hereto by Non-Operator (or lailure to make timely payments uf any shut in well payment 

44 shaft be borne jointly by ihe parties hereto under the provisions of Article IV 11 }. 

4* 

46 F. (axes: 

47 

48 Ueginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation aH properly 

4\t subject to this agreement which by law should be rendered (or such taxes, and it shall pay all such taxes assessed thereon before tlsey 

50 Income delinquent. Prior io the rendition date, each Non Operator shall furnish Operator information as to burdens (to include, but not 

51 IK1 limited tu, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Nun 

52 Operator, l i the assessed valuation of any leasehold estate is reduced by reason of Us being subject to outstanding excess royalties, over 

53 tiding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit ui the ownei or 

54 owners ol such leasehold estate, and Operator shall adjust the charge to such owner or owners so at tu reflet. I the benefit of such rcduc-

55 (ton If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, that notwithstandmg 

50 anything tu the contrary herein, charges to ihe joint account shall be made and paid by the parties hereto m accordance with the taa 

57 value jccueratcd by each party's working interest. Operator sltall bill the other parties for their proportionate shares of all tax payments in 

.'.v r.—«.a pr-Valed in Fthibii " C " . 

v> v 

60 If Operator considers any tax assessment improper. Operator may. at its discretion, protest within the lime andhinvaitner 

61 prescribed by Uw. and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to (ijpl deter 

62 mi nation. During the pendency of administrative or judicial proceedings. O)>crator may elect to pay, under protest, all Mich taxtf|and any 

63 interest and penalty. W h e n any such protested assessment shall have been f inal ly determined. Operator shall pay the lax for i h r * ~" 

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

65 provided in Exhibit " C ' \ - j . 

Cl I'-ath parly shall pay Of cause to be paid all production, severance, erase, gathering and other laics ltH|>osttl upon or.v/ilh^respect lo 

IJU the ptuchitituu or luiulling ul suth parly's share ol cut andlor gas produced under the terms ul this agreement, i 't \ f - \ j" " 

6 U 

70 

10 

! 
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Aimcijs vii 
continued 

I G . Insurance: 

2 

\ At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the stale where the operations are being conducted; provided, however, that Operator may be a self insurer lor liability under said com 

5 peusatiun laws in which event the only charge that shall be made to the joint account shall be as provided in Hxhibit "C'\Operator shifl 

d also carry or provide insurance for the benefit of the joint account of the parties at outlined in Exhibit " U " , attached to and made a part 

7 hereof. Operator sltall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may tequirt. 

9 

10 In the event automobile public nabuity insurance is specified in said Exhibit " D " , or subsequently receives the approvjl of the 

I I parties, no direct charge shall be made by Operator lor premiums paid for such insurance tor Operator's automotive equipment. 

12 

13 A R T I C L E VI1L 

M ACQUISITION, M A I N T E N A N C E OR TRANSFER OF INTEREST 

n 
16 A . Surrender of Leases: 

17 
18 Tlte leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in pari unless all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other patties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied wan amy of title, aU of its in iciest in 

23 *>uch lease, or |Kjrtion thereof, and any well, material and equipment which may be located thereon and any rights in rHoduelion 

24 thereafter secured, to the parties not consenting to such surrender. II the interest of the assigning party is or includes an oil and gas in 

25 let est. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 

26 with oil and gas interest for a term of one {!) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 

27 lease to be on the form ai tad ted hereto as Exhibit "B4*. Upon such assignment or lease, die assigning party sltall be relieved from w& 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any weB 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and txo 

30 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 

31 party assignor or lessor the reasonable salvage value of Use tatter's interest in any wells and equipment attributable lo the assigned or kas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " . less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning, lf the assignment or lease is in (avor of more than one party, the interest 

34 shall be shared by. such parties in die proportions that the interest of each bears to the total interest of all such parties. 

% Any <assignineni. lease or surrender made under this provision sltall not reduce or change the assignor's, lessor's or surrendering 

)7 putty's iujercst as it was immediately before the assignment, lease or surrender tu the balance ol ihe Contract Area, and the acreage 

38 assigned, jeased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions ol this 

39 agreement. 

40 

41 U. Renewal or .Extension of Leases: 

42 

43 f( any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

41 shall hate the right lor a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro 

46 poriiooate shares of ihe acquisition cost allocated to that part of such lease within the Contract Area, which sltall be in proportion tu the 

47 iuteresti held at that time by the parlies in the Contract Area. 

48 

49 tf some, but less than all, of the parties elect to participate ifl the purchase of a renewal lease, il shall be owned by ihe panics 

VI WIK> dect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating tn the purchase of such renewal lease. 

52 Any renewal lease in which less than aU parties elect to participate shall not be subject to this agreement, 

j j 

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

55 by the Kquiring party. 

36 

57 Tlte provisions of this Article shall apply to renewal leases whether they are lor the entire interest covered by the expiring lease 

58 or cover only a portion of its area or an tr*iciest tneretn. Any renewal lease taken before 'he expiration of its predecessor lease, or taken ur 

59 contracted for within six (6) months after the expiration ot the existing lease sltall be subject to this provision, but any lease u k & or cut 

60 iracted for more than six (6) months after the expiration of an existing tease shall not be deemed a renewal lease and shall not be wbject lo 

61 the provisions of this agreement. q>. 

o2 

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

64 

65 C. Acreage or Cash Contributions: 

67 While this agreement is in force, il any party contracts for a contribution of cash towards the drilling ol \ wtjll orjiny.other 

68 operation on the Contract Area, such contribution shall be paid tu the party who conducted the drilling or other 04H^arJoh"a|»d shaH be 

69 applied by ii against die cost ol such drilling or otlvcr operation. If th« contribution be m th* locm oi *er*.•<«, th« t**t{t ur wl&o: the « w 
70 u.button \\ nude sltall prompdy lender in assignment ol the acreage, without warranty ot title, to the Drilling Parties j n ^ ^ yg^ .^Pf ta 
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j ARTICLE VIU 

cent t in cied 
1 said frilling Parties lh« r«d Ihe a n t a l d r i l l i ng the we l l . S u e * acreage shal l become • icpaeaM G i n tract Area and , l a the « t e « u ooauUe. be 

2 governed by provtaiona identical l o thja agr«Kme<it. Eactt party shaH cwomptly not i fy aU other parties of any acreage or cash conut tMt ions 

I k may obtain in support eat any weU or any other operation on the Contract Area. T l x above provisions sltall also be applicable to up 
4 liooal tights to cam leicage outside die Contract Area which are in sup|>ocl ol a welt drilled inside die Guru,act Alea. 
a 

6 U any party contracts (or any consideration relating to disposition of such party s share of substances produced hereunder, such 

7 consideration shall not be deemed a contribution is contemplated in this Article VIU.C. 

8 

9 13. Maintenance o i Uui larm Interest: 

10 

I I For the purpose ol maintaining unitormity of ownership in the oil and gas leasehold interests covered by this agreement, no 

12 party shall seU. encumber, irtruler or make other disposition of its interest in the leases embraced within the Contract Are* and in weUa. 

I ) erjutpmenr and product ion unless such disposition covers cither: 

14 

t > I. the entire interest ol the patty in aQ leases and equipment and production; or 

lb 

17 2. art equal undivided interest in all leases and egtiipment and production in the Contract Area. 

18 

19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made etprcssly subject to this agreement 

20 and shad be made without prejudice to die right of the other parlies. 

21 

22 H. at any time the interest of any party is divided among and owned by lour or more Co owners, Operator, at its discretion, may 

23 require such co owners to appraint a single trustee or agent with full autliortty to receive notices, approve cx|icndtturcs. receive brlliugs fur 

24 and approve and pay such party's share of the joint eapcrvses, and to deal generally with, and with power to bind, die to owners of such 

2> lurry's intctest within the scope of the operatiotss embraced in this agreement; however, aU such coowncrs sltall have the right tuetttet 

26 into and eactutc aU contrails or agreements lor the disposition of their respective shares of die od and gas ptoduccd horn the Contract 

27 Area and they sltall have the right to receive, separately, payment of the sale proceeds Uicreof. 

28 

29 E. Waiver of Rights to Part i t ion: 

30 

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

32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severally its ttndividcd 

}3 interest therein. 

54 
3a f , l W c e c « l . . l f t igh l t« Purchase, 

36 
37 ~&U«a>ulti nifty* -?+Hy fcWt«<» t»-4*U «%U fcH 4iiy pwt ni iu, intwifStas. uftd«f tUt* tigr^ffftWU, ftf-ifc> fight* rnnti- *Hte«u^***-C/afikt*pA*-» 

38 Area, it sliall promptly give written notice to the other parlies, with full information concerning iu proposed ule, whit^ausitatt^^udc the 

39 name and address of die prospective purchaser (who must be ready, willing and able to purchase)^tlu^uj/ehlsT^ke. and all other terms 

4G of the offer The other parties shall then have an optional prior right, for a r^riodojUcn^tO]^ays after receipt of die notice, to purchase 

41 on the same terms and conditions the interest which the othcrnarj^eoprSseTto sell; and. i i litis optional right is eicrciscd, tite putchas 

42 mg jurties shall si tare the purchased interest mihaiupropOfUons that the interest of each bears to the total interest of all pu a basing par 

4} tics. 1 luwever, there shall beji ja-pa^fei^ialright to purchase in those cases where any party wishes to mortgage its interests, or to 

44 dispose of i»y i iaU4t«s^y^" < f g c f . tcot gam ration, consolidation, or sale of all or substantially all of its assets to a subsidiary or patent com 
4 5 ^ " • y ~ ~ r t ^ ~ 7 " » t i . i } f u \ \ i r y n i * p f " - * " ' r " m p ? n y . <H J l ? l * \ y { " ^ " p ^ y IP — h i i - h i a y . r . n i f - l t t Y * * * * * * * a i a j n . . l y - ^ i ^ l . « » fcltwW, 

46 ' 

4? ARTICLE (X. 

<o I INTERNAL REVENUE CODE ELECTION 
49 
50 l i t is agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 

51 (or profit between or among the parties hereto. NoAwiuSuartvding any provision herein that the rights and baUlities hereunder are several 

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, lor federal income tat 

53 purjioses. this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be eacfudul 

54 from the application of all of the provisions o( Subchapter "K ' \Chapter i % Subtitle " A " , o f the Internal Revenue Code ol 1954, as per 

55 nuttvd and author tied by Section 761 of the Code and the regulations promulgated thereunder. Operator is amhor ucd and dittoed tu cx 

56 etute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 

57 United Statis or die Federal Internal Revenue Service, mcluding specifically, but not by way of limit at ion, aU of the returns, statements, 

58 and die data required by Federal Regulations 1.761. Should there be »n* ?«*j*iw*:«v.ra; sites each ;sarty hereby affected give further 

59 rvirknre of this elect ton, each such party snail execute such documents and lurnish such other evidence as may be require-by die 

60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take jpjr otlurr 

61 action inconsistent with the election made hereby. U any present or future income tax laws of die state or states in which duatpJntract 

62 Area is located or any future income tat laws of the United States contain provisions similar to those in Subchapter " K " . (Dopier 1. 

63 Subtitle " A " , of the Internal Revenue Code of 1934. under which an c lea ion similar lo dtat provided by Section 761 of the Cotte is pet 

64 milted, each party hereby affected shall make such election as may be permitted ur required by such laws. In making die (ureg^rjg elec 
65 tion. each such party states that the income derived by such party from operations hereunder can be adequately dctermincti vpJbiut ttw 

66 computation of partnership taxable income. s."'*-* 

67 /&f!'~i*A 
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1 A R T I C L E X. 

2 CLAIMS A N D LAWSUITS 
5 

4 Oi«.-iaior nun settle any single uninsured ihird parly damage claim ur ju i l arising (rom operation* hereunder i( llie eapcttditiiic 
I docs inn eat-n-J F i f t e e n T h o u s a n d lluUaii 
6 » 1 5 . 0 0 0 . 0 0 , , l ¥ i a „ « 

payment is in complclc aelilcinettl oi lueh claim or suit. If the amount required (or Settlement es-

7 ceedt the altfjve amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such audtortty a 

H delegated to Operator. AU colli and expenses ol haasdling, settling, or otherwise discharging such claim or suit shaH he at the joint ea-

9 pense of the parties participating in the operation (rom which the claim or suit arises. I I a claim is made against any party or if any party is 

10 sued on account ol any matter arising (rom operations hereunder over which such individual has no control because ol the rights given 

I I Operator by diis agreement, such catty shall tmmedtalely notify all other parlies, and the claim or suit shall be treated as any other claim 

12 or sun involving c o i t i o n s hereunder. 
15 

14 A R T I C L E X L 

1> FORCE MAJEURE 

lb 
17 l l any party is rendered unable, whully or in part, by force majeure to carty out its obligations under this agreement, other than 

1U lite obligation to nuke money payments, that party shall give lo aU other parties prompt written notice of the (otce majeure with 

|<; reasonably full particulars concerning it ; thereupon, the obligations of the party giving lite notice, so (ar as dtey are affected by the (otce 

20 majeure, sltall be suspended during, but no longer than, the continuance of the furce majeure. The alleclcd parly sltall use all reasonable 

21 ddigcttcc to remove lite force majeure situation as quickly as practicable. 

22 

2 j Tlte requirement that any force majeure shall be remedied wiih all reasonable dispatch shall not require the setileincni of strikes, 

24 lockouts, or other labor ddlicuhy by the parly involved, contrary to its wishes; how all such dilliculiics shad be handled shaH be anilely 

2 j within the dtscrctioo of the party concerned. 

26 

27 lite term •'force majeure", as here employed, shall mean an act of God. strike, lockout, or other industrial disturbance, act of 

2H lite public enemy, war, blockade, public riot, lightning, (ire, storm, flood, explosion, governmental action, governmental delay, restraint 

>y tic inaction, unavaibbiliiy of equipment, arid any other cause, whether of ihe kind specifically tmunieratcd above- or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 
31 
32 A R T I C L E X I I . 

33 NOTICES 

34 

J5 Al l notices authoriicd or required between the parties and required by any of Ihe provisions of diis agreement, unless otherwise 

J6 s|Mxtlically provided, shall be given tn writing by mail or telegram, postage or charges prepaid, or by lelea or telecopier and addressed lo 

3; the parties to whom the notice is given at the addresses listed on Exltibit " A " . The originating notice given under any provision hctcof 

3(a dul l \x dec-med given only when received by ihe parly lo whom such notice is directed, and ihe time (or such party io give any nonce m 

J9 response thereto shall run Irons the dale the originating notice is received, l ite second or any responsive notice shall be donned given 

40 when deposited in ihe mail or wiih die telegraph company, wiih postage or charges prepaid, or sent by tclct ur tele-copier. L'ach party 

41 iliall ha.-c lite tight lo change its address ai any lime, and from time to lime, by giving written notice thereof lo all otlter parlies. 

42 
4J A R T I C L E X I I I . 

44 T E R M OF AGREEMENT 

4 . 

VJ ( his agreement shall remain in lull furce and effect as to lite oi l and gas leases and/or oil and gas interests subject hereto (or die 

47 period •.( tunc selected lickiw, provided, however, no parly hereto sltall ever be construed as having any right, title or uilcttrsl mot tusny 

4g lease or oil and gas tntetest contributed by any other party beyond the term of this agreement. 

49 
50 G Opurm No. t : 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 die Contract Area, whether by production, extension, renewal or otherwise. 

" ) 
53 (9 Option No. 2: In die event the well described in Article VI A . or any subsequent well drilled under any provision of diis 

54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such weM or 

55 wells produce, or are capable of production, and for an additional period of 9 0 days from cessation of all production: provided. 

56 however, if. prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, ik-epen-

".7 Hur^i tg hack, testing or attempting lo complete a well or wells hereunder, this agreement shall continue in force until such otiera-

5H nuns have been coir^Lncd and if production result! therefrom, litis sgreimrnt shall continue in force as lur.'.i.. ^vt-ni Utc 

59 wcti described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ofcapablc 

60 of producing tail arid/or gas from the Contract Area, this agreement shall terminate unless drilling, divrvning. plugging back of rework -

61 i n | operations are cunuitenced within 9 0 j a y S f f 0 f n l n e dale of abandonment of said well. 

62 

63 It is agreed, however, thai the termination of this agreement shall not relieve any party hereto from any liability *r^jc1i has 

64 accrued or attached prior to lite date of such termination. 

65 

66 

67-

6H 

69 

10 

13 
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1 ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AMD REGULATIONS 
i 
A A. Laws, RcguUclotic atad Orders: 
5 

6 litis agrcetrvmr shall be subject (a the «xiiCT>aaoa laws of the Hale in which the Contract Area ia located, lo the valid rules. 
7 regulations, and orders oi any duly constituted regulatory bod) of laid Hate; and to all other apolicafale federal, uatc, and (oca laws, or-
8 distances, rti lea, refutations, and orders. 
9 

10 0. Goveeatag Laisv: 
11 

17. This agreement and all matters penairting hereto, including, but not limned to, nutters oi performance, non-perlorinaivcc, breach, 
11 remedies, (teoceduces, rights, duties and interpretation ox construction, shall be governed and determined by live law of the stale in vatvkSt 
14 the Contract Ares is located. If the Contract Area is in Iwo or more stales, the Uw of the state oi 
15 shaB govern. 
16 j 
17 C. Regulatory Agencies* 
IB 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release amy rights, 
20 privileges, or rabbgaltons which Non Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, induding (he location, operation, or production of wells, on tracts critter 
22 ting or adjacent to the Con tract Area. 
25 
24 With resittct to operations hereunder, Non-Operators agree lo release Operator from any and all losses, damages, injuries, tturns 
2> and causes of action arising out of, incident to or resulting directly or indirectly (rom Operator's interpretation or applicantm uf rules. 
26 rulings, regulations or orders uf the Department of Energy or predecessor or successor agencies lu lite extent such interpretation ur ap 
27 idicaiieas was made in good (aids, tacit Non Operator (unlier agrees lo reimburse Operator (or any amounts artphtable lu such Nun 
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i ARTICLE XV. 

OTHER PROVISIONS 

The f o l l o w i n g p r o v i s i o n * are Intended t o be cumulative, but l n Che event they c o n f l i c t t i l t h the 

other p r o v i s i o n s herein, then the f o l l o w i n g provtaiona s h a l l c o n t r o l : 

* D e f i n i t i o n of 'holidays": The word "holidays* when used herein i s defined a* a l e g a l holiday 

observed by National Banking Its soc l a t idt>« l n Midland. Texas. 

•Back-In a f t e r Payout* : Upon payout of! each w e l l d r i l l e d hereunder, on a w e l l by w e l l basis. 

Fuel Products, l a c , Ameristate O i l & Gas, Inc. and Louis Maxaulllo, Inc. { h e r e i n a f t e r c o l l e c t i v e l y 

r e f e r r e d t o herein as "FPIM, s h a l l c o l l e c t i v e l y be e n t i t l e d t o an a d d i t i o n a l twenty-five percent (2S1) 

working I n t e r e s t l n each such w e l l , p r o p o r t i o n a t e l y reduced ta the n i n e t y - f i v e percent (95%) i n t e r e s t of 

THBSysharp D r i l l i n g , Inc. ("THBR*] hereunder (such back-in being an undivided twenty-three and seventy-

f i v e hundredths percent (23-751, working I n t e r e s t l n each such w e l l as Payout occurs t h e r e i n ) . I f any of 

the p a r t i e s comprising -FPI* elects not to receive i t s proportionate share of such back-in, each o f the 

other such p a r t i e s who desire t o receive such back-in s h a l l be e n t i t l e d t o the e n t i r e back-in i n such 

w e l l , f o r the purposes of t h i s Agreement, •Payout* f o r each w e l l d r i l l e d hereunder, s h a l l occur at that 

p o i n t In time a t which there la recouped out of the production (or other value received! which i a 

a t t r i b u t a b l e co the i n t e r e s t c r e d i t e d t o TMBR i n e x h i b i t "A" hereto ( a f t e r deducting therefrom a l l 

r o y a l t i e s , o v e r r i d i n g r o y a l t y i n t e r e s t s and applicable severance, production, excise and gathering taxes) 

a l l coses Incurred l n d r i l l i n g , completing, equipping and operating such w e l l t o the point i n t 1 M case 

Payout occurs. The accounting procedure attached as E x h i b i t "C* hereto s h a l l be used l n determining 

payout on each w e l l . TMBR/Sharp D r i l l i n g . Inc. et a l ( c o l l e c t i v e l y "TMBR"J s h a l l give n o t i f i c a t i o n t o 

FPI of the date said w e l l (a) has paid out. Payout s h a l l , f o r the purpose of t h i s agreement, be deemed t o 

have occurred at 8:00 a.m. on the day next f o l l o w i n g the date the w e l l ( s ) a c t u a l l y pays out. Should PP1 

e l e c t t o back-in f o r s a i d a d d i t i o n a l working i n t e r e s t . I t w i l l t h e r e a f t e r share p r o p o r t i o n a t e l y the cost 

of o perating, r e p a i r i n g and recomputing the w e l l (a) and s h a l l bear i t s proportionate pact o f any 

o v e r r i d i n g r o y a l t y burdening the lease Included w i t h i n the producing u n i t formed f o r the w e l l ( s ) , I t being 

c l e a r l y understood, however, t h a t i n no event s h a l l FPI be l i a b l e f o r any d r i l l i n g , completing, 

recompleting. equipping or operating cost incurred by or f a r TMBR's account p r i o r t o the time of payout 

of each w e l l . 

B In the event one or nore of the p a r t i e s hereto s h a l l e l e c t as f o l l o w s : 

1. not t o pay a delay r e n t a l ; 

2. t o abandon a lease; or 

3. not t o p a r t i c i p a t e l n a necessary well aa defined i n A r t i c l e XV.H; and assigns i t s i n t e r e s t 

i n a lease, or p o r t i o n thereof, t o and f o r the b e n e f i t of the p a r t i c i p a t i n g p a r t i e s hereto, or l f some, 

but not a l l . of the p a r t i e s hereto e l e c t to acquire an i n t e r e s t l n a lease or a contract a f f e c t i n g a lease 

pursuant t o the p r o v i s i o n s of A r t i c l e XV.P., i t i s agreed t h a t the lands covered by the contract r i g h t * 

s h a l l no longer be subject t o t h i s agreement. In such event the lease or contract r i g h t s and the land* 

covered thereby s h a l l be deemed t o be subject co an operating agreement i d e n t i c a l t o t h i s agreement 

changed only t o r e f l e c t the proper owners and percentages and. l f the p a r t i e s ao desire, t o designate a 

new operator l f the operator under t h i s agreement l a not a co-owner. 

C. dispute r e : Proposed Oepth: I f during the d r i l l i n g of any w e l l being d r i l l e d hereunder ocher than 

the I n i t i a l w e l l provided f o r l n A r t i c l e VI.A., a bona f i d e dispute s h a l l e x i s t as to whether the proposed 

depth has been reached i n such well (aa f o r example, whether a w e l l has been d r i l l e d to a depth s u f f i c i e n t 

to teat a p a r t i c u l a r sand or formation or l f the w e l l has reached the s t r a t i g r a p h i c equivalent of a 

p a r t i c u l a r depth), the opinion of the M a j o r i t y i n i n t e r e s t , and not l n numbers, of the owners as shown 

on E x h i b i t "A" s h a l l c o n t r o l and be binding upon a l l p a r t i e s . I f the p a r t i e s are equally d i v i d e d , the 

opinion of the operator w i l l p r e v a i l . 

0- gayweot O b l i g a t i o n s i A l l r e n t a l s , s h u t - i n w e l l payments and minimum r o y a l t i e s which may be 

required under the terms of any lease ah** 1 ne a o n t n t s t e r ^ and paid by Operator and charged t o the. J o i n t 

Account except where otherwise expressly provided t o the contrary i n t h i s agreement- Any p a r t y aay 

request and s h a l l be e n t i t l e d to receive proper evidence of a l l such payments. Operator s h a l l make or 

cause t o be made proper payment of any re n t a l s and s h u t - i n well payments and minimum r o y a l t i e s under the 

foregoing p r o v i s i o n s . 

Operator s h a l l n o t i f y each Non-Operator of i t s recommendation concerning the payment of delay 

ren t a l s or shut - In r o y a l t i e s under any leases as they may f a l l due l n w r i t i n g at lease f o r t y - f i v e 145) 

days In advance of the day when such payment l s due. Each Hon-Operator s h a l l have f i f t e e n U51 daye from 

the r e c e i p t of such n o t i c e t o respond to such recoovtendation w i t h payment, and f a i l u r e by Mon-Operator 

s h a l l be deemed an e l e c t i o n by Non-Operator to concur w i t h Operator's recommendation. Operator w i l l be 

responsible t o r non-payment of delay re n t a l s or s h u t - i n r o y a l t i e s only l f i t ' s Actions c o n s t i t u t e gross 

n e g l i g e n c e o r w i l l f u l m i s c o n d u c t . 



c- A c q u i s i t i o n of Leaeehold lnc«r<ic. Any party acquiring a n«w leas* w i t h i n tha Contract Atct * u * l l 

f u r n i s h the other party or p a r t i e s actual copies of tha lease, leases l a a c q u i r i n g said instrument 

s u f f i c i e n t t o v e r i l y Che actual con*idsrat ion f a r said I n t e r e s t , s p l a t or exact d e s c r i p t i o n o( t i n * 

l o c u t i o n and any other documents per t i n e n t co the other party evaluating the a c q u i r i n g p a r t i e s i t i t v i u s t . 

The non-acquiring p a r t i e s s h a l l have t h i r t y 11Q> days f o l l o w i n g receipt of the aforesaid notice in WIMC.1I 

to i n d i c a t e th« preference aa to p a r t i c i p a t i o n . In s a i d a c q u i s i t i o n by w r i t t e n reeponeu to the a^quivittg 

P**'ty accompanied by a check covering i t s share of the a c q u i s i t i o n . 

F Coincidental Operations: i t i s agreed by the p a r t i e s hereto t h a t unless otherwise agreed when any 

w e l l provided f o r l n t h i s Agreement Is d r i l l i n g or t e s t i n g , neither party s h a l l propose the d r i l l i n g ot 

an a d d i t i o n a l w e l l on the contract acreage unless the d r i l l i n g of a w e l l ia necessary to perpetuate the 

Lease or f o r some other reason I t i s mutually agreed by the p a r t i e s hereto that an a d d i t i o n a l well should 

be d r i l l e d p r i o r t o the completion of a w e l l on the contract acreage. 

G. Expenses A t t r i b u t a b l e to Tranafera; I n the event ot t r a n s f e r , sale, encumbrance or other d i s p o s i t i o n 

of I n t e r e s t w i t h i n the Contract Area which creates the necessity of separate measurement of production, 

the party c r e a t i n g the necessity f o r such measurement s h a l l alone bear the cast af purchase, i n s t a l l a t i o n 

and operation of such f a c i l i t i e s . 

U. Bankruptcy; I f , f o l l o w i n g the g r a n t i n g of r e l i e f under the Bankruptcy Code t o any party hereto aa 

debtor thereunder, t h i s Agreement should be held to be an executory contract w i t h i n the meaning a l t l 

U S.C. Section JfiS, then the Operator, or ( i f the Operator l s the debtor i n bankruptcy! any other party, 

s h a l l be e n t i t l e d t o a determination by debtor or any trustee f o r debtor w i t h i n t h i r t y (JOl days (torn the 

date an order f o r r e l i e f la entered under t h i s Bankruptcy Cods as t o the r e j e c t i o n or asaua.pl ion of t h i s 

operating Agreement. I n the event of an assumption. Operator or said other party s h a l l be e n t i t l e d i u 

adequate assurances as t o f u t u r e performance of debtor's o b l i g a t i o n hereunder and the pro*-ect ion ot the 

i n t e r e s t of a l l other p a r t i e s . 

1. Insurance {Hon-Operators I • With the exception of minimum l i m i t s set by State and Federal regulations 

Hon Operator (a) aay e l e c t not t o be covered by any of Operator's insurance coverage provided (or the Joint 

account by p r o v i d i n g Operator wi t h w r i t t e n n o t i c e and C e r t i f i c a t e of Insurance. 

J- T h i r d Party Services: Regardless of any provision of t h i s Operating Agreement or t i i t Account nig 

Pioc-fcdure t o the contrary, the Operator may charge to the J o i n t Account f o r the Contract A i e j l u i !«.-«::• 

and charges incurred f o r the outside engineers, geologists, consultants, brokers, t i t l e c m a u v t wink 

attorneys, and other t h i r d - p a r t y services incurred i n connection wi t h leases owned by or acquired t o i the 

Joint Account or operations f o r the b e n e f i t of the J o i n t Account, a l l t o be borne i n t h * proportions 

s p e c i f i e d on E x h i b i t "A". 

K. Hfctei mg ot Pioductioii; l f a d i v e r s i t y of the working i n t e r e s t ownership i n production f r o * 4 iu«3e 

tj u b j t c t t o t h i s sgieement occurs aa a r e s u l t of operations by less than a l l p a r t i e s pursuant 10 any 

p r o v i s i o n of t h i s agreement, i t ia agreed that the o i l and other hydrocarbons produced (row the well ur 

wells cootpleted by the consenting p a r t y or p a r t i e s s h a l l be separately measured by standard M.-IKIIKJ 

e<|ut|4Ment t o be properly tested p e r i o d i c a l l y f o r accuracy, and the s e t t i n g ot a separate tank b a t t e r y w i l l 

not tie required unless the purchaser of the production or governmental regulatory body having j u r i s d i c t i o n 

w i l l uot appro** Metsrlng t o r separately measuring production. 

L. won-Olscrimlnation 1 In the performance of t h i s Agreement, Operator s h a l l not engage i n any conduct 

or p r a c t i c e which v i o l a t e s any law, order or r e g u l a t i o n p r o h i b i t i n g d i s c r i m i n a t i o n against any person by 

reason ot h i s or her race, r e l i g i o n , c o l o r , sex, n a t i o n a l o r i g i n , or age,* and Operator f u r t h e r agiees lo 

comply f u l l y w i t h the non-discrimination provisions of Section 202 ot Executive Order No. 11244 i i o F.R. 

12)191, as amended. 

i o r l t y of Operation: whenever there i s store than one proposal i n connection wi t h any well *ul<icct 

s aojrcemant. such proposals s h a l l be considered and disposed of i n the f o l l o w i n g order or p r i o r i t y : 

• D r i l l i n g the w e l l t o i t s authorized depth or attempting a completion i n c l u d i n g t e s t i n g and logging 

of such w e l l a t such depth s h a l l have f i r s t p r i o r i t y over a l l other operations aiul profiosaW; 

A proposal t o plug back a w e l l s h a l l p r e v a i l over a proposal t o deepen or t o sidetrack such w e l l ; 

l f there i s more than one proposal ta plug back, the proposal to plug back t o the next deepest 

prospective I n t e r v a l s h a l l have p r i o r i t y over proposals t o plug back to shallower prospective 

i n t e r v a l s . 

A proposal to sidetrack a w e l l i n order t o reach the authorized depth s h a l l p r e v a i l over * 

p r o p o s a l t o deepen; 

A p r o p o s a l t o deepen a w e l l s h a l l have U l t p r i o r i t y ; and 

t'coixjsdlw ot ttiw saute type and ta the sasis depth s h a l l b« given pt*c*d*,i*c*> in il. u u > J U i tu 

they were made. 



N. Hon-COD3«nt Penalties Applicable feefmrv Or>«r«Honi; t c duclnq Che teem o£ th i s agreement, a we l l 

ia enquired to be d r i l l e d , deepened* reworked, plugged back, sidetracked, or recompleted, or any other 

operation t h a t nay be required i n order t o : 

(11 continue a lease or leases i n force and e f f e c t ; 

12) maintain a u n i t i z e d area or any p o r t i o n thereof i n and t o any o i l and/or gas and other 

i n t e r e s t which may be owned by a t h i r d p a rty or which, f a l l i n g i n such operation, may revert t o 

a t h i r d p arty; 

(3) comply with an order issued by a regulatory body hawing j u r i s d i c t i o n i n the premises, f a i l i n g 

i n which certain rights would terminate; 

such o p e r a t i o n s h a l l h e r e i n a f t e r be defined as a "Necessary Operation". Notwithstanding any other 

provisions contained i n t h i s agreement t o the contrary, any party e l e c t i n q not to p a r t i c i p a t e i n a 

Necessary Operation which i s proposed pursuant to A r t i c l e VI.B-1. s h a l l f o r f e i t and assign t o the 

p a r t i c i p a t i n g p a r t i e s , a l l of i t s r i g h t , t i t l e , and i n t e r e s t I n the Contract Area except each w e l l i n 

whijeh S'jch party participated i n a i l operations conducted thereon and the producing formation underlying 

the! proration or spacing unit for each such w e l l . Such f o r f e i t i n g party's i n t e r e s t s h a l l not be burdened 

except as authorized hereunder-

O- Subsequently Created I n t e r e s t : I f any party hereto s h a l l create an o v e r r i d i n g r o y a l t y production 

payment, net proceeds i n t e r e s t , or other s i m i l a r i n t e r e s t , subsequent to the e f f e c t i v e date of t h i s 

Agreement, or i f such i n t e r e s t was created p r i o r to the e f f e c t i v e date hereof but was neither recorded 

i n the county i n which the Contract Area I s located nor disclosed to a l l p a r t i e s hereto at the time o f 

execution hereof (any such i n t e r e s t created under the circumstances herein mentioned s h a l l hereoftec be 

r e f e r r e d t o as a "Subsequently Created I n t e r e s t " ] , such Subsequently Created Interest s h a l l be 

s p e c i f i c a l l y subject t o a l l of the terms and provisions of t h i s Agreement, as follows; 

1 ) . I f non-consent operations are conducted pursuant to any p r o v i s i o n of t h i s aqreement, *nd 

the 

party conducting such operations becomes e n t i t l e d to receive the production a t t r i b u t a b l e t o the 

i n t e r e s t out of which the subsequently Created In t e r e s t ts derived, such party s h a l l receive 

same free and clear of such Subsequently Created I n t e r e s t - Ti;e pacty creating s-ime s h a l l bear 

and p*y i l l such Subsequently Created I n t e r e s t and s h ^ l l ir.dentnify ind hold the other p s r t i e s 

hereto harmless from any and a l l l i a b i l i t y r e s u l t i n g therefrom. 

21. I f the owner of the i n t e r e s t from which a Subsequently Created I n t e r e s t i s derived f a i l s 

t o pay, when due, i t s share of expenses chargeable hereunder, the l i a n granted the other pa r t i e s 

hereto under the provisions of A r t i c l e VII„B. or under the appropriate state statutes s h a l l 

cover and a f f e c t the Subsequently Created In t e r e s t and the r l q h t s of the par t i e s shall be the 

same as i f the Subsequently Created I n t e r e s t had not been created. 

3). I f the owner of the i n t e r e s t from which Subsequently Created I n t e r e s t l s derived ( i ) e l e c t s 

to abandon a welL under the provisions of A r t i c l e VI.E. hereof, ( i i ) e l e c t s to surrender a lease 

(or portion thereof} under the provisions of A r t i c l e V I I I . A . hereof, or ( l l l l elects not t o pay 

re n t a l s a t t r i b u t a b l e to i t s I n t e r e s t i n any lease and thereby i s required to assiqn the Lease 

or t h a t p o r t i o n ot I n t e r e s t t h e r e i n foe which i t e l e c t s not t o pay r e n t a l s t o those p a r t i e s 

payinq such r e n t a l , any assignment r e s u l t i n g from such e l e c t i o n s h a l l be free and clear o f the 

Subsequently Created I n t e r e s t . 

*1 . TV.e ounst ct*>-' i r - j -*uch I n t e r e s t s h a l l indemnify and hold the other p a r t i e s harmless from 

any claim or cause of a c t i o n oy the owner of the Subsequently Created I n t e r e s t . 

P. Workover Operations; I t i s agreed that without the mutual consent o f a l l p a t t i e s , no workovec 

operations w i l l be conducted under the provisions of A r t i c l e VI so long as any completion i n the w e l l 

proposed to be worked over i s producing i n paying q u a n t i t i e s . 

Q. JOA SUBORDINATE: NOTWITHSTANDING ANYTHING ELSE HEREIN TO THE CONTRARY. THE PROVISIONS Of THE JOINT 

OPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1938 BETWEEN TM8R/SHARP 

DRILLING. IMC, FUEL PRODUCTS, INC. ET AL- ANO THE PARTIES HERETO. THE PROVISIONS Of SA10 LETTER 

AGREEMENT SHALL SUPERSEDE ANO HAVE PRECEDENCE OVER THE PROVISIONS HEREOF. 
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ARTICLE XVI . 

MISCELLANEOUS 

lliis agreement shall he binding upon ind shall inure lo ihe benefit ol Ihe panics hereto ind lu their respective heirs, ckVncci. 
legal representatives, successors and assigns. 

This instrument may be executed in anj number al counterparts, each of which shall be considered an original (or al purposes. 

IN WITNESS WHEREOF, this agreement shaH be effective as of. 1st .day of. July 19. 98 
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FUEL PRODUCTS, INC. 

BY: Q f ^ V K ^ 0 ^ y ^ K X 
Thomas H . B e a l l , P r e s i d e n t 

LOUIS MAZZULLO, I N C . 

BY: 
Louis J. Mazzulio, President 

N O N - O P E R A T O R S 

AMERISTATE OIL 4 GAS, INC. 

BY: 
Mark K . N e a r b u r g , P r e s i d e n t 
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EXHIBIT "A." 

AU ached lo and made a part of that certain Operating Agreement dated July 1,1998 by and between TMBR/Sharp 
Drilling, Inc. as "Operator", and Fuel Products, Inc., et al as "Non-Operators". 

I. Identification of lands subject to this agreement: 

Section 13: SE/4, Section 24: All, Section 25: NW/4, Township 10 South, Range 35 East, Lea County, 
New Mexico 

II. Restrictions, if any, as to depths, formations, or substances 

None. 

HI Percentages or fractional interests of Parlies to this Agreement: 

TjMBR/SHARP DRILLING. INC. 

I 
FUEL PRODUCTS, INC. 

i 

MARK K. NEARBURG 

LOUIS MAZZULLO, INC. 

•Back-in after pay-out on a well-by well basis 

IV. Addresses of parties for notice Purposes: 

TMBR/SHARP Drilling, lac. 
P. O. Box 10970 
Midland, Texas 79702 
915-699-5050 
915-699-5085 Fax 

Fuel Products, Inc. 
P. O. Box 3098 
Midland, Texas 79702 
915-687-0008 
915-687-0000 Fax 

Ameristate Oil & Gas, Inc. 
1211 W Texas 
Midland, Texas 79701 
915-683-6679 
915-683-5935 Fax 

Louis Mazzulio, Inc. 
P. O. Box 66657 
Albuquerque, NM 87193-6657 

Tax I.D. 73-0951191 

Tax I.D. 75-2398302 

Tax l.D. 85-0444285 

Schedule of leases; 

Date: 
Lessor. 
Lessee: 
Recorded: 
DucriiiUou: 

Dale: 
Lessor: 
Lessee: 
Recorded: 
Description: 

November 20, 1997 
Gladys Chambers, a widow 
Ameristate Oil & Gas, Inc. 
Volume 845, Page 277 
Secu<m 24: NE/4 NW/4 
Township i6 South, Range 35 East. 
NMPM, Lea County, New Mexico 

February 3, 1998 
Jones Robinson, Ltd. 
Ameristate Oil & Gas, lac. 
Volume 864, Page 257 
Section 24: SE/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Working Working 
Interest Interest 
B.P.O. A.P.Q* 

.950000 0.712500 

.022500 0.1115625 

.022500 0.1U5625 

.005000 0.O64375 

t.00000 1.00000 



Date: LVx*raber2, 1997 
Lessor: Edmund F. Ely 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 83 5, Page S68 
Description: Section 24: ME/4 NE/4 

Township 16 South, Range 3 5 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor. Laveme C. Levers 
Lessee: Ameristate Oil & Gas. Inc. 
Recorded: Volume 835, Page 570 
Description: Section 24: NE/4 NE/4 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor: Alice Jane Sumruld 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 835, Page 566 
Description. Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 2000 
Lessor: Alice Jane Sumruld 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 872. Page 490 
Description: Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4 

Township 16 South, Range 35 East, 
NMPM Lea County, New Mexico 

Date: December 7, 1997 
Lessor Erma Stokes Hamilton 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded. Volume 827, Page 124 
Description: Insofar only as said lease covers: 

Section 13: SE/4 
Section 24: NW/4 SW/4, NW/4 NE/4 
Section 25: NW/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: December 7, 1997 
Lessor: Madeline Stokes 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded. Volume 827, Page 127 
Description: Insofar as said lease covets: 

Section 13: SE/4 
Section. 24: NW/4 SW/4, NW/4 NE/4 
Section 25: NW/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 
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EXHIBIT " c " 

Attached In and made a part of t h a t c e r t a i n O p e r a t i n g Agreement d a t e d J u l y 1 . 1998, w i t h . 
TMBR/Sharp D r i l l i n g , I n c . as O p e r a t o r and Fue l P r o d u c t s . I n c . , e t a l as N o n - O p e r a t o r s . 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

1. G E N E R A L PROVISIONS 

I. Definit ions 

"Joint Properly" shall mean the teal ami |icisonal pro|icrty subject to the agreement to which this Arctiiinlitip Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development. o|tcralioii. |>< oturf••m unit mainte
nance of the Joint Pru|ici ly. 
"Joint Aeermnl" shall mean the account showing the charges paid and credits received in the conduct nf the Jninl tlpt-ia-
lioits and which ate tu Itc shared by the Parties. 
"<)|ieralor" shall mean the party designated Ui ciinduc.l the Joint Oiieralion.x. 
"Non ()|ieralnrs" shall mean Ihe Parties to this agreement other than the 0 | i cn i lo i . 
"Parlies" shall mean Operator and Non-0|)oralors. 
"First 1/rvel Supervisors" shall mean those employees wlvosc primary function in Joint U|icralions is the direct sti|icrvisioii 
of other employees aiul/or contract lalnir tlirectly employed on the Joint Properly in a field <>|H'i Hlintr rapacity. 
"TWhtiical Employees" shall mean those employees having special and s|iceifie cutfiucerini;. irtsdoirnal nr other ptofes-
sinnal skills, and whose primary function in Joint OfieraUuns is Uie handling of sticcific otieralintr conditions ami pr-dileots 
for the benefit of the Joint Property. 
"Personal Kx|)Ciises" shall mean travel and other reasonable reimbursable expenses nf Operator's employees. 
"Material" shall mean personal properly, equipment or supplies acquired or held for use on lite Joint l'io|tcrly. 
"1'iinti iiU^lile Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

| 

2. Statement and Hillings 

Operator shall hill Non Operators on or before the last day of each month for their prn|mrliotiale share of the Joint Ac 
count fur (he preceding mouth. Such hills will lie accompanied by statements which identify the aullmt ilv Coi cx|«-inlilure. 
lease or facility, and all charges and credits summarized by appropriate classifications of invest men! ami C.X|K'IISC except 
that items of Controllable Material and unusual charges and credits shall lie separately identified and fully descrilietl in 
detail. 

: i . Advances and Payments liy Non-Operators 

Unless otherwise provided for in the agreement. Hie ()|icrator may require the Nou Operators In advance Iheir 
share of estimated cash outlay for the succeeding month's o|teraliou within fifteen (Ifi) days after receipt of (he hill 
•tiir or by Uie first day of the mouth for which the advance is required, whichever is later. U|HM-aloe shall adjust each 
nioullily billing to reflect advances received from the Non-0|)eratoin. 

Kach Non-0|ieralor shall pay its proportion of all bills within tifleen (.15) (lays after receipt. \ ( payment is not made 
within such time, the unpaid balance shall bear interest monthly at lite prime rate in effect al Texas 

Commerce Bank o n ( j | c ( | ; l y n f y | e l ) 1 ( „ , ( ( 1 j„ which delinquency ncrui s |ilus PS. or the maximum 
contract rale pcrmilled by the applicable usury laws in the state in which the Joint Properly is located, u hichever 
is Uie lesser, plus nttxirney's fees, court costs, and other costs in connection wi ih the colleclioo uf ittqutid amounts. 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest nr question the correctness thereof: 
providerl. however, all bills and statements rentlered lo Non-Operators by (l)>cralnr during any calendar year shall rim-
clusivt'ly lie presumed to be l i ne and correct after twenty-four (24) months fnllowiui; the end of any such calendar year, 
unless within Uie said twenty-four (241 month period a Non-Operator takes written exception thereto and makes claim on 
tl|ietalor for adjustment No adjustment favorable tn ()|>eratnr shall be made unless it is made within the same pi csctilicd 
period. The provisions of litis paragraph shall not prevent adjustments resultinir from a physical inventory of Omli nllahlc 
Material as provided for in Section V. 

COPYRK1HT® 1985 by the Council of Petroleum Accountants Societies 
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I 5. Audits ! 
2 ! 
3 A. A Him Operator, upon notice in writing to Operator and all other Non-Opcralors. shall have Hit: rit(hl tu audit 
4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 
b (24) mouth period following the end of such calendar year; provided, however, the making of an audit shall not 
li extend the time (or the taking of written exception to and the adjustments of accounts as provided for in 
7 Paragraph 4 of this Section I . Where there arc two or more Non-Operators, the Non-Operators shall make 
u every reasonable effort lo conduct a joint audit in * manner which wil l result in a minimum of inconvenience 

9 to Ihe Oiwralor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 
10 paragraph unless agreed lo by ihe Operator. The audits shall nol be conducted more than once e»ch year 
11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 
12 at the expense of those Non-Operators approving such audit. 
13 

14 13. Tlie Operator shall reply in writing to an audit report within 180 days after receipt of such report. 
16 

16 G. Approval By Non-Operators 
17 

i Where an approval or other agreement of the Parlies or Non Operators is expressly required under other sections of 
19 this Accounting Procedure and if the agreement to which this Accounting I'rocedure is attached contains no 
20 contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the 
21 agreement or approval of a majority in interest of the Non-OpcraUirs shall be controlling on all Non-Operators. 
22 
23 
24 I I . DIRECT CHARGES 
26 
20 Oiwrauir shall charge the Joint Account with the (allowing items: 
27 
28 1. Ecological and Environmental 
29 
'JO Costs incurred for the benefit of the Joint Properly as a result of governmental or regulatory requirements to satisfy 
31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
32 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
33 
31 2. Kx-tilals and Royalties 
15 
36 l.ease rentals and royalties paid by Operator for the Joint Operations. 
37 
38 3. l j i b o r 
39 
40 A. ( I ) Salaries and wages of 0|>erator's field employees directly employed on the Joint Property in the conduct of 
41 ' Joint Operations. 
42 
43 (2) Salaries of First I<evel Supervisors in the field. 
41 
• l i (3) Salaries and wages of Technical Employees directly employed on Ihe Joint Property if such charges arc 
4G excluded from Ibe overhead rales. 
47 
48 (4) Salaries and wages of Technical Employees either temporarily or |>ermancnlly assigned to and directly 
49 employed in the operation of the Joint Property if such charges are excluded from the overhead rates. 
50 
51 I I . Operators cost of holiday, vacation, sickness and disability benefits and other customary allowances paid lo 
52 employees wliose salaries and wages are chargeable to the Joint Account under Paragraph 3A uf this Section I I . 
53 Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "|>crcctitage assessment" 
54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A uf this Section I I . I f 
55 percentage assessment is used, the rate shall be based on the Operator's cost experience. 
56 
57 C E».;x.T.j;.u.-Ci or contributions made pursuant to assessments imposed by governmental a-jlhnrity •'•hie:: -r-J 
58 applicable to Operators costs chargeable to the Joint Account under Paragraphs 3A and 3f l of tins .Section I I . 
59 
CO D. Personal £x|)enses of those employees whose salaries and wa^cs are chargeable lo the Juiul Account under 
Cl Paragraph 3 A of this Section 11. 
C2 
G3 4. Employee Uenefits 
C4 
C5 Ofieratur's current costs of established plans for employees' group life insurance, hospitalization. pension, retirement. 
Mi sl<« k purchase, thrift, IKIIIUS. and other benefit plans of a like nature, applicable lo Operator's labor cost chargeable lo the 
ti7 .luml Aecuuul under 1'uragranli* 3A and 311 of this Section 11 shall be Operator's uctuul cost nut Ui exceed the i»ercenl 
G8 must recently recommended by the Council of Petroleum Accountants Societies. 
09 
10 

- 2 
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S. Material 
•i 

3 Material purchased or furnished by Operator (or use on the Joint Property as provided under Section IV. Only such 

4 Material shall be purchased (or or transferred to the Joint Properly as may be required (or immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be 
G avoided. 
7 
8 C. 'transportation 
9 

10 Transportation of employees and Material necessary (or the Joint Operations but subject to the following limitations: 
l l 
12 A. If Material is moved lo the Joint Property from the Operator's warehouse or other properties, no charge shall be 
13 made lo the Joint Account for a distance greater than Uie distance from Ihe nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parlies. 
15 

10 11. If surplus Material is moved lo Operator's warehouse or other storage point, no charge shall be made to the Joint 
'7 Account for a distance greater lhan the distance to the nearest reliable supply store where like material is normally 
d available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 

It) made to the Joint Account for moving Material to other properties belonging lo Operator, unless agreed to by the 
20 Parlies 
21 
22 ('. In the application of subparagraphs A and B above, the option lo equalize or charge actual trucking cost is 
23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will he adjusted ta the 
24 uiuuunt most recently recommended by the Council of Petroleum Accountants Societies. 
26 
20 7. Services 
27 

28 The cast of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
29 10 of Section 11 and Paragraph i . i i , and i i i , of Section i l l . The cost of professional consultant services and contract 
JO services of technical personnel directly engaged on Uie Joint Properly if such charges are excluded from the overhead 
31 rates. The cost of professional consultant services or contract services af technical personnel not directly engaged on the 
32 Joint Property shall not be charged to the Joint Account unless previously agreed to by Ihe Parties. 
33 
14 8. Equipment and Facilities Furnished By Operator 
35 
36 A Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 

37 with costs of ownership and 0|ieration. Such rates shall include costs of maintenance, repairs, other o|ierating 
38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
39 exceed e i g h t . percent ( %) per annum. Such rates shall not exceed average commercial 

•10 rales currently prevailing in the immediate area of Ute Joint Property. 
41 
42 It. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the 
43 immediate area ot Uie Joint Property less 20%. For automotive equipment. Operator may elect tu use rates 
44 published by the Petroleum Motor Transport Association 
46 
46 9. Damages and Losses to Joint Property 
47 
18 All costs or ex|>enscs necessary for the repair or replacement of Joint Property made necessary because uf damages! or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting (rom Operator's gross 
50 negligence or wil l ful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as 
01 soon as practicable after a report thereof has been received by Operator. 

52 ; 
53 10. U-gal Expense 
54 

65 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
6G amounts paid for settlement of claims incurred in or resulting tram operations under lite agreement or necessary ta 
57 protect or recover the Joint Property, ^ r . i - ^ i U,«t charge for services of Operator's legal staff or fees or expense of 
58 outside attorneys shall be made unless previously agreed to by the Parlies. Al l other legal expense is considered to be 
69 covered by the overhead provisions of Section 111 unless otherwise agreed to by the Parlies, except as provided in Section 
00 I . Paragraph 3. 
GI 
62 U . Taxes 
U3 

GI All laxes of every kind and nature assessed or levied upon or in connection with the Joint Properly, the operation thereof. 
<iS or the production therefrom, and which taxes have been paid by the 0|icralor for the benefit of the Parlies. If Ihe ad 
0G valorem taxes arc based in whole or in part upon separate valuations of each party's working interest, then 
07 notwithstanding anything lo the contrary herein, charges lo the Joint Account shall be made and paid by lite Parties 
tic! hereUj in accordance with the tax value generated by each parly's working interest. 
G9 
70 

3 
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I 12. Insurance 
2 
3 Net premiums paid for insurance required lo be carried for the Joint Derations for the protection of the thirties. In the 
•' ^ ' n * J " " > 1 Operations are conducted in a stale in which Operator may act as self-insurer for Worker's Coni|ieiisation ' 
6 and/or Employers l iabi l i ty under the respective sUle's laws. Operator may, al its election, include Ihe risk under its sclf-
G insurance program and in that event. Operator shall include a charge al Operator's cosl not lo exceed manual rates. 
7 
8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
I I authority. 
12 
13 14. Communications 
14 

15 Cosl uf acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
10 microwave facilities directly serving the Joint Properly. In the event communication facilities/systems serving ihe Joint 
"» Pro|ierly are 0|>cralor owned, charges lo the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 
i 

19 16. Other Expenditures 
20 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
22 is of direct benefit lo the Joint Properly and is Incurred by the Operator in the necessary and proper conduct of the Joint 
23 Operations. 
24 
25 
20 U I . OVERHEAD 
27 
28 I . Overhead - Dri l l ing and Producing Operations 
29 
30 i . As compensation (or administrative, supervision, office services and warehousing costs. Operator shall charge 
31 drilling and producing operations on either. 
32 
33 ( x ) Fixed Rate Basis, Paragraph IA. or 
M ( j Percentage Basis, Paragraph I B 
J5 | 

3G Unless otherwise agreed to by Ihe Parties, such charge shall be in lieu of costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection with matters of 
3!) taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
10 the overhead rates provided for in the above selected Paragraph of this Section 111 unless such cost and ex|iense arc 
41 agreed to by the Parties as a direct charge lo the Joint Account. 
12 

43 ii The salaries, wages and Personal Ex(wnscs of Technical Employees and/or the cosl of professional consultant 

11 services and contract services of technical personnel directly employed on the Joint Properly: 
46 
4G ( I shall be covered by the overhead rates, or 
47 ( * ) shall not be covered by lite overhead rates. 
48 
49 i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Property: 
62 
63 ( ) shall be covered by the overhead rates, or 
54 ( * ) shall not be covered by the overhead rates. 
65 
M A. Overhead - Fixed Rate Basis 

, 5 7 

|58 (I) 0|>cralor shall charge the Joint.Account at the fo!!ow!i»<; rales per well per month: 
59 
CO Drilling Well Rate J A.SOO.OO 
GI (Prorated (or less than a (ull month) 
02 
G3 Producing Welt Rat* $ 450 .00 
G4 
GS (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
GO 
G7 (a) Drilling Well Rate 
G8 
ti'-l ( I ) Charges for drilling wells shall begin on the dale tin- well is spudded and terminate on the dale 
?u the drilling rig. completion rig. or other units used in completion of the well is released, whichever 

4 
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it later, except that no charge thai! be mada during auapeaaian at drilling or completion cp*r*llof\t 
far fifteen (16) or more consecutive calender days. 

(21 Charges for wells undergoing tny type of workover or recompletion for a period of five (6) 
consecutive work day* or more ahall be made al the drilling well rale. Such charts 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 (16) or more consecutive calendar days. 

(b) Producing Well Rales 

(1) An active well either produced or injected into for any portion of the month shall be considered as 
a one-well charge (or 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-welt charge providing each completion is considered a separate 
well by Uie governing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser lo lake the 
production shall be considered as a one-well charge providing the gas well is directly connected lo 
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 Oie well has 
produced except when drilling well rate applies. 

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

(3) The well rates shall be adjusted as of the first day of April each year following Uie effective dale of the 
agreement to which this Accounting Procedure ia attached. The adjustment shall be computed by multiplying 
Uie rale currenUy in use by the percentage increase or decrease in the average weekly earnings of Crude 
Petroleum and Gas Production Workers (or 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 Slates Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 
published by Statistics Canada, as applicable. The adjusted rates ahall be Uie rates currently in use, plus or 
minus the computed adjustment. 

B. Overhead - Percentage Basis 

(1) Operator ahall charge the Joint Account al the fallowing rates: 

(a) Development 

Percent ( . %) of the cost of development of Uie Joint Property exclusive of costs 
provided under Paragraph 10 of Section II and all salvage credits. 

48 
49 
50 
51 
52 
53 
54 
56 
56 
57 
So 
59 
GO 
GI 
G2 
G3 
G4 
G5 
GG 
G7 
G8 
C9 
70 

(b) Operating 

. Percent ( . %) of the cost of operating the Joint Properly exclusive of coats provided 
under Paragraphs 2 and 10 of Section 11, all salvage credits, the valu* of Injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the 
mineral interest in and to the Joint Property. 

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

For the purpose of determining charges on a percentage basts under Paragraph IB of this Section !II. 
development shall include all costs in connection with drilling, redrilling, deepening, or any remedial 
operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing 
interval on the Joint Property: also, preliminary expenditures necessary in preparation for drilling and 
expenditures incurred in abandoning when the well is not completed as a producer, and original cost of 
construction or installation of fixed assets, the expansion of fixed assets and any oUier project clearly 
discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section 111. All other 
costs shall be considered as operating. 

2. Overhead - Major Construction 

'lb cumiieusalc Oficrator for overhead costs incurred in Iho construction and installation of fixed assets. Uie ex|Mtnsion of 
fixed assets, and any oilier project clearly discernible as a fixed asset required for Ihe development and operation of the 
Joint Properly, Operator shall either negotiate a rale prior lo the beginning ot construction, or shall charge the Joint 

- 6 -
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Account tor overhead based on the (ollowlnf r»Ut tor any Major Conturucllon proiect In excess of $ . 
2 

3 A. * of first $100,000 or total coat if leas, plus 
4 

6 u * of costs in excess of $100,000 but less than $1,000,000. plus 

« 
7 C * % of costs in excess of $ 1.000.000. 
g * t o be n e g o t i a t e d . 
9 Total cosl shall mean the gross cost of any one project. For Uie purpose of this paragraph. Uie component parts of a single 
10 projeel shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
t l excluded. 
12 
13 3. Catastrophe Overhead 
14 

16 Tb compensate Operator (or overhead costs incurred in Uie event of expenditures resulting from a single occurrence due 
16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by Uie Parties, which are 

* necessary to restore the Joint Property to Uie equivalent condition that existed prior to the event causing the 
. i expenditures. Operator shall either negotiate a rale prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates: 
20 
21 A * % of total costs through J100,000; plus 
22 
23 II * % of lotal casta in excess of $100,000 but less than $1,000,000; plus 
24 
25 0 1 % of total costs in excess of $ 1.000.000. 
2Q * t o be n e g o t i a t e d . 

27 Expenditures subject to the overheads above wil l not be reduced by insurance recoveries, and no oilier overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rales 
31 
32 The overhead rales provided for in this Section 111 may be amended from time lo time only by mutual agreement 
33 between the Parties hereto if. in practice, Uie rates are found to be insufficient or excessive. 
14 
35 

3G IV. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS ANO DISPOSITIONS 
37 
38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 movements affecting the Joint Properly. Operator shall pruvide all Material fur use on Uie Joint Property; however, at 
40 O|>erator'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 lo Operator or Non-Operator, division in kind, or sale to 
42 outsiders O|ieralor may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or 11 Material The disposal of surplus Controllable Material not purchased by Uie Operator shall be agreed lo by the Parties 
44 

46 I . Purchases 
10 

47 Material purchased shall be charged al the price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
49 when adjustment has been received by Uie Operator. 
50 
51 2. Transfers and Dispositions 
52 j 
53 Material furnished to the Joint Properly and Material transferred from the Joint IVoperty or disposed of by the Operator. 
64 unless otherwise agreed lo by the Parties, ahall be priced on the following basis exclusive of cash discounts: 
56 
50 A. New Material (Condition A) 
57 

58 (I) Tubular Goods Other than Line Pipe 
59 

00 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
01 published carload base prices effective as of date of movement plus transportation cost using Uie 80,000 
02 pound carload weight basis to the railway receiving paint nearest the Joint Properly lor which 
U3 published rail rates for tubular goods exist If Uie 80.000 pound rail rale is not offered, the 70,000 |»und 
tit or 90.000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 
05 and casing (rom Youngslown, Ohio. 
0G 
tn (li) I 'ur grades which arc S|>ccial lo one mill only, prices shall be computed al the mill base of thai mill plus 
UH I runa iKi r t i t i on codt f r o m Ihe l m i l l to th« rut lwuy rucctvii tg | toiut n«are«t ttt« Joint IVoperly u provided 

09 above in Paragraph 2.A.(lXa). For transportation cost from points other Uian Eastern milts, the 30,000 
70 
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pound Oil Field Haulers Association interstate truck rate shall be used. 

(c| Special end finish tubular goods shall be priced al Ihe lowest published out of stock price, f.o.b. Houston. 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate, 
lo the railway receiving point nearest Ihe Joint Properly. 

(d| Macaroni tubing (site less than 2% inch OD) shall be priced at the lowest published out-of stock prices 
(.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale 
per weight of tubing transferred, to the railway receiving point nearest the Joint Properly. 

Line Pipe 
i 

j(a) Line pipe movements (except site 24 inch OD and larger with walls V, inch and over) 30.000 pounds or 
more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
Freight charges shall be calculated (rom Lorain, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger wiih walls y< inch and over) less titan 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.(lXa) as provided above. Freight charges shall be calculated from Lorain. 
Ohio. 

(c) Unc pipe 24 inch OD and over and y, inch wall and larger shall be priced f.o.b. Ihe |ioiitt of ' 
manufacture at current new published prices plus transportation cost to the railway receiving point 
nearest the Joint Property. | 

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

.1) Other Material shall be priced al the current new price, in effect al dale of movement, as listed by a reliable 
supply store nearest the Joint Pro|icrly, or point of manufacture, plus Iransiwrtalion costs, if applicable, to the 
railway receiving point nearest the Joint Properly. 

(4) Unused new Material, except tubular goods, moved from the Joint Properly shall be priced at the current 
new price, tn effect on date of movement, as listed by a reliable supply store nearest the Joinl Property, or 
iKjmt ot manufacture, plus transportation costs, if applicable, lo the railway receiving point nearest the Joint 
Property. Unused new tubular* will be priced as provided above in Paragraph 2.Ad) and (2). 

II. Good Used Material (Condition B) 

Material in sound and serviceable condition and suitable (or reuse without reconditioning. 

(II Materia) moved to Ihe Joinl Property 

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

12) Material used on and moved (rom the Joint Properly 

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

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

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

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

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

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable far its original function unlit 
after reconditioning shall be priced at fifty percent (50%) o( current new price as determined by 
Paragraph A. Tha cost of reconditioning shall bo chargud la the recoiving proiwrly. pruvided Coudiltun 
C value plus coat of reconditioning does not exceed Condition B value. 
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(2) Condition D 

2 
3 Material, excluding junki no longer suitable (or its original purpose, but usable (or some oilier pur|»se 
4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 
5 under procedures normally used by Operator without prior approval o( Non-Operators. 
6 
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight Used casing, tubing or drill pi|ic utilized as line pipe shall be 
9 priced at used line pipe prices. 
10 
11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. 
12 power oil lines, shall be priced under normal pricing procedures (or casing, tubing, or drill pipe. 
13 Upset tubular goods shall be priced on a non upset basis. 
14 
15 13) Condition E 
IG 
7 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 

• 18 procedures normally utilized by Operator without prior approval of Non Operators 
19 
20 D. Obsolete Material 
21 
22 Material which is serviceable and usable far its original function but condition and/or value of such Material 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
24 the Parties. Such price should result in the Joint Account being charged with the value o( the service 
26 rendered by such Material. 
28 
27 E. Pricing Conditions 
28 
29 (1) leading or unloading costs may be charged to the Joint Account at the rale of twenty-five cents (254) 
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
31 sustained at the stocking point The above rate shall be adjusted as of the first day of April each year 

132 following January 1, 1985 .by the same percentage increase or decrease used to adjust overhead rates in 

33 .Section I I I . Paragraph l.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and 
34 shall be the rale in effect until the first day of April next year. Such rate shall be published each year 
35 by the Council of Petroleum Accountants Societies. 
.16 
37 (2) Material involving erection costs shall be charged al applicable percentage of the current knocked -down 
38 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is nul readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the 0|>crator has no control. Ihe Operator may charge Ibe Joint Account for Oic required 
41 Material al Ihe Operator's actual cost incurred in providing such Material, in making i l suitable for use, and in moving it 
45 lu the Joint Properly: provided notice in writing is furnished lo Non-0|>crators uf Oie pruposcd charge prior lu billing 
46 Nnit-Operalurs fur such Material. Each Non-Operator shall have the right, by so electing and notifying 0|ierator within 
47 ten days after receiving notice from Operator, lo furnish in kind all or part of his share of such Material suitable (or use 
48 and acceptable to Operator. 
49 
60 4. Warranty of Material Furnished Uy Operator 
51 
52 Operator docs not warrant the Material furnished. In case of defective Material, credit shall not be passed lo the Joint 
03 Account until adjustment has been received by Operator from Ihe manufacturers or their agents. 
54 
55 
56 V. INVENTORIES 

1ST 

58 The Operator shall maintain detailed records of Controllable Material. 
89 
60 1. Periodic Inventories, Notice and Representation 
61 
62 Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
03 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so Oval 
64 Nun-O|>cralors may be represented when any inventory is taken. Failure of Non-Operators lo be represented at an 
05 inventory shall bind Non-Operators lo accept the inventory taken by Operator. 
60 
67 2. Reconciliation and Adjustment ol Inventories 
68 | 
60 Adjustment* to the Joint Account reselling- f r o m Iho reconcil iat ion of a physical inventory ahull Uc m u t e w i i t i i n aix 
70 iitoiilhsjfullawing the taking of the inventory. Inventory adjustments shall be made by 0|>crator in the Joinl Account for 
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t overages and ilwrUgea. but. Operator ahelt be held accountable only for shortages due to tack of reasonable diligence. 
2 
3 3. Special Inventories 
4 
6 Special inventories may be taken whenever there is any sate, change of interest, or change of Operator in the Joint 
C Property, tt shall be the duty of the party setting to notify all other Parties as quickly aa possible after the transfer of 
1 interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory, la cases 
8 involving a change of Operator, alt Parties ahall be governed by such inventory. 
9 
10 4. Expense of Conducting Inventories 
11 
12 A. Tlie expense of conducting periodic inventories shall not be charged to the Joinl Account unless agreed lo by the 
13 Parlies. 
14 
15 11 The expense of conducting s|>ccta1 inventories shall be charged to Ihe Parties requesting such inventories, except 
111 inventories required due to change of Operator shall be charged to the Joinl Account. 
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as "Operator" and Fuel Products, I n c . , e t a l . as "Non-Operators". 

EXHIBIT *E" 
GAS IUI.ANCIN.G AGREEMENT ("AGREEMENT") 

ATTACHED TO AND MADE PART OF THAT CERTAIN 
OPERATING AGREEMENT DATED 

BY AND BETWEEN , AND 
("OPERATING AGREEMENT") RELATING TO THE 

AREA, COUNTY, STATE OF 

1. DEFINITIONS 

j l ie following definiuons shall apply lo this Agreement: 

1.01 "Arm's Length Agreement" shall mean any gas sales agreement with an ttiufItli.itcil 
purchaser or any gas sales agreement with an affiliated purchaser where die sales price ami 
delivery conditions under such agreement are representative of prices and delivery conditions 
existing under oilier similar agreements in die area between unaffiliated parties at the same 
time for natural gas of comparable quality and quantity. 

1.02 "Balancing Area" shall mean each well subject to die Operating Agreement Ut.tt produces Gas 
or is allocated a share of Gas production. If a single well is completed in two ur more 
producing intervals, each producing interval from which lite Gas production is not 
commingled in die wellbore shall be considered a separate well or Balancing Area 

I 03 " lu l l Share of Current Production* shall mean die Percentage Interest ul each Patty in tlu-
Gas actually produced from the Balancing Area during each month 

I 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 die regulatory agency having jurisdiction 
in such matters, which are or may be made available for sale or separate disposition by die 
Parties, excluding oil. condensate and other liquids recovered by field equipment nitrated for 
the joinl account. For the purposes of this Agreement, "Gas" does not include gas used in 
joint operations, such as for fuel, recycling or reinjection. or which is vented ur lost prim t<< 
its sale or delivery from the Balancing Area. 

1.05 "Makeup Gas" sltall 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 feel. A cubic foot of Gas shall mean die volume ol gas 
contained in one cubic foot of space at a standard pressure base and at a standard leiupctafiirc 
base. 

I 07 "MMUoi" sltall 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 lo 59.5 degrees Fahrenheit al t constant pressure of 14.73 pounds per square inch 
absolute. 

1.08 "Operator" shall mean the individual or enuty designated under the terms til the Opcutiii (-
Agreement or, in lite even! this Agreement is not employed in coruiccuon with an u|H.i.itiii|' 
agreement, the individual or entity designated as the operator of the wcll(s) locutcu) tu tin 
Balancing Area. 

1.09 "Overproduced Parry" shall meany any Party having taken a greater quantity oi Gas from uie 
Balancing Area than the Percentage Interest of such Pany in lhe cumulative quainiis ul all 
Gas produced from the Balancing Area. 

1.10 "Overproduction" shall mean the cumulative quanuiy of Gas taken bv a Party in excess ui «N 
Percentage Interest in the cumulative quanury of all Gas produced from Ute Balancing Area 

I I I "Party* sltall mean tltosc individuals or entities subject to litis Agreement, and ilicit tcsncctiu-
heirs, successors, transferees and assigns 
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1.12 "Percentage Interest" shall mean Die percentage or decimal interest of each Patty in the das 
produced from the Balancing Area pursuant to the Operating Agreement cuvctittg the 
Balancing Area. For the purposes of applying the Oklahoma Production Revenue Standards 
Act hereto the terms "Percentage Interest", "Proportionate Production Interest, and "Working 
Interest Share of Production" shall be considered equivalent terms. 

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

1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from die 
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 Ute 
Balancing Area. 

1.16 "Winter Period" shall mean the months of November, December. January and February. 

2. BALANCING AREA 

2.1 I f this Agreement covers more Uian one Balancing Area, it shall be applied as if each 
Balancing Area were covered by separate but identical agreements. All balancing hereunder shall lie on die 
basis of Gas taken from the Balancing Area measured in MMOtus. 

2 .2 In the event that all or pan of rite Gas deliverable from a Balancing Area is ot becomes subject 
to one or more maximum lawful prices, any Gas not subject to price controls shall be considered as produced 
from a single Balancing Area and Gas subject to each maximum lawful price category shall tie considered 
produced from a separate Balancing Area. 

3. RIGHT OF PARTIES TO TAKE GAS 

3.1 Each Party rJesirirtg to take Gas will notify the Operator, or cause the Ojicrator to be notified 
of die volumes rwrrtinated, the name of the rrartsponirtg pipeline and the pipeline contract number (if available) 
and meter station relating to such delivery, sufficiently in advance for the Operator, acting with reasonable 
diligence, to meet all nomination and other requirements. Operator is authorized to deliver die volumes so 
nominated and confirmed (if confirmation i j required) to the transporting pipeline in accordance with the terms 
of this Agreement. 

3.2 Each Party shall make a reasonable, good faith effort to take its Full Share of Current 
Production each month, to lite extent that such production is required to maintain teases in effect, lo protect 
the producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production. 

3.3 When a Party fails for any reason to take its Full Share of Current Production (as such Share 
may be reduced by die right of ihe other Parties to make up for Underproduction as provided herein), (he oilier 
Parties shall be entitled to take any Gas which such Party fails to take. To the extent practicable, such Gas 
sltall he made available initially to each Underproduced Party in Uie proportion that its Percentage Interest in 
the Balancing Area bears to the tout Percentage Interests of all Underproduced Parties desiring to take such 
Gas. If all such Gas is not taken by the Underproduced Parties, die portion not taken shall then I K nude 
available to the other Parties in the proportion that their respective Percentage Interests in the Balancing Area 
bear to the total Percentage Interests of such Parries. -

3.4 All Gas taken by a Party in accordance with the provisions of Uiis Agreement, regardless of 
whether such Party is underproduced or overproduced, shall be regarded as Gas taken for its own account with 
tide thereto being in such taking Party. 

3.5 Notwifostariding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled 
in any month lo lake any Gas in excess of three hundred percent (300%) of its Percentage Interest of the 
Balancing Area's then-current Maximum Monthly Availability; provided, however, thai litis limitation shall 
not apply to (he extent dial it would preclude production that is required to maintain leases in effect, to pmtcci 
die producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production 

"K/Uxirnum Monthly Availability" shall mean the maximum average monthly rate of production at which Gas 
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can be delivered from die Balancing Area, as determined by the Operator, considering the maximum efficient 
well rale for each well within die Balancing Area, die maximum allowablc(s) set by flic appropriate rcgulatm y 
agency, mode of operation, production facility capabilities and pipeline pressures. 

3.6 In die event that a Party fails to make arrangements to take its Full Share of Current 
Production required to be produced to maintain leases in effect, to protect the producing capacity of a well or 
reservoir, to preserve correlative rights, or to maintain oil production, the Operator may sell any part of such 
Party's Full Share of Current Production that such Parry fails to take for the account of such Party and render 
to such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression, 
treating, gathering or transportation costs incurred directly in connection with the sale of such Full Share of 
Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain 
such price and conditions of die sale as are reasonable under the circumstances and shall not I K obligated to 
share any of its markets. Any such sale by Operator under the terms hereof shall be only for such reasonable 
|)eriods of time as are consistent with the minimum needs of the industry under die particular circumstances, 
but in no event for a period in excess of one year. Notwtutstanding the provisions of article 3.4 hcreul, Gas 
sold by Operator for a Party under the provisions hereof shall be deemed to be Gas taken for the account ol 
such Party. 

4. BN-KINU BALANCING 

4.1 Effective the first day of any calendar nioiitli following al least Uiirty (30) days' |u inr wiincii 
notice to die Operator, any Underproduced Party may begin taking, in addition to its Full Share uf C'uircui 
Production and any Makeup Gas ttke_o jturauanl to Section 3.3 of this Agreement, a share uf current 
production determined by multiplying i . percent (25*) of Uie Full Shares of Current Production of all 
Overproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced 
Parly pnd the denominator of which is the total of the Percentage Interests of all Underproduced Parucs 
desiring lo take Makeup Gas. In no event will an Overproduced Party be required to provide more ihaiilwe.nty-f 
percent (25%) of its Full Share of Current Production for Makeup Gas. The Operator will promptly notify 

all Overproduced Parties of the election of an Underproduced Party io begin taking Makeup Gas. 

4.2 Notwithstanding ihe provisions of Section 4.1. no Overproduced Party will be required io 
provide xr)Wf4«rrawwwiti»K«t^ Makeup 
Gas during the Winter Period. 

4.3 Notwithstanding anything herein to the contrary no Underproduced Party which is a Non 
Consenting Party under the Operating Agreement and is not Oien entided to participate in any operation 
regarding a Balancing Area shall be entitled to lake gas from said Balancing Area for which it is a Non-
Consenting Parry. 

5. STATEMENT OF GAS BALANCES 

5 .1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of die 
volumes of Gas that each Parly is entitled to receive and the volumes of Gas actually taken or sold for each 
Parly's account. Within forty-five (45) days after the month of production, die Operator will furnish a 
statement for such month showing ( I ) each Parly's Full Share of Current Production. (2) the toial volume of 
Gas actually taken or sold for each Party's account, (3) (lie difference between the volume taken by each l'att> 
and dial Parry's Full Share of Current Production. (4) die Overproduction or Underproduction of each Patt\ 
and (5) other data as recommended by (he provisions of the Council of Petroleum Accountants Societies 
Uulleun No. 24. as amended or supplemented hereafter. Each Party taking Gas will promptly provide to die 
Op*'«mr any «i«t» '•quirer1 by the Operator for preparation of die statements required hereunder 

5.2 If any Party fails to provide the data required herein for four (4) consecutive production 
mondis, the Operator, or where the Operator has failed to provide data, anodier Parly, may audit the 
production and Gas sales and transporution volumes of the non-reporting Party to provide the required dan 
Such audit shall be conducted only after reasonable notice and during normal business hours in die office of 
die Party whose records are being audited. All costs associated widi such audit will be charged lo die accouni 
of die Party failing to provide the required data. 

6. PAYMENTS ON PRODUCTION 

6.1 Each Party talcing Gas shall pay or cause to be paid all production and severance UKCS due 

i i 
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un all volumes of Gas actually taken by such Party 

6.2 Each Party shall pay or cause to be paid all Royalty due with respect to Royalty owners to 
whom it is accountable as if such Party were taking its Full Share of Current Production, and only its ( ult 
Share of Current Production. 

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

7. CASH SETT1£MENTS 

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

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

7.3 Within sixty (60) days after receipt of the Final Gas Seitlement Statement, each Overproduced 
Party will pay to each Underproduced Party entitled to settlement die appropriate cash settlement, accompanied 
by appropriate accounting detail. At the time of payment, die Overproduced Party will notify die 0|>erator 
of the Gas imbalance settled by the Overproduced Party's payment. 

7.4 The amount of the cash settlement will be based on the proceeds received by die 
Overproduced Party under an Arm's Length Agreement for the Gas taken from time to time bv the 
Oveqiroduced Party in excess of the Overproduced Party's Full Share of Current Production Any Makeup 
Gas taken by the Underproduced Party prior to monetary settlement hereunder will be applied to offset 
Overproduction chronologically in Ihe order of accrual. 

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

7.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a 
percentage of (he proceeds obtained by the purchaser upon resale of residue gas and liquid or liquiftable 
hydrocarbons extracted at a gas processing plant, the values used for calculating cash selUemcni will include 
proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liquiftable 
hydrocarbons) and the residue gas attributable to the Overproduction. 

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing 
plant for die extraction of liquid hydrocarbons, where setdement for the gas so processed was on a basts olhei 
than percentage of the proceed*, the values used for calculating cash setdement will include die proceeds 
received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from die Overproducuoit. 
less the actual reasonable costs incurred by the Overproduced Party to process die Overproduction and m 
transport, fractionate and handle the liquid hydrocarbons extracted dierefrom prior to sale. 

7.6 To (he extent the Overproduced Parry did not sell all Overproduction under an Arm's Length 
Agreement, Ihe cash settlement will be based on the weighted average price received by die Overproduced 
Party for any gas sold from die Balancing Area under Arm's IjengUi Agreements during die months to which 
such Overproduction is attributed. In the event that no sales under Arm's Ixngdt Agreements wcic nude 
during any such month, the cash setdement for such mondi will be based on die spot sales prices published (tit 
the applicable geographic area during such month in a mutually acceptable pricing bulletin 
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7.7 Interest cotnpoureled al the maximum lawful rate of interest applicable lo the Balancing Area 
will accrue for all amounts due under Section 7.1, beginning die first day following die dale payment is due 
pursuant to Section 7.3. Such interest shall be borne by die Operator or any Overproduced Party in die 
proportion thai dieir respective delays beyond die deadlines sel out in Section 7.2 and 7.3 contributed to die 
accrual of Ihe interest. 

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

7.9 That portion of any monies collected by an Overproduced Party for Overproduction which 
is subject to refund by orders of die Federal Energy Regulatory Commission or odier governmental authority 
may bo withheld by the Overproduced Party until such prices are finally approved by such governmental 
audiority, unless the Underproduced Party furnishes a corporate undertaking, acceptable lo die Overproduced 
Party, agreeing lo hold the Overproduced Parly harmless from financial loss due lo refund orders by such 
governmental authority. 

8. TESTING 

Notwilhstarading any provision of this Agreement to the contrary, any Party shall have die right, Irmit 
time lo time, to produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the 
reasonable deliverability iest(s) required by such Party's Gas purchaser, and die right to lake any Makeup Gas 
shall be subordinate lo Ihe right of any Party lo conduct such tests; provided, however, dial such tests shall 
be conducted itt accordance with prudent operating practices only after fifteen (15) day's prior written notice 
lo die Operator and shall last no longer than sevenry-two (72) hours. 

9. OPERATING COSTS 

Nothing in this Agreement shall change or affect any Party's obligation to pay its pro(>orijotuite share 
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share 
diereof is set forth in the Operating Agreement, irrespective of whether any Party is at any time selling and 
using Gas or whether such sales or use are in proportion lo its Percentage Interest in die Balancing Area 

The Parties sltall sliare proportionately in and own all liquid hydrocarbons recovered with Gas by field 
equipment operated for the joint account in accordance witit their Percentage Interests in dte Balancing Area 

Notwithstanding any provision in this Agreement or any other agreement between die Parties hereto, 
and futtiter notwithstanding any termination or cancellation of this Agreement, for a period of two (2| vcars 
from die end of the calendar year in which any information to be furnished under Section 5 or 7 hcrcot is 
supplied, any Party shall have the right lo audit the records of any other Party regarding quantity, including 
bul not limited to information regarding Btu-content. Any Underproduced Party shall have the right fur a 
period of two (2) years from the end of the calendar year in which any cash serdemeni is received pursuant 
lo Section 7 ta audit die records of any Overproduced Party as to all matters concerning values, including hut 
not limited lo information regarding prices and disposition of Gas from die Balancing Area Any such audit 
shall be conducted at the expense of the Parry or Parties desiring such audit, and shall be conducted, after 
reasonable notice, during normal business hours in the office of the Party whose records are being audited 
Each Parry hereto agrees to maintain records as to the volumes and prices of Gas sold each month and the 
volumes of Gas used in its own operations, along with die Royally paid on any such Gas used bv a I'ariv tu 
its own operations. The audit rights provided for in this Section 11 sltall be in addition to diosc provided loi 
in Section 5.2 of diis Agreement. 

10. LIQUIDS 

11. AUDIT RIGHTS 

12. MISCELLANEOUS 



Exhibit "E" 
G i l Balancing Agreement 

12.1 As between die Parties, in the event of any conflict between the provisions of this Agreement 
and tlie provisions of any gas sales contract, or in lite event of any conflict between Uie provisions of Utis 
Agreement and Uie provisions of the Operating Agreement, Uie provisions of Utis Agreement sltall govern 

12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against 
any and all liability for any claims, which may be asserted by any third party which now or hereafter stands 
in a contractual relationship with such indemnifying Party and which arise out of die operation of diis 
Agreement or any activities of such indemnifying Parry under the provisions of litis Agreement, and docs 
further agree to save the other Parties harmless from all judgements or damages sustained and costs tucuricd 
in connection therewith. 

12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer die 
provisions of diis Agreement, bul shall have no liability to die odier Parties for losses sustained or liability 
incurred wluch arise out of or in connection 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 Parry (other lhan Operator) to pay any amounts 
owed pursuant lo the terms hereof. 

12.4 Tttts Agreement shall remain in full force and effect for as long as the Operating Agreement 
sltall remain in force and effect as lo die Balancing Area, and diereafter until die Gas accounts between die 
Parties are settled in full, and sltall inure to the benefit of and be binding upon dte Panics hereto, ami dtcir 
respective Iteirs, successors, legal representatives and assigns, if any. The Parties hereto agree to give nonce 
uf I K existence of diis Agreement lo any successor in interest of any such Party and to provide dial any such 
successor shall be bound by this Agreement, and shall further make any transfer of any interest subject to the 
Operating Agreement, or any part thereof, also subject to die terms of this Agreement. 

12.5 Unless die context clearly indicates otherwise, words used in die singular include the plural, 
tlie plural includes Uie singular, and ihe neuter gender includes the masculine and die feminine 

12.6 This Agreement shall bind the Parties in accordance with the provisions hereof, and nodung 
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto, 
or as being a stipulation in favor of any such person or entity. 

12.7 If contemporaneously with this Agreement becoming effective, or diereafter, any Party 
requests dial any odter Party execute an appropriate memorandum or notice of this Agreement m ottlcr in give 
durd p utics notice of record of same and submits same for execution in recordable form, such iuciiiui.tiiduui 
or notice sliall be duly executed by the Party to which such request is made and delivered prompdy diereafter 
to die Party making die request. Upon receipt, the Party making the request shall cause die memorandum ui 
notice to tie duly recorded in (he appropriate real property or odier records affecting the Balancing Area 

12.8 Widi respect to accounting treatment of any gas imbalances as may exist, die parucs agree 
to use die "cumulative method" Jas defined in Income Tax Regulation §1.761-2 (d) (4)J of accounting I'm 
federal income tax purposes. The "enrjdemenis melhod" shall not be used for reporting gas sales from Ute 
properties subject hereto. 

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

13.1 Subject to dte provisions of Section 13.2 hereof, and nolwtdtstanding anydtittg in diis 
Agreement or in the Operating Agreement lo the contrary, if any Party assigns (including any sale, exchange 
or other transfer) any of its working interest in die Balancing Area when such Parly is an Undcrpiuduccd ut 
0-. :r,:r;-ucid Farty, (he assignment or other act of transfer stiall, insofar as dte Parties hereto arc concsrsed. 
include all interest of die assigning or transferring Party in die Gas, all fights lo receive or obligations tn 
provide or take Makeup Gas and all rights to receive or obligations lo make any monetary payment which may 
ullimaiely be due hereunder, as applicable. Operator and each of the odier Parties hereto shall thereafter ucat 
dte assignment accordingly, and (he assigning or transferring Parly shall look solely to its assignee ot tnltci 
transferee for any interest in the Gas or monetary payment dial such Party may have or to which it may be 
entitled, and shall cause iis assignee or odier transferee to assume 'tis obligations hereunder 

13.2 Tlie provisions of diis Section 13 shall not be applicable in die event any Party mortgages its 
mtciest oi disposes of its interest by merger, reorganization, consolidation or sale of substantially all ol its 
assets to a subsidiary or parent company, or to any company in which any parent or subsidiary ol such P.u i \ 
owns a majority of Uie stock of such company 
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07161 
PzoJucor** • • - P r o d u c e r ' s R e v i s e d 1934 Mew M a x i c o t o n 3 4 2 9 , P a i d - u p 

O I L 4 GAS LEASE 

THIS AGREEMENT mad* t h i s 2 7 t h d a y o f M a t c h , 2 0 0 1 b e t w e e n M a d e l i n e S t o k e a, d e a l i n g w i t h h a t s o l e and m > i r . t » 
p r o p e r t y , whose a d d r e s s l a P. Q. Bow I l i a , Ozone , T t x w 76S43 h e r e i n C a l l e d l e s s o r ( w h e t h e r o n * oc m o r e l a n d Jamea 
D . H u f f , P. O. Box 70S , M l n e o l a , Texas 7 5 7 7 3 , l e s a e e ; 

1 . L e s s o r , l n cons I d a r a t i o n o f TEN AND OTHER DOLLARS I n hand p a i d , r e c e i p t o f w h i c h i a h a r e a c k n o w l e d g e d , a n d 
o t t h a r o y a l t i e s h e r e i n p r o v i d e d a n d ol* t h a a g r e e m e n t s o t t h a l e s a e e h e r e i n c o n t a i n e d , h e r e b y g r a n t s , l a a a a * and 
l a t a e x c l u s i v e l y u n t o l e a s e e f o r t h e p u x p o a a o f i n v e s t i g a t i n g , e x p l o r i n g , p r o s p e c t i n g , d r i l l i n g , a n d o p e r a t i n g f o r 
and p r o d u c i n g o i l a n d g a s . I n j e c t i n g g a a , w a t e r s , o c h e r f l u i d s , a ikd a i r i n t o s u b s u r f a c e s t r a t a , l a y i n g p i p e l i n e s , 
s t o r i n g o i l . b u i l d i n g t a n k a , r o a d w a y * , t e l e p h o n e l i n e s , e n d o t h e r s t r u c t u r e s and t h i n g s t h e r e o n t o p r o d u c e , M V I , 
t a k e c a r e o f , t r e a t , p r o c e s s , s t o r e and t r a n s p o r t s a i d M i n e r a l s , t h e f o l l o w i n g d e s c r i b e d l a n d I n Lea C o u n t y , Mew 
M a x i c o , t o - w i t t 

T o w n a h l p 16 S o u t h , Range I S E a s t , K . M . P . H . 
S e c t i o n 1 3 : S E / 4 
S e c t i o n 2 3 : S K / 4 
S e c t i o n 24 t WW/4 SW/4, N N / 4 N B / 4 
S e c t i o n 2 5 i 
S e c t i o n 2 6 i N E / 4 

Said land l s eat lea tad to comprise 720.00 acres, whether I t actually comprise* eoce or l e s s . 

tt 
2 . S u b i ^ c t ^ o t h e o t h e r p r o v i s i o n s h e r e i n c o n t a i n e d , t h i s l e a s e s h a l l r e m a i n i n f o r c e f o r a t e r m o f t h r e e (3 ) 

y e a r s f r c * 4 4 £ ? - 7**, 2 0 0 1 ( c a l l e d " p r i m a r y t e r m " ) a n d as l o n g t h e r e a f t e r aa o i l o r g a s l a p r o d u c e d f r o m s a i d l a n d o r 
f r o a j l a n d w i t h w h i c h a a i d l a n d i a p o o l e d . 

3 . The r o y a l t i e s t o b e p a i d b y l e s s e e a r e ; ( a t o n o i l , a n d o t h e r l i q u i d h y d r o c a r b o n s s a v e d a t t h e w e l l , t f a t e s -
s l x t e e n t h s ( 3 / 1 6 t h a t o f t h a t p r o d u c e d and a a v e d f r o * s a i d l e n d , s a n e t o b e d e l i v e r e d a t t h e w e l l s o r t o t h e c r e d i t 
o f l e s s o r i n t h e p i p e l i n e t o w h i c h t h e w e l l s u y b e c o n n e c t e d ; (b ) o n g a s , i n c l u d i n g c a s i n g h e a d gas o r o t h e r gaseous 
s u b s t a n c e p r o d u c e d f r o m a a i d l a n d a n d u s e d o f f t h e p r e m i s e s o x u s e d i n t h e m a n u f a c t u r e o f g a s o l i n e o r o t h e r 
p r o d u c t a. t h e m a r k e t v a l u e a t t h e w e l l o f t h r e e - s i x t e e n t h a < 3 /16 t h a ) o f t h e gas u s e d , p r o v i d e d t h a t o n gas s o l d o n 
o r o f f t h e p r e m i s e s , t h e r o y a l t i e s s h a l l b e t h r e e - s i x t e e n t h s < 3 / 1 6 t h s t o t t h e amount r e a l i z e d f r o m s u c h s a l e j (c» 
a n d a t a n y t i m e when t h i s l e a s e i s n o t v a l i d a t e d b y o t h e r p r o v i s i o n s h e r e o f and t h e r e i s a gas a n d / o r c o n d e n s a t e 
w e l l o n s a i d l a n d , o r l a n d p o o l e d t h e r e w i t h , b u t gaa o r c o n d e n s a t e i s n o t b e i n g s o s o l d o r u s e d a n d s u c h w e l l i s 
s h u t i n , e i t h e r b e f o r e o r a f t e r p r o d u c t i o n t h e r e f r o m , t h e n o n o r b e f o r e 90 days a f t e r s a i d w e l l i s s h u t i n , and 
t h e r e a f t e r a t a n n u a l i n t e r v a l s , l e s s e e n a y p a y o r t e n d e r an a d v a n c e s h u t - i n r o y a l t y e q u a l t o 5 1 , 0 0 p e r n e t a c r e o f 
l e s s o r ' s gaa e c c e e g e t h e n h e l d u n d e r t h i s l e a s e b y t h e p a r t y m a k i n g s u c h payment o r t e n d e r , and s o l o n g a s s a i d 
s h u t - i n r o y a l t y i s p a i d o r t e n d e r e d , t h l a l e a s e s h a l l n o t t e r m i n a t e and i t s h a l l b e c o n s i d e r e d u n d e r a l l c l a u s e s 
h e r e o f t h a t ga s i a b e i n g p r o d u c e d f r o m t h e l e a s e d p r e m i s e s i n p a y i n g q u a n t i t i e s . E a c h s u c h payment s h a l l b e p a i d 
o r t e n d e c e d t o t h e p a r t y o r p a r t i e s who a t t h e t i m e o f s u o h payment w o u l d b e e n t i t l e d t o r e c e i v e Che r o y a l t i e s w h i c h 
w o u l d be p a i d u n d e r t h i s l e a s e i f t h e w e l l w e r e i n f a c t p r o d u c i n g . The p a y m e n t o r t e n d e r o f r o y a l t i e s and s h u t - i n 
r o y a l t i e s may be made b y c h e c k o r d r a f t . A n y t i m e l y p a y m e n t o r t e n d e r o f s h u t - i n r o y a l t y w h i c h i s made i n a bona 
t i d e a t t e m p t t o make p r o p e r p a y m e n t , b u t w h i c h i s e r r o n e o u s i n w h o l e o r l n p a c t as t o p a r t i e s o r a m o u n t s , s h a l l 
n e v e r t h e l e s s b e s u f f i c i e n t t o p r e v e n t t e r m i n a t i o n o f t h i s l e a s e i n t h e same manner a s t h o u g h a p r o p e r p a y m e n t h a d 
b e e n made i f l e s s e e s h a l l c o r r e c t s u c h e r r o r w i t h i n 30 d a y s a f t e r l e s s e e h a s r e c e i v e d w r i t t e n n o t i c e t h e r e o f b y 
c e r t i f i e d m a i l f r o m t h e p a r t y o r p a r t i e a e n t i t l e d t o r e c e i v e p a y m e n t t o g e t h e r w i t h s u c h w r i t t e n i n s t r u m e n t s ( o r 
c e r t i f i e d c o p i e s t h e r e o f ) as a r e n e c e s s a r y t o e n a b l e l e s s e e t o make p r o p e r p a y m e n t . Tlie amount r e a l i z e d f r o m t h e 
s a l e o f gas o n o r o f f t h e p r e m i s e s s h a l l b a t h e p r i c e e s t a b l i s h e d b y t h e gaa s a l e s c o n t r a c t e n t e r e d i n t o i n good 
f a i t h b y l e s s e e and gas p u r c h a s e r f o r such t e r m a n d u n d e r s u c h cc* K i l t i o n s as a r e c u s t o m a r y I n t h e i n d u s t r y . " P r i c e " 
s h a l l mean t h e n e t amount r e c e i v e d b y l e s a e e a f t e r g i v i n g e f f e c t t o a p p l i c a b l e r e g u l a t o r y o r d e r s a n d a f t e r 
a p p l i c a t i o n o f a n y a p p l i c a b l e p r i c e a d j u s t m e n t s s p e c i f i e d i u such, c o n t r a c t o t r e g u l a t o r y o r d e r s . e o - t h e , -e*-e«fc 
h i a i a e aaateeeaeea, saeefce, p u s i f *ea> r-*a- e ^ y e U e t e a j u c l r ^ n - t e t i cUnr i . ' -UH U l O f T U i e l e a s e d 1 p s . e m l f e j r ~ u t " t i « u a p o » l - a > 
gaa ai t" U i e l e a a w l p r e m i s e s - ; — t i s s u e i n 1 w e j u i u n j r o y a l t y he reunder—l imy d e d u c t - t rue* J I H . 1 I u r i ^ i e r e e s w a s r l e - A e r y . • 
t r x r » « r » h ft.nft-iir. | . i 4-

4 . T i l l s i s a p a i d - u p l e a s e a n d l e a s e e s h a l l n o t be o b l i g a t e d d u r i n g t h e p r i m a r y t e r m h e r e o f t o commence o r 
c o n t i n u e a n y o p e r a t i o n s o f w h a t s o e v e r c h a r a c t e r o r t o make a n y p a y m e n t s h e r e u n d e r i n o r d e r t o m a i n t a i n t h i s l e a s e 
i n f o r c e d u r i n g t h e p r i m a r y t e r m ; h o w e v e r , t h i s p r o v i s i o n i a n o t i n t e n d e d t o r e l i e v e l e a s e e o f t h e o b l i g a t i o n t o 
p a y r o y a l t i e s oo a c t u a l p r o d u c t i o n p u r s u a n t t o t h e p r o v i s i o n s a f P a r a g r a p h 3 h e r e o f . 

S* L e s s e e l s h e r e b y g r a n t e d t h e r i g h t a n d p o w e r , f r o m t i m e t o t i m e , t o p o o l o r c o m b i n e t h i s l e a s e , t h e l a n d 
c o v e r e d b y i t o r a n y p a r t o r h o r i z o n t h e r e o f w i t h a n y o t h e r l a n d , l e a s e s , m i n e r a l e s t a t e s o r p a r t s t h e r e o f f o r t h e 
p r o d u c t i o n o f o i l o r g a s . U n i t s p o o l e d h e r e u n d e r s h a l l n o t e x c e e d t h e s t a n d a r d p r o r a t i o n u n i t f i x e d b y l a w o r b y 
t l i e O i l C o n s e r v a t i o n D i v i s i o n o f t h e E n e r g y and M i n e r a l s D e p a r t m e n t o f t h e S t a t e o f New M e x i c o o r b y a n y o t h e r 
l a w f u l a u t h o r i t y f o r t h e p o o l o r a r e a i n w h i c h s a i d l a n d i a s i t u a t e d , p l u s a t o l e r a n c e o f t e n p e r c e n t . L e s s e n s h a l l 
f i l e w r i t t e n u n i t d e s i g n a t i o n s i n t h e c o u n t y l n w h i c h t h e p r e m i s e s a r e l o c a t e d and s u c h u n i t s may be d e s i g n a t e d f r o m 
t i a t > t o t i m e and e i t h e r b e f o r e oc a t t a r t h e c o m p l e t i o n o f w e l l s . D r i l l i n g o p e r a t i o n s o n o r p r o d u c t i o n f r o m a n y p a r t 
o f a n y s u c h u n i t s h a l l b e c o n s i d e r e d f o x a l l p u r p o s e s , e x c e p t t h e p a y m e n t o f r o y a l t y , as o p e r a t i o n s c o n d u c t e d upon 
o r p r o d u c t i o n f r o m t h e l a n d d e s c r i b e d l n t h i s l e a s e . T h e r e al ia 11 b e a l l o c a t e d t o t h e l a n d c o v e r e d b y t h i s l e a s e 
i n c l u d e d i n a n y s u c h u n i t t h a t p o r t i o n o f t h e t o t a l p r o d u c t i o n o f p o o l e d m i n e r a l s f r o m w e l l s i n t h e u n i t , a f t e r 
d e d u c t i n g any u s e d i n l e a s e o r u n i t o p e r a t i o n s , w h i c h t h e n e t o i l o r gaa a c r e a g e i u t h e l a n d c o v e r e d b y t h i s l e a s e 
i n c l u d e d i n t h e u n i t b e a r s t o t h e t o t a l number o f s u r f a c e a c r e s i n t h e u n i t . The p r o d u c t i o n s o a l l o c a t e d s h a l l be 
c o n s i d e r e d f o r a l l p u r p o s e s , i n c l u d i n g t h e p a y m e n t o r d e l i v e r y o f r o y a l t y , t o be t h e e n t i r e p r o d u c t i o n o f p o o l e d 
m i n e r a l s f r o m t h e p o r t i o n o f s a i d l a n d c o v e r e d h e r e b y a n d I n c l u d e d i n s a i d u n i t i n t h e same manner as t h o u g h 
p r o d u c e d f r o m s a i d l a n d u n d e r t h e t e r m s o f t h i s l e a s e . A n y p o o l e d u n i t d e s i g n a t e d b y l e s s e e , as p r o v i d e d h e r e i n , 
may be d i s s o l v e d b y l e a s e e b y r e c o r d i n g an a p p r o p r i a t e i n s t r u m e n t i n t h e C o u n t y w h e r e t h e l a n d i s s i t u a t e d a t any 
t i m e a f t e r t h e c o m p l e t i o n o f a d r y h o l e o r t h e c e s s a t i o n o f p r o d u c t i o n o n s a i d u n i t . 

6 . I f a t t l i e e x p i r a t i o n o f t h e p r i m a r y t e r m t h e r e I s n o w e l l u p o u s a i d l a n d c a p a b l e o f p r o d u c i n g o i l o r g a s , b u t 
l e s s e e l i a s commenced o p e r a t i o n s f o r d r i l l i n g o r r e w o r k i n g t h e r e o u , t h i s l e a s « s l u i l l r e m a i n i n f o r c e ao l o n g as 
o p e r a t i o n s a r e p r o s e c u t e d w i t h no c e s s a t i o n o f more t h a n <>0 o o t u « c u t l v « d a y s , w h e t h e r s u c h o p e r a t l o u a b e o n t h e same 
w e l l o r o n a d i f f e r e n t o r a d d i t i o n a l w e l l o r w e l l s , and i f t h e y r e s u l t i n t i t * p r o d u c t i o n o f o i l o r g a s , s o l o u g 
t h e r e a f t e r aa o i l o r gas l a p r o d u c e d f r o m s a i d l a n d . I f , a f t e r t h e e x p i r a t i o n o f t h e p r i m a r y t e r m , a l l w e l l s u p o n 
s a i d l a n d s h o u l d become I n c a p a b l e o f p r o d u c i n g f o r a n y c a u s e , t h i s l e a s e s h a l l n o t t e r m i n a t e i f l e s s e e coseseiices 
o p e r a t i o n s f o r a d d i t i o n a l d r i l l i n g o r f o r r e w o r k L u g w i t h i n 60 d a y s t h e r e a f t e r . I f a n y d r i l l i n g , a d d i t i o n a l 
d r i l l i n g , o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r r e s u l t i n p r o d u c t i o n , t h e n t h i s l e a s e s h a l l r e m a i n l n f u l l f o r c e s o l u n g 
t h e r e a f t e r as o i l o r gas i s p r o d u c e d h e r e u n d e r . 

7 . Lessee s h a l l h a v e f r e e u se o f o i l , ga s and w a t e r f r o m s a i d l a n d , e x c e p t w a t e r f r o m l e s s o r ' s w e l l s and t a n k s , 
f o r a l l o p e r a t i o n s h e r e u n d e r , a n d t h e r o y a l t y s h a l l b e c o m p u t e d a f t e r d e d u c t i n g any s o u s e d . Lessee s l i a l l h a v e t h e 
r i g h t a t a n y t i m e d u r i n g o r a f t e r t h e e x p i r a t i o n o f t h i s l e a s e t o r emove a l l p r o p e r t y a n d f i x t u r e s p l a c e d b y l e s s e e 
on s a i d l a n d , i n c l u d i n g t h e r i g h t t o d r a w a n d remove a l l c a s i n g , when r e q u i r e d b y l e s s o r , l e s s e e w i l l b u r y a l l p i p e 
l i n e s on c u l t i v a t e d l a n d s b e l o w o r d i n a r y p l o w d e p t h , a n d no w e l l s h a l l be d r i l l e d w i t h i n t w o h u n d r e d f e e t (200 f t . I 
o f any r e s i d e n c e o r b a m now o n s a i d l a n d w i t h o u t l e s s o r ' s c o n s e n t . L e s s o r s h a l l h a v e t h e p r i v i l e g e , a t h i s r i s k 
and e x p e n s e , o f u s i n g gas f r o m a n y gaa w e l l on, s a i d l a n d f o r s t o v e s a n d i n s i d e l L g h t a i u t h e p r i n c i p a l d w e l l i n g 
t h e r e o n , o u t o f a n y s u r p l u s gaa n o t needed f a r o p e r a t i o n s h e r e u n d e r . 

« . The r i g h t s o f c i t h e r p a r t y h e r e u n d e r may be a s s i g n e d i n w h o l e o r i n p a r t a n d t h e p r o v i s i o n s h e r e o f s h e l 
e x t e n d t o t h e i r h e i r s , e x e c u t o r s , a d m i n i s t r a t o r s , s u c c e s s o r s and a s s i g n s ) b u t no change i n t h e o w n e r s h i p o f t h e 1 



O T I n t h e o w n e r s h i p o f , o r r i g h t s t o r e c e i v e , r o y a l t i e * o r s h u t - i n r o y a l t i e s , h o w e v e r a c c o m p l i s h e d a h a l l o p e r a t e 
t o e n l a r g e t h e o b l i g a t i o n s o r d i m i n i s h t l i e r i g h t s o f l e s s e e ; a n d n o s u c h c h a n g e o r d i v i s i o n a h a l l b e b i n d i n g u p o n 
l e a s e * f u r a n y p u r p o s e u n t i l 30 d a y s a f t e r l e s s e e h a s b e e n f u r n i s h e d b y c e r t i f i e d m a i l a t l e a e c e ' a p r i n c i p a l p l a c e 
o f b u s l n e a a w i t h a c o e p t a b l e i n s t r u m e n t s o r c e r t i f i e d c o p i e s t h e r e o f c o n s t i t u t i n g t h e c h a i n o f t i t l e f r o m t h e 
o r i g i n a l l e s s o r . I f a n y s u c h change l n o w n e r s h i p o c c u r s t h r o u g h t h e d e a t h o f t l i e o w n e r , l e s s e e may, a t i t s o p t i o n , 
p a y oc t e n d e r a n y r o y a l t i e s o r a h u t - i n r o y a l t i e s i n t h e name o f t h e d e c e a s e d o r t o h i s e s t a t e o r t o h i s h e i r s , 
e x e c u t o r o r a d m i n i s t r a t o r u n t i l s u c h t i m e aa l e s s e e has b e e n f u r n i s h e d w i t h e v i d e n c e s a t i s f a c t o r y t o l e a s e e as t o 
t h e p e r s o n s e n t i t l e d t o s u c h sums . A n a s s i g n m e n t o t t h i s l e a s e i n w h o l e o r l n p a r t s h a l l , t o t h e e x t e n t o f s u c h 
a s s i g n m e n t , r e l i e v e and d i s c h a r g e l e s s e e o f a n y o b l i g a t i o n s h e r e u n d e r a n d , i f l e s s e e o r a s s i g n e e o f p a r t o r p a r t s 
h e r e o f a h a l l f a i l o r make d e f a u l t ^ n t h e paymen t o f t h e p r o p o r t i o n a t e p a r t o t r o y a l t y o r a h u t - l n r o y a l t y d u e f r o m 
s u c h l e s s e e o r a s s i g n e e o r f a i l t o c o m p l y w i t h a n y o f t h e p r o v i s i o n s o f t h i s l e a s e , s u c h d e f a u l t a h a l l n o t e f f e c t 
t h i s l e a s e i n s o f a r as i t c o v e r s a p a r t o f s a i d l a n d s u p o u w h i c h l e s s e e o r a n y a s s i g n e e t h e r e o f s h a l l p r o p e r l y o o e p l y 
o r make s u c h p a y m e n t s . 

9 . S h o u l d l e s s e e b e p r e v e n t e d f r o m c o m p l y i n g w i t h a n y e x p r e s s o r i m p l i e d c o v e n a n t o f t h i s l e a s e , o r f r o m 
o o n d u c t l u g d r i l l i n g o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r , o r f r o m p r o d u c i n g o i l o r gas h e r e u n d e r b y r e a s o n o f s c a r c i t y 
o r i n a b i l i t y t o o b t a i n oc u s e e q u i p m e n t o r m a t e r i a l , o r b y o p e r a t i o n o f f o r c e m a j e u r e , o r b y a n y F e d e r a l o r s t a t e 
l a w o r a n y o r d e r , r u l e o r r e g u l a t i o n o f g o v e r n m e n t a l a u t h o r i t y , t h e n w h i l e s o p r e v e n t e d , l e s s e e ' s d u t y s h a l l b e 
s u s p e n d e d , and l e a s e e s h a l l n o t b e l i a b l e f o r f a i l u r e t o c o m p l y t h e r e w i t h ! a n d t h l a l e a e a s h a l l b e e x t e n d e d w h i l e 
a n d ao l o n g as l e s s e e l a p r e v e n t e d b y a n y s u c h c a u s e f r o m c o n d u c t i n g d r i l l i n g o r r e w o r k i n g o p e r a t i o n s o r f r o m 
p r o d u c i n g o i l o r g a s h e r e u n d e r ; a n d t h e t i m e w h i l e l e s s e e i s so p r e v e n t e d s h a l l n o t b e c o u n t e d a g a i n s t l e s a e e , 
a n y t h i n g i n t h i s l e a s e t o t h e c o n t r a r y n o t w i t h s t a n d i n g . 

1 0 . L e s s o r h e r e b y W a r r a n t s and a g r e e s t o d e f e n d t h e t i t l e t o s a i d l a n d a n d a g r e e s t h a t l e s s e e a t l s o p t i o n may 
d i s c h a r g e a n y t a x , m o r t g a g e o r o t h e r l i e n u p o n s a i d l a n d , a n d l u t h e e v e n t l e s s e e d o e s s o i t s h a l l b e s u b r o g a t e d 
t o s u c h l i e n w i t h t h e r i g h t t o e n f o r c e same and t o a p p l y r o y a l t i e s and s h u t - i n r o y a l t i e s p a y a b l e h e r e u n d e r t o w a r d 
a a t i a f y i n g ^ a a m * . w i t h o u t i m p a i r m e n t o f l e a s e e ' s r i g h t s u n d e r t h e w a r r a n t y , i f t h i s l e a s e c o v e r s a l e s s I n t e r e s t 
i n Che o i l a n d gas i n a l l o r a n y p a r t o f s a i d l a n d t h a n t h e e n t i r e a n d u n d i v i d e d f e e s i m p l e e s t a t e ( w h e t h e r l e s s o r 1 a 
i n t e r e s t i a h e r e i n s p e c i f i e d o r n o t ) t h e n t h e r o y a l t i e a , a h u t - i n r o y a l t y , a n d o t h e r p a y m e n t s , i f a n y , a c c r u i n g f r o m 
a n y p a r t as t o w h i c h t h i s l e a s e c o v e r s l e s s t h a n s u c h f u l l I n t e r e s t , a h a l l be p a i d o n l y I n t h e p r o p o r t i o n w h i c h t h e 
i n t e r e s t t h e r e i n , i f a n y , c o v e r e d b y t h i s l e a s e , b e a r s t o t h e w h o l e and u n d i v i d e d f e e s i m p l e e s t a t e t h e r e i n . S h o u l d 
a n y o n e o r more o t t h e p a r t i e s named a b o v e as l e s s o r s f a i l t o e x e c u t e t h l a l e a s e , i t s h a l l n e v e r t h e l e s s be b i n d i n g 
u p o n t h e p a r t y o r p a r t i e s e x e c u t i n g t h e same. 

1 1 . L e s s e e , l t a o t h i s s u c c e s s o r s , h e i r s a n d a s s i g n s , a h a l l h a v e t h e r i g h t a t a n y t i m e t o s u r r e n d e r t h i s l e a s e , 
i n w h o l e o r i n p a r t , t o l e s s o r o r h i s h e i r s , s u c c e s s o r s , a n d a s s i g n s b y d e l i v e r i n g o r m a i l i n g a r e l e a s e t h e r e o f t o 
t h e l e s s o r , o r b y p l a c i n g a r e l e a s e t h e r e o f o f r e c o r d i n t h e c o u n t y i n W h i c h s a i d l a n d i s s i t u a t e d ; t i t e r e u p o o l e a s e * 
s h a l l be r e l i e v e d f r o m a l l o b l i g a t i o n s , e x p r e s s e d o r I m p l i e d , o f t h l a a g r e e m e n t as t o a c r e a g e so s u r r e n d e r e d , and 
t h e r e a f t e r t h e s h u t - i n r o y a l t y p a y a b l e h e r e u n d e r s h a l l be r e d u c e d i n t h e p r o p o r t i o n t h a t t h a a c r e a g e c o v e r e d h e r e b y 
i s r e d u c e d b y a a i d r e l e a s e o r r e l e a s e s . 

ADOITICtOXL PROVISIONS 

12. Ui laehSensj ig — ) * w r g t ^ d . . ^ ^ m g - y ^ ^ m ^ Tw"sSs|srimsrylTTni.this Lmmwill I r rmxist i w i n a J t i s d l m r m n i t d w i •Khr t r l 'm t r aBnrsJit 
to a evades orpnxxuoa was •Hi-isn1"r tr—*—*Tig—ril ( r4 i«n d ia l inrlnrie thm is arriU) IMIIUM 

•> lamms bmi o n l M . oaeoaned. f « 
p f i a M a l h * — y * n * . < m o / t K « i p n « n > r y I p p i l , ttmpUid aaid itmttl mm a p f m f c i f r t f n i l n u i / z f f ftM, " f I 'V 'g tyT . « H VnaJ aa S i f r y h i r l r . 1V 

b) A l Ihe expe^auoa of (be primary tarn . Lessee i t »n gaged ia drilling, deepen s i ft. rcworkm g ar T y ^ y t ^ i n r * T - ^ H f T i i i n t l i i f I v r h r r m lsnrfa p r r r M lar r rn i lh ; 

sndlfajamlerl smew rnrnniiijnMatcils'wiinHt 

are axoarwcej wxnm oa* hundred mgbty (1 HO) days sflor (fee Later lo occur o f ( i ) Ibe cxptrsrios of (he primmy (.erea. or ( i i ) (ha ooaxtlation or pkigging o f say weS drilled, 
oa«fmned.rmM*fceBorr^ telbeputposeHaareuf, "com 

UWl najtart M a l h a W a p p f < y i M a M a * a « r t w M a s l aueAori fy h a m i g j u r i a r i i r t i f f l i f a p r m d i i f w - f t f a **4t u p k . ^ y w l *m A r y k - L . rt^-pL.ffl^r" «*»»» *>* * m ^ f f i l ^ g t t ^ p L ^ . ^ 

rcpoji vats l b * appropriate aovenuDoast majority ss wing jurmttoina. 

13. 11 ̂ * * « * » « « ^ i ^ « ^ M ' ^ W » g r ' ^ y — « , # i i f fr-m v*fWl*JTnin;*T*»itiitH arrragrnrtrhfii airt iKtH ia a t fvying r r p f ' n r t i m i n k aihyalcdlrt apnr f r rmg 
+u*M A i B i » j t u t . J u a ^ i x ^ t j ) t » w W t y m a l f L A A n i l ^ r m - r m j m ^ g m t ^ • p p r n j w ^ a i j r . L ^ r r y y ^ - i j t ^ h f r t y h t V W g j ' l n * * 1 " * ^ . «* " ^ f l i m t t U T n • ! S T " ; Of . • H W 

sheaire of ssedal fidd ruks in (be field lor vwhidi say given w e l ia located, d u n cadi gas well (watch d ia l ! tv iude khu-m wells) aasil be A t < y ^ v i J20 aarcs plus 
«loiersao* af 10K, far a apacaag or prdrsUoa uak. sad each oi l weQ (vii ich abafl ktckjde axU-ia wall*) duO ba allocated 80 acres p k u • tolereoot of 10%. (or a epaoie| or 
p i O r m M S UOX. P * * « p ; w " * * * f l ^ p r " ^ " , r l u n a A a l l h a « i m « r l y « p r f L - A U ^ a ^ | w ^ f ^ ^ g l . r M T I f B l a l | Mmfh w H l 

1 4 . M o t w i t h s t a n d i n g s u c h t e r m i n a t i o n . L e s s e e s h a l l h a v e e c o n t i n u i n g r i g h t o f w a y a n d c a s e m e n t o n , o v e r a n d 
a c r o s s a l l t h e l e n d c o v e r e d h e r e b y f o r t h e c o n s t r u c t i o n , u s e , m a i n t e n a n c e , r e p l a c e m e n t , o r r e m o v a l o f p i p e l i n e s , 
r o a d s , t e l e p h o n e l i n e s , e l e c t r i c l i n e s , t a n k ; a n d o t h e r f a c i l i t i e s f o r i t s o p e r a t i o n * h e r e u n d e r o n l a n d r e m a i n i n g ] 
c o v e r e d b y t h i s l e a s e f o l l o w i n g s u c h t e r m i n a t i o n . 

1 5 . T h l a o i l a n d gas l e a s e I s s u b o r d i n a t e t o t h a t c e r t a i n " P r i o r L e a s e " d a t e d A u g u s t 2 5 , 1 9 9 7 , e f f e c t i v e December 
7 , 1997, r e c o r d e d i n Book 8 2 7 , page 1 2 7 , L e e C o u n t y R e c o r d s , as amended b y i r i a t n s a e n t d a t e d , 2000 , 
r e c o r d e d i n Book , p a g e , L e a C o u n t y R e c o r d s , b u t o n l y t o t h e e x t e n t t h a t s a i d P r i o r L e a s e l s c u r r e n t l y 
a v a l i d a n d s u b s i s t i n g o i l a n d gas l e a s e . Mot w i t h s t a n d i n g a n y o t h e r p r o v i s i o n s o f t h i s o i l a n d gas l e a s e , t h e end 
o f t h e p r i m a r y t e r m h e r e o f s h a l l b e e x t e n d e d u n t i l t h e t h i r d (3"*> a n n i v e r s a r y d a t e o f t h l a o i l and g a s l e a s e n e x t 
f o l l o w i n g e x p i r a t i o n o f t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n c o n t a i n e d i n added P a r a g r a p h N o . 12 o n e x h i b i t * A " 
a t t a c h e d t o t i l e P r i o r L e a s e , p r o v i d e d t h a t i u u o e v e n t s h a l l t h e p r i m a r y t e r m h e r e o f e x p i r e l a t e r t h a n t h e 2 0 " 
a n n i v e r s a r y d a t e o f t h l i s o i l and g a s l e a s e . E x e c u t i o n o f t h i s o i l a n d gas l e a s e b y L e s s o r s h a l l n e v e r be c o n s t r u e d 
as a r a t i f i c a t i o n o r r e v i v o r o f t h e P r i o r L e a s e . L e s s o r s p e c i f i c a l l y ag reea n o t t o e n t e r i n t o any ag reemen t o f a n y 
f o r m t h a t w o u l d e x t e n d o r c o n t i n u e - t h e p r i m a r y t e r m o r t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n o f t h e P r i o r L e a s e , o r 
m o d i f y a n y o f t h e e x i s t i n g p r o v i s i o n s o f t h e P r i o r L e a s e . 

E x e c u t e d t h e d s y a n d y e a r f i r s t above w r i t t e n . 

t u a . l l n a S t o k e J SSI 
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07162 
P r o d u c e r ' s S f - P r o d u c e r ' a R e v i s e d 1994 Maw Max l o o Fo rm 342P, P a i d - u p 

O I L • GAS LEASE 

T i n s AGREEMENT Mad* t h l a 2 7 t h d a y o f M a r c h . 2001 b * t w e * n grma j U m l I t o n , d e a l i n g w t t j i _ h « _ s o l e and a e p a r a t e p r o p e r t y ^ 
whoa* add t e a a i s P . _Q._ BOx 1470 , B i g S p r i n g . T e x a s 79721 h e r e i n c a l l e d l e s s o r ( w h e t h e r o n e o r more t and j aa t ea D . 
H u f f , P.. 0 . Box 70S, H l n e o l a , T e x a s 7 5 7 7 3 , l e s s e e ; 

1 . L e s s o r , I n c o n s i d e r a t i o n o f TEH AND OTHER DOLLARS l n h a n d p a i d , r e c e i p t o f w h i c h i s h e r e a c k n o w l e d g e d , a n d 
o f t h e r o y a l t i e s h e r e i n p r o v i d e d a n d o f t h e a g r e e m e n t s o f t h e l e s s e e h e r e i n c o n t a i n e d , h e r e b y g r a n t s , l e a s e s e i td 
l e t s e x c l u s i v e l y u n t o l e s s e e f o r t h e p u r p o s e o f i n v e s t i g a t i n g , e x p l o r i n g , p r o s p e c t i n g , d r i l l i n g , and o p e r a t i n g f o r 
a n d p r o d u c i n g o i l and g a s , i n j e c t i n g g a s , w a t e r s , o t h e r f l u i d s , e n d a i r i n t o s u b s u r f a c e s t r a t a , l a y i n g p i p e l i n e s , 
s t o r i n g o i l , b u i l d i n g t a n k s , r o a d w a y s , t e l e p h o n e l i n e s , and o t h e r s t r u c t u r e s and t h i n g s t h e r e o n t o p r o d u c e , s a v e , 
t a k e c a r e o f , t r e a t , p r o c e s s , s t o r e a n d t r a n s p o r t s a i d m i n e r a l s , t h e f o l l o w i n g d e s c r i b e d l a n d i n Lea C o u n t y , New 
M e x i c o , t o - w i t : 

T o w n s h i p 16 S o u t h , Range I S E a s t , M . H . P . M . 
S e c t i o n 1 3 ; SE/4 
S e c t i o n 2 3 : SB/4 
S e c t i o n 2 4 t NW/4 SW/4, NH/4NE/4 
S e c t i o n 2 5 t NW/4 
S e c t i o n 2 6 t N S / 4 

S a i d l a n d i s e a t l a s t e d t o c o s t p r i s e 7 2 0 . 0 0 a c r e s , w h e t h e r i t a c t u a l l y c o m p r i s e s more o r l e s s . 

2 . S u b j e e t J i t o t h e o t h e r p r o v i s i o n s h e r e i n c o n t a i n e d , t h i s l e a s e s h a l l r e m a i n l n f o r c e f o r a t e r m o f t h r e e ( 3 ) 
y a a r s f r o m l e a d / 7 u , 2 0 0 1 ( c a l l e d " p r i m a r y t e r m ' ) a n d as l o n g t h e r e a f t e r as o i l o r g a s i s p r o d u c e d f r o m s a i d l a n d o r 
f r o m l a n d w i t h w h l c n a a i d l a n d i s p o o l e d . 

3. The royalties to be paid by lessee arei (a) on o i l , and other liquid hydrocarbons aaved at the well, three-
sixteenths (3/l6ths) of that produced and saved from said land, same to be delivered at the wells or to the credit 
of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous 
substance produced from said land and used o f f the premises or used in the manufacture of gasoline or other 
products, the market value at the well of three-alxteenths <3/16the) of the gss used, provided that on gas sold on 
or o f f the premises, the royalties shall ba three-sixteenths (3/16ths) of the amount realized from such sale; (ct 
and at any time when this lease i s not validated by other provisions hereof and there is a gas and/or condensate 
well on aaid land, or land pooled therewith, but gaa or condensate i s not being so sold or used and such well i s 
shut in, either before or a f t e r production therefrom, then on or before 90 days a f t e r said well Is shut i n , and 
thereafter at annual intervals, lesaee may pay or tender an advance shut-in royalty equal to 31.00 per net acre ot 
lessor's gaa acreage then held under this lease by th* party making such payment or tender, and so long as said 
ahut-in royalty is paid or tendered, this lease shall not terminate and i t shall be considered under all clauses 
hereof that gaa is being produced from the leased premises in paying quantities. £ach such payment shall be paid 
or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which 
would be paid under this lease i f the well were in fact producing. The payment or tender of royalties and shut-in 
royalties may be made by check or d r a f t . Any timely payment or tender of shut-in royalty which ia made in a bona 
fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or amounts, ahall 
nevertheless be s u f f i c i e n t to prevent termination of this leas* in tlie same manner as though a proper payment had 
bticti made I f leasee ahall correct such error within 30 days a f t e r lesaee has received written notice thereof Uy 
certified mail from the party or parties entitled to receive payment together with such written instruments (or 
certified copies thereof) as are necessary to enable lessee to make proper payment. The amount realized from the 
sale of gas on or o f f the premises shall be the price established by the gas sales contract entered into iu good 
f a i t h by leasee and gas purchaser for such term and under audi conditions as are customary in the Industry. "Price" 
shall scan tha net amount received by lessee a f t e r giving e f f e c t to applicable regulatory orders and a f t e r 
application of any applicable price adjustments specified in such contract or regulatory orders. I*—the—event 
IUJKIU compresses-,—treats,—pur i f iee,~or- dehydrates such gaa- (whether on or o f f the--i«ased-premises,—or transports 
ges-e-tf—the leased- premisea, -lessee in computing- royelty heceunder may deduct from oueh-prlo* a reasonable cl targe 
fee eech ee* euoh. functions—per foamed \\ 

4 . T h i s i s a p a i d - u p l e a s e a n d l e a s e e s h a l l n o t be o b l i g a t e d d u r i n g t h e p r i m a r y t e r m h e r e o f t o commence o r 
c o n t i n u e a n y o p e r a t i o n s o f w h a t s o e v e r c h a r a c t e r o r t o make a n y p a y m e n t s h e r e u n d e r i n o r d e r t o m a i n t a i n t h i s l e a s * 
i n f o r c e d u r i n g t h * p r i m a r y t e r m ; h o w e v e r , t h i s p r o v i s i o n i s n o t i n t e n d e d t o r e l i e v e l e s s e e o f t h e o b l i g a t i o n t o 
p a y r o y a l t i e s o n a c t u a l p r o d u c t i o n p u r s u a n t t o t h e p r o v i s i o n s o f P a r a g r a p h 3 h e r e o f . 

5 . L e s s e e i s h e r e b y g r a n t e d t h e r i g h t a n d p o w e r , f r o m t i m e t o t i m e , t o p o o l o r c o m b i n e t h i s l e a s e , t h e l a n d 
c o v e r e d b y i t o r a n y p a r t o r h o r i z o n t h e r e o f w i t h a n y o t h e r l a n d , l e a s e s , m i n e r a l e s t a t e s o r p a r t s t h e r e o f f o r t l i e 
p r o d u c t i o n o f o i l o r g a s . U n i t s p o o l e d h e r e u n d e r s h a l l n o t e x c e e d t h e s t a n d a r d p r o r a t i o n u n i t f i x e d b y l a w o r b y 
t h e O i l C o n s e r v a t i o n D i v i s i o n o f t h e E n e r g y and M i n e r a l s D e p a r t m e n t o f t h e S t a t e o f New M e x i c o o r b y a n y o t h e r 
l a w f u l a u t h o r i t y f o r t h e p o o l o r a r e a i n w h i c h s a i d l a n d i s s i t u a t e d , p l u s a t o l e r a n c e o f t e n p e r c e n t . L e s s e e s h a l l 
f i l e w r i t t e n u n i t d e s i g n a t i o n s i n t h e c o u n t y i n w h i c h t h e p r e m i s e s a r e l o c a t e d and s u c h u n i t s may be d e s i g n a t e d f r o m 
t i m e t o v i m * and e i t h e r b e f o r e o r a f t e r t h e c o m p l e t i o n o f w e l l s . D r i l l i n g o p e r a t i o n s o n o r p r o d u c t i o n f r o m a n y p a r t 
o f a n y s u c h u n i t s h a l l be c o n s i d e r e d f o r a l l p u r p o s e s , e x c e p t t h e p a y m e n t o f r o y a l t y , as o p e r a t i o n s c o n d u c t e d u p o n 
o r p r o d u c t i o n f r o m t h e l a n d d e s c r i b e d i n t h i s l e a s e . T h e r e s h a l l b e a l l o c a t e d t o t h e l a n d c o v e r e d b y t h i s l e a s e 
I n c l u d e d i n a n y s u c h u n i t t h a t p o r t i o n o f t h e t o t a l p r o d u c t i o n o f p o o l e d m i n e r a l s f r o m w e l l s i n t h e u n i t , a f t e r 
d e d u c t i n g a n y u s e d i n l e a s e o r u n i t o p e r a t i o n s , w h i c h t l i e n e t o i l o r gas a c r e a g e i n t h e l a n d c o v e r e d b y t h i s l e a s e 
i n c l u d e d I n t h e u n i t b e a r s t o t h e t o t a l number o f s u r f a c e a c r c a I n t h e u n i t . The p r o d u c t i o n so a l l o c a t e d s h a l l be 
c o n s i d e r e d f o r a l l p u r p o s e s , i n c l u d i n g t h e p a y m e n t o r d e l i v e r y o f r o y a l t y , t o be t h e e n t i r e p r o d u c t i o n o f p o o l e d 
m i n e r a l s f r o m t h e p o r t i o n o f a a i d l a n d c o v e r e d h e r e b y a n d i n c l u d e d i n s a i d u n i t i n t h e same manner as t h o u g h 
p r o d u c e d f r o m s a i d l a n d u n d e r t h e t e r m s o f t h i s l e a s e . A n y p o o l e d u n i t d e s i g n a t e d b y l e s s e e , as p r o v i d e d h e r e i n , 
may be d i s s o l v e d b y l e s s e e b y r e c o r d i n g a n a p p r o p r i a t e i n s t r u m e n t i n t h e C o u n t y w h e r e t h a l a n d I s s i t u a t e d a t any 
t i m e a f t e r t h e c o m p l e t i o n o f a d r y h o l e o r t h e c e s s a t i o n o f p r o d u c t i o n o n s a i d u n i t . 

6 . I f a t t h e e x p i r a t i o n o f t h e p r i m a r y t e r m t h e r e l s no w e l l u p o n s a i d l a n d c a p a b l e o f p r o d u c i n g o i l o r g a s , b u t 
l e s s e e has comma n e e d o p e r a t i o n s f o r d r i l l i n g o r r e w o r k i n g t h e r e o n , t h i s l e a s e s h a l l r e m a i n i n f o r c e so l o n g as 
o p e r a t i o n s a r e p r o s a o i t e d w i t h no c e s s a t i o n o f mor* t h a n 60 o o n a e e u t l v e d a y s , w h e t h e r au<4i o p e r a t i o n s be oo t h a same 
w e l l o r o n a d i f f e r e n t o r a d d i t i o n a l w e l l o r w e l l s , e n d i f t h e y r e s u l t l n t h e p r o d u c t i o n o f o i l o r g a s , a o l o n g 
t h e r e a f t e r as o i l o r gas i s p r o d u c e d f r o m s a i d l a n d . I f , a f t e r t h e e x p i r a t i o n o f t h e p r i m a r y t e r m , a l l w e l l s u p o n 
s a i d l a n d s h o u l d become I n c a p a b l e o f p r o d u c i n g f o r a n y c a u s e , t h i s l e a s e s h a l l n o t t e r m i n a t e l f l e s s e e commences 
o p e r a t i o n s Cor a d d i t i o n a l d r i l l i n g o r f o r r e w o r k i n g w i t h l u 60 d a y s U i e r e a t t e r . I f a n y d r i l l i n g , a d d i t i o n a l 
d r i l l i n g , o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r r e s u l t i n p r o d u c t i o n , t h e n t h i s l e a s e s h a l l r e m a i n i n f u l l f o r c e so l o n g 
t h e r e a f t e r as o i l o r gas i s p r o d u c e d h e r e u n d e r . 

7 . Lessee s h a l l have f r e e u s e o f o i l , g a s and w a t e r f r o m s a i d l a n d , e x c e p t w a t e r f r o m l e s s o r ' s w e l l s and t a n k s , 
f o r a l l o p e r a t i o n s h e r e u n d e r , a n d t h e r o y a l t y s l i a l l be computed a f t e r d e d u c t i n g any s o u s e d . Lessee s h a l l h a v e t h e 
r i g h t a t a n y t i m e d u r i n g o r a f t e r t h e e x p i r a t i o n o f t h i s l e a s e t o remove a l l p r o p e r t y and f i x t u r e s p l a c e d b y l e s s e e 
o n s a i d l a n d . I n c l u d i n g t h e r i g h t t o d r a w and remove a l l c a s i n g . M i e n r e q u i r e d b y l e s s o r , l e a s e e w i l l b u r y e l l p i p e 
l i n e s on c u l t i v a t e d l a n d s b e l o w o r d i n a r y p l o w d e p t h , and no w e l l s h a l l be d r i l l e d w i t h i n t w o l i u n d r e d f e e t 1200 f t . ) 
o f a n y r e s i d e n c e o r b a m now a n s a i d l a n d w i t h o u t l e s s o r ' s c o n s e n t . L e s s o r s h a l l h a v e t h e p r i v i l e g e , a t h i s r i s k 
and e x p e n s e , o f u s i n g gas f r o m a n y gas w a l l o n s a i d l a n d f o r s t o v e s and I n s i d e l i g h t s i n t h e p r i n c i p a l d w e l l i n g 
t h e r e o n , o u t o f a n y s u r p l u s g a s n o t n e e d e d f o r o p e r a t i o n s h e r e u n d e r . 

t . The r i g h t s o f e i t h e r p a r t y h e r e u n d e r may b e a s s i g n e d i n w h o l e o r i n p a r t a n d t h e p r o v i s i o n s h e r e o f s h a l l 
e x t e n d t o t h e i r h e i r s , e x e c u t o r s , a d m i n l a t r a t o r s , s u c c e s s o r s and a s s i g n s ; b u t no change i n t h e o w n e r s h i p o f t h e l a n d 



o r l n t h a o w n e r s h i p o f , o r r i g h t s t o r e c e i v e , r o y e l t l e s o r a h u t - i n r o y a l t i e s , h o w e v e r a c e o asp 11 s h e d s h a l l o p e r a t e 
t o teolacqe t h e o b l i g a t i o n s o r d L m l n l a l i t h e r i g h t s o f l e s s e e ; and n o s u c h c h a n g e o c d i v i s i o n s h a l l be b i n d i n g u p o n 
l e s s e e f o r a n y p u r p o s e u n t i l 30 d a y s a f t e r l e s s e e h a s b e e n f u r n i s h e d b y c e r t i f i e d m a i l a t l e s s e e ' s p r i n c i p a l p l a c e 
o f b u s i n e s s w i t h a c c e p t a b l e i n a t r u a a e n t a o r c e r t i f i e d c o p i e s t h e r e o f c o n s t i t u t i n g t h e c h a i n o f t i t l e r r o a t h e 
o r i g i n a l l e s s o r . I f a n y s u c h c h a n g e i u o w n e r s h i p o c c u r s t h r o u g h t h e d e a t h o f t h e o w n e r , l e s s e e may, a t i t s o p t i o n , 
p a y o r t e n d e r a n y r o y a l t i e s o r s l i u t - l n r o y a l t i e s I n t l i e n a a a o f t h e d e c e a s e d o r t o h i s e s t a t e o r t o h i s h e i r s , 
e a e c u L o r o r a d m i n i s t r a t o r u n t i l a u d i t i m e as leasee* l i a s b e e n f u t n l s l t c d w i t h e v i d e n c e s a t i s f a c t o r y t o l e s s e e as t u 
t h e p e r s o n a e n t i t l e d t o s u c h auaas. An a a s l g n m e n t o f t h i s l e a s e l a w h o l e o r i n p a c t s h a l l , co t h e e x t e n t o f s u c h 
a s s ig twaen t , r e l i e v e a n d d i s c h a r g e l e s s e e o f a n y o b l i g a t i o n s h e r e u n d e r a i t d , i f l e s a e e o r a s s i g n e e o f p a r t o r p a r t s 
h e r e o f s h a l l f a i l o r aaake d e f a u l t i u t h e payment o f t h e p r o p o r t i o n a t e p a r t o f r o y a l t y o r s h u t - l u r o y a l t y d u e f r o s t 
s u c h l e s s e e o r a s s i g n e e o r f e l l t o c o m p l y w i t h a n y o f t h e p r o v i s i o n s o f t h i s l e a s e , s u c h d e f a u l t s h a l l n o t a f f e c t 
t h i s l e a s e I n s o f a r aa i t c o v e r s a p a r t o f s a i d l a n d s u p o n w h i c h l e s s e e ox a n y a s s i g n e e t h e r e o f a h a l l p r o p e r l y coaaply 
o r make s u c h p a y m e n t s . 

9 . S h o u l d l e s s e e b e p r e v e n t e d f r o m c o m p l y i n g w i t h a n y e x p r e s s o r i m p l i e d c o v e n a n t o f t h i s l e a s e , o r f r o m 
c o n d u c t i n g d r i l l i n g o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r , o r f r o m p r o d u c i n g o i l o r gas h e r e u n d e r b y r e a s o n o f s c a r c i t y 
o r i n a b i l i t y t o o b t a i n o r u s e e q u i p m e n t o r m a t e r i a l , o r b y o p e r a t i o n o f f o r c e m a j e u r e , o r b y a n y f e d e r a l o r s t a t e 
l a w o r a n y o r d e r , r u l e o r r e g u l a t i o n o f g o v e r n m e n t a l a u t h o r i t y , t h e n w h i l e so p r e v e n t e d , l e s s e e ' s d u t y s h a l l b e 
s u s p e n d e d , a n d l e s s e e s h a l l n o t b a l i a b l e f o r f a i l u r e t o c o m p l y t h e r e w i t h ; and t h i s l e a s e s h a l l b e e x t e n d e d w h i l e 
a n d so l o n g as l e s s e e i s p r e v e n t e d b y a n y s u c h c a u s e f r o m c o n d u c t i n g d r i l l i n g o r r e w o r k i n g o p e r a t i o n s o r f r o m 
p r o d u c i n g o i l o r g a a h e r e u n d e r , a n d the , t i m e w h l L e l e a s e e i s so p r e v e n t e d s h a l l n o t b e c o u n t e d a g a i n s t l e a s e e , 
a n y t h i n g i u t h i s l e a s e t o t h e c o n t r a r y o o t w i t h a t e n d i n g . 

1 0 . L e s s o r h e r e b y w a r c a n t a a n d a g r e e s t o d e f e n d t h a t i t l e t o s a i d l a n d a n d a g r e e s t h a t l e s s e e a t i s o p t i o n may 
d i s c h a r g e a n y t a x , m o r t g a g e o r o t h e r l i e n u p o n s a i d l a n d , a n d i n t h e e v e n t l e s s e e does so i t s h a l l be s u b r o g a t e d 
t o s u c h l i e n w i t h t h e r i g h t t o e n f o r c e same and t o a p p l y r o y a l t i e s and s h u t - i n r o y a l t i e s p a y a b l e h e r e u n d e r t o w a r d 
s a t i s f y i n g * a a a a e . W i t h o u t i m p a i r e w n t o f l e a s e e ' s r i g h t s u n d e r c h e w a r r a n t y , i f t h i s l e a s e c o v e r s a l e s s I n t e r e s t 
l a t h e o i l and gaa i n a l l o r a n y p a r t o f M i d l a n d t h a n t h e e n t i r e a n d u n d i v i d e d f e e s l s p l e e s t a t e ( w h e t h e r l e s s o r ' s 
I n t e r e s t l s h e r e i n s p e c i f i e d o r n o t ) t h e n t h e r o y a l t i e s , s h u t - i n r o y a l t y , a n d o t h e r p a y m e n t s . I f a n y , a c c r u i n g f r o m 
a n y p a r t as t o w h i c h t h i s l e a s e c o v e r s l e a s t h a n s u c h f u l l i n t e r e s t , s h a l l b e p a i d o n l y i n t h e p r o p o r t i o n w h i c h t h a 
I n t e r e s t t h e r e i n , i f a n y , c o v e r e d b y t h i s l e e a e , b e e r s t o t h e w h o l e and u n d i v i d e d f e e s i m p l e e s t a t e t h e r e i n . S h o u l d 
a n y one o r more o f t h e p a r t i e s named a b o v e aa l e s s o r s f a i l t o e x e c u t e t h i s l e a s e , i t s h a l l n e v e r t h e l e s s b e b i n d i n g 
u p o n t h e p a r t y o r p a r t i e s e x e c u t i n g t h e same. 

1 1 . L e s s e e , i t s o r h i s s u c c e s s o r s , h e i r s and a s s i g n s , s h a l l h a v e t h e r i g h t a t a n y t i m e t o s u r r e n d e r t h i s l e a s e . 
I n w h o l e o r l n p a r t , t o l e s s o r o r h i s h e i r s , s u c c e s s o r s , e n d a s s i g n s b y d e l i v e r i n g o r m a i l i n g a r e l e a s e t h e r e o f t o 
t h e l e s s o r , o r b y p l a c i n g a r e l e a s e t h e r e o f o f r e c o r d i n t h e c o u n t y i n w h i c h s a i d l a n d i s s i t u a t e d ; t h e r e u p o n l e s s e e 
s h a l l b e r e l i e v e d f r o m a l l o b l i g a t i o n s , e x p r e s s e d o r i m p l i e d , o f t h i s a g r e e m e n t as t o a c r e a g e ao s u r r e n d e r e d , a n d 
t h e r e a f t e r t h * s h u t - i n r o y a l t y p a y a b l e h e r a u n d c r a h a l l be r e d u c e d i n t h e p r o p o r t i o n t h a t t l i e a c r e a g e c o v e r e d h e r e b y 
i s r e d u c e d b y s a i d r e l e a s e o r r e l e a s e s . 

ADDITIONAL PROVISIONS 

I X NolvaMulanrfmgsayftaB^ then mrwiAM m or aDooxeJ 
to a apacmg or pcorattoa was appealed to a promx-jog well (vdudt d u l l siciudo dua-m weua)ualeat: 

») Lceaoa ass drilled, deepened, reworked or reconspteted a weU oa aaid lands above deaenbed or on landa pooled ihgcwsh and withip one biaidred a^tty ( I SO} diy» 

prior to the cxpirsnofl of (he primary term, completed aaid w d i as a producer o f oil ssd/ur gas, or plugged t**d well aa * dry hole, ur 

h) ftllhii r iprrsim i/lriiiprinis~ytrrm.l tram ia iinpgrri'ai nrilliiQ, iVrrwiiaiuji'Mil iii|iiB recompletJon operation* co totd Uadi or on lands pooled therewith, 

and ihcrcaBor Lxaaot orrnTPfitrra a ooramuoua drfllmgproaram whereby operation* for tbe drilhoa; of a aew w d i . or aha dcepqung. roworlaag or reoomplotion of an eoarang well, 
weooamtoesced wilam one rumored mighty (ISO) day* after the latter to occur of ( i ) the cxauauoo of tba prvjury term, or (a) ihe caatpUlion «x pluggeig of say weU drilled, 
i lwpuui l . i"V"rlrirl nr rnTinyliinrl irmc* nr siVenrpirnl t n l r n rapifairai nf fhr primary l rani For the purposes horauf, "coriyJjUoa'* do i t be the dale of tbe nangoi* the ptSiiaial 
test report was, aw appropriate an wsisiwnlsl authority riavaig jurmdartim. i f a producer, or. i f a wcil iaplua^»i ae a dry hole, dte "ptmo^aig" mhAl be. the dUcof f dmg l t ^ plugging 
report warn the appropriate goveavooalal atxhonty having juriadwliox. 

13. Whoa LCSKC ccaac* aaid r r r t ga k i i t druUDgpeouraoi, tbulcsao ahaUtcrnsnsie aslo aS acreage u x then w i * " ^ as a x^acmg or press too una aUocsledtoapfoducsig 
well (which ahall memde am*-in wr iU) wider apoctal f ield rules pnwmlgsud by tha appropi\atc gsr^qprnmlal a ^ o r s y havgv a)ufwitctioci. a dvcUrMcaTUaroiaXiqu. or. mike 
almonce of apeasl field rules " * f H i v i i H in Ihe field tor which any f jveo well is located, then each gas well (which shall include diut-in wells) ahall be allocated 320 eorcsplua 
a lotoraacc of 10%. for a spaoog or proration laut. sod each cxl well (which ahall Delude a W - n wdla) d u l l be allocxed 80 acrea plus a tolerance of 10%, for a apacaog or 
pxcrahoa uuL Each auch apacng cr pfrrArao t a i i l i ia i l be as nearly aa prarticahla m the ahape of a square a tedaogk aunouiiiiaig such weU. 

1 4 . Mot w i t h s t a n d i n g s u c h t e r m i n e r i o n . L e s s e e s h a l l h a v e a c o n t i n u i n g r i g h t o f way and e a s e m e n t o n , o v e r a n d 
a c r o s s a l l t h e l a n d c o v e r e d h e r e b y f o r t h e c o n s t r u c t i o n , u s e , m a i n t e n a n c e , r e p l a c e m e n t , o r r e m o v a l o f p i p e l i n e s , 
c o e d s , t e l e p h o n e l i n e s , e l e c t r i c l i n e s , t a n k and o t h e r f a c i l i t i e s f o r i t s o p e r a t i o n s h e r e u n d e r o n l a n d r e m a i n i n g 
c o v e t e d b y t h i s l e e a e f o l l o w i n g s u c h t e r m i n a t i o n . 

1 5 . T h i s o i l a n d gas l e a s e i s s u b o r d i n a t e t o t h a t c e r t a i n " P r i o r L e a s e " d a t e d A u g u s t 25 , 1 9 9 7 , e f f e c t i v e December 
7 , 1997, r e c o r d e d i n Book i 2 7 , page 1 2 4 , L e a C o u n t y R e c o r d s , as amended b y i n s t r u m e n t d a t e d « 2 0 0 0 , 
r e c o r d e d i n Book , p a g e , Lea C o u n t y R e c o r d s , b u t o n l y t o t h e e x t e n t t h a t s a i d P r i o r L e a s e i s c u r r e n t l y 
a v a l i d and s u b s i s t i n g o i l and gaa l e a s e . N o t w i t h s t a n d i n g a n y o t h e r p r o v i s i o n s o f t h i s o i l a n d gas l e a s e , t h e e n d 
o f t h e p r i m a r y t e r m h e r e o f s h a l l b e e x t e n d e d u n t i l t h e t h i r d (3"*) a n n i v e r s a r y d a t e o f t h i s o i l end gaa l e a s e n e x t 
f o l l o w i n g e x p i r a t i o n o f t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n c o n t a i n e d i n added P a r a g r a p h N o . 12 o n S a h i b i t 
a t t a c h e d t o t h e P r i o r L e a s e , p r o v i d e d t h a t i n no e v e n t s l t a l l t h e p r i m a r y t e r m h e r e o f e x p i r e l a t e r t h a n t h e 2 0 > k 

a n n i v e r s a r y d a t e o f t h i i s o i l a n d gas l e a s * . E x e c u t i o n o t t h i s o i l a n d gas l e a s e b y L e s s o r a h a l l n e v e r be c o n s t r u e d 
a s a r a t i f i c a t i o n o c r e v i v o r o f t h e P r i o r L e a s e . L e s s o r s p e c i f i c a l l y a g r e e s n o t t o e n t e r i n t o a n y ag reemen t o f a n y 
f o r m t h a t w o u l d e x t e n d o r c o n t i n u e t b e p r i m a r y t e r m o r t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n o f t h e P r i o r L e a s e , o r 
m o d i f y a n y o f t h e e x i s t i n g p r o v i s i o n s o f t h e P r i o r L e a s e . 

e x e c u t e d t h e d a y a n d y e a r f i r s t a b o v e w r i t t e n . 

BOOK 1084 PAGE 286 



IKDIVTDUJU. ACXMCNLglXaaNT (M«w Kaxlca Short ro») 

STATS OT T«««J 

This 1 rut n w m t m * •cJuvowL«<lv«<i b*£oc« m* on 
Hamilton 

N0RMAA.OMV3A 
Natty P i i M » < < T — 

Mj Comm. tamm um tt, ZM 

N o t a r y P u b l i c , S t a t e o f < * J y f i i ^ L -

to 
*4 

o 

STATE OF NEW MEXICO 
COUNTY OF LEA. 

FILED 

JUN 112001 

w jo^a,^— 

o : 

h 

3 

BOOK 1084 PAGE 287 



D3 11 • 2iJ021.li: 43 FAX COTTON.BLEDSOE 3 II n -

.'RCJi CCSAN INEKC/ * J - - - - - - ' - 7 

214 WestTexis DAVID H. ARRINGTON OIL & GAS, INC. Phone: (915) 682-W85 
.Suite 400, (Zip7*701} tt* (9,5> «*2-*13» 
P.O. Box 2071 
Midland, Texas 79702 

September 10, 2001 

Mr. Derold Mane? 
Ocean Energy, Ice. 
1001 Faoam, Suite 1600 
Houston, TX 779S2 

Re: Assignment Of Rights In And Tc Certain Fanr.out Agreements Concerning Toe 
SW/4 Cf Section 25, T16S, R35E, Lea County, New Mexico 
South Payday "25" Prospect 

Gentlemen: 

When executed by the parties hereto, Tins letter ajreeraent (tais "Agreenenf") shall set forth the 
agreement between Ocean Energy, Inc. a Louisiana corporation ("Ocean") and David H. Arlington 
Oil & Gas, Inc. ('̂ Arlington") cccceroing the assignment of thirty percent (30%) of Ocean's right in 
and to those certain farroout agreements covering the SW/4 of Section 25, Ti.6S.R25E, Lea County, 
New Mexico, more particularly described on Schedule I hereto (such agreement, as may be 
amended, supplemented, restated or otherwise modified from time to time, a "Fannout Agreement", 
and collecavely, the 'Tarmout Agreeroants"). For good and valuable ccosideraticn, the sufficiency 
of which is hereby acknowledged, tho parties do hereby agree as follows: 

1. On or before July 1, 2002, but not earlier than January 10,2002, time being of the essence, 
Arringtsa shall commence actual drilling of a test weil (tbe Test Weil") to be located m the 
NW/4 of Section 25, T16S, R35E, Lea County, New Mexico, referred xo as the Triple 
Hadde Dragon 25 #1 Well, and shall thereafter prosecute drilling cf the Test Weil to 
penetrate and test tbe lower Mississippian Lime formation (as hereinafter defined) or to a 
depth of approximately thirteen thousand two hundred fee: (13,200*), whichever is the lesser 
depth (the "Contract Depth") and shall complete tbe Test Well as capable of producing oil 
and/or gas in paying quantities or plug and abandon the same. Ocean sbaD participate in the 
drilling of this Test WeU for its proportionate share The Lower Mississippian Lime 
formation is defined as that certain gas and condensate bearing zone encountered at the 
Stratigraphic equivalent depth of twelve thousand four hundred and four feet (12,404'), as 
shown on that certain compensated neutron three detector density log measurement is the 
Mayfly "14" State Com * 1 Well, located in Section 14, Township 16 South, Range 35 East, 
Lea County, New Mexico. 
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In tbe event out the drilling tide opinion rendered by a law firm licensed tc do business in the 
State of New Mexico shall contain title requirements such that Arringtoa or Ocean as a 
reasonable and prudent operator is usable to commence drilling operations on the Test Well 
prior to July 1, 2002, Arrington or Ocean shall no later than January 5, 2002, initiate force 
pooling preceding for a 320 acre unit comprised of the W/2 of Section 25, T16S, R35E, 
Lea County, New Mexico. Arringtoa or Ocean shall ciligently and expeditiously pool such 
lands in order to cure such title requirements so that the Test Well way be drilled prior to 
fury 1,2002. 

Should Arriogtoa or Ocean fail to successfully cure such title defects through force pooling 
proceeding or otherwise and fad to timely commence drilling operations on the Test Well by 
July 1, 2002, then Oceaa shall have the right, but ooe the obligation, to became the 
designated Operator under tbe Operating Agreement for the drilling of the Test Well through 
the point of first production; subsequently, Ocean shall rcUoquish operations under said Test 
WeU to Arringtoa, and Arrington shall be the designated Operator under the Operating 
Agreement Notwithstanding anything contained in this Agreement the contrary Ocean 
shall not be obligated to participate in the drilling of toe Test We'd for a share of costs 
greater than thirty-five percent (35%) and Ocean is satisfied in its sole discretion that the 
remainder of the costs for the Test WeU will be paid, either by Arrington or another tiird 
party with tide to the leasehold interest in the lands containrrf within the pooling order issued 
by the New Mexico Oil Conservation Division. 

2. Ia the event any well is lost for any reason prior to being drilled to Contract Depth or 
Arrington has encountered, during tbe drilling of any well, mechanical difficulty or a 
formation or condition which would render further drilling impracticable or impossible, 
Arrington may plug and abandon that well and may cootisue its rights under this agreement 
by commencing a substitute well (or wells) ('Substitute WeU(s)") for aay such well which 
has been lost or abandoned within sixty (60) days from the date the drilling rig is removed 
from the location of tbe prior well. Any Substrate Well drilled shall be drilled subject to to; 
same terms and conditions and to the same depth as provided for the well so lost or 
abandoned. Any reference in this agreement to tbe Test Well shall be deemed to be a 
reference to any well oi wells, which may be drilled as a Substitute Well. In tbe event that 
either party electa to drill a Substitute Well as provided herein, the ether parry must 
participate in same, or forfeit to the participating party any interest which it would have 
otherwise earned by virtue of its participation is such Substitute Well. 

3. Contemporaneously herewith, Arringtoa and Ocean shall have catered into that certain 
Operating Agreement attached hereto as Exhibit A (the "Operating Agreement''), covering 
the W/2 of Section 25, T16S, R35E, Lea County, New Mexico (tbe "Contract Area"). 
Exhibit "A" to the Operating Agreement shall be completed based upon the results of tbe 
drQlsite title opinion being prepared covering the W/2 of said Section 25. 

4. Subject to the terms and conditions CO of this agreement, (if) each Farmout Agreement and 
(iii) the Joint Operating Agreement, Ocean oeicby assigns unto Arrington, aa undivided 
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thirty percent (30%) of Ocean's right in and 10 each Farmout Agreement, in ihe event that 
any Farmout Agreement contains a requirement that (he Fanner (as defined in such Farmout 
Agreement) thereunder consent to any iuch assignment, Ocsae shall use its best efforts to 
obtain such consent; prodded, hovoevc:. that in toe event that Ocean is unable to acquire 
such Farmer's consent to assign, then Ocean shall assign additional interest^) from such 
other of the Farmout Agreements as Ocean may elect a its discretion such that the aggregate 
of Arlington'i right to earn rights under all Farmcut Agreements will entitle Arrington te in 
assignment of Ocean's interest in the Contract Area equal tD aa undivided thirty percent 
{30%), proportionately reduced to Ocean's interest in tbe Contract Area The terms and 
conditions of this letter agreement shall apply to any extensions or renewals 0/ each Farmout 
Agreement acquired by either Arringtoa or Ocean within 183 days of the expiration of tns 
farmout agreement 

5. Arringtoa has acquired proprietary 3D seismic data across ;;rcmi lands, including, without 
. limitation, T16S, R35E.. Lea County, Ne-* Mecxc (•) Section 23 c72E/2; (u) Section 24: 

All thai Ajringten has b ae SW/4, (iii; Sectiorj 25 W.I, W/2E-"2; (iv) Secrice 26: E'2E2; 
{'A Section 2i : NE/4NE74; and (vi) Section 3r K1NW/4, M\V/4NE;4 (such 3D seurrj: 
aaa, collectively, the "Amngton 3D Data"). Arrbgea agrees (sr.d represents to Ocean tha: 
Arrington has the right to so agree) that Ocean (•) have iccsss to the Arrington ID 
Data in Amagton's office: during nenrui businsss bears, in oris: to work ait.', interpret i ; 
Arringtoa 3D Dan and (u) have access to and ccpits cf, Arriagtc-a's interpretations of th: 
Arringtoa 3D Data (the Arrington 3D Data together with such, iatcrpretanecs thereof, the 
"Arnagen Evaluation Material"). Arrington s^ill retain rui! ownership -igliu to j j . 
Arrington 3D Data, and no ownership cr license tc ±t Arrxgt™ 3D Data shall IK conve>sd 
v Ocean. Except as providedfcr ia this Paragraph J, Arria^tc^ xrj.es no rspisjajiiaoai'cr 
-.warranties to Ocean (i) as to the Amr-gtoa 3D D;:a (ii) or in respect of OciJi's rcjanu. 
upon tbe Arlington Evaluation Material. Ccaac ihaC text: Arringtja Evaluauvu 
Material cocf tiential provided however, that su;li ubUgaiicc oi" confidentai.:Y shall LJ± 
apply to mforaation which $) was or beccraes avaikble tc the public ether than as a ^ur; 
fa disclosure by Ocean, (ii) was cr beoomes available to Qce=£ cu a non-^aiideatial basis 

from a sou—e other than Arrington, provided that s^di source 3 so? know; t j . Qcsan tc U 
bound by a confidentiality agrseraeat with Arris §toa cr uth-'rwise pi-hibiisd Ecn 
•rarjmitting the information by a contractual, Ugd -x Sdudar' jbiigatica, (iii) was vsfcih 
Ocean's possession prior to its being fcruishec by A.-ringtCi (;v) l i developed or dersvx 
without tbe aid, application or use of the Arragan Evaluation Material, (v) Is disckjai 
following reoypt of ± t written consent of Artiagtou *o such diic^safe tcia* uuic, ot (vi; ^ 
disclosed pursuant to Paragraph 6 hereof 

6 lu the event thai Ocean is requested or required (by Mou question, interrogatories, request! 
for infbnnajoa or documents, subpoena civil uuesTjgative demand or cthes process; .a 
disclose any of me Arrington Evaluation Maenai. Oceau agrees that it will prov.de 
Amngtao with prompt notice of any such request o,- requirement (written if r.racfccal) 50 ±n: 
AmngtoQ may seek an appropriate protective order 0: -waive ccapliancs wish the prevision 
af this Agrasmeat. I f , failing the entry of a prot^tr.c crde: or the receipt of a wive: 
hereunder pricr to the time such discloc-jre is requires, tr, be nu.de, Ocean may disclose li^ 
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portion of the Arrington Evaluation Material which Ocean's counsel advises that it is 
compelled to disclose and will exercise reasonable efforts to obtain assurance that 
r/mfit-nriid treatment will be accorded to that portion of tbe Arrington Evaluation Material 
which is being disclosed. Arrington agrees that Ocean shall have no liability hereunder for 
any disclosure of the Arrington Evaluation Material made in compliance with this Paragraph 
6. 

Ocean has acquired proprietary 3D seismic data across certain lands, including, without 
bniitation, T l SS, R35E, Lea County, New Mexico (i) Section 7: W/2, W/2NEM, W/2SE/4, 
SEMSE/4; (ji) Section 17. W/2NW/4, NW/4SW/4; aod (iii) Section IS: N/2, N/2S/2 (such 
3D seismic data, couecrivery, the "Ocean 3D Data"). Ocean agrees (and rcprcjeats to 
Arrington that Ocean has the right to so agree) that Arrington shall (i) have access to the 
Ocean 30 Data in Ocean's offices during normal business hours, in order to work aod 
interpret the Ocean 3D Data and (ii) have access to and copies of. Ocean's interpretations of 
the Ocean 3D Data (tbe Ocean 3D Data together with such mterpretations thereof, the 
"Ocean Evaluation Material"). Ocean shall retain full owuetsbip rights to the Ocean 3D 
Data, and no ownership or license to the Ocean 3D Data stall be conveyed to Arringtou. 
Except as provided for in this Paragraph 7, Ocean makes no representations or warranties to 
Arringtoa (i) as to the Ocean 3D Data (ii) or in respect of Arrington's reliance upon the 
Ocean Evaluation Material. Arrington shall keep the Ocean Evaluation Materia] 
confidential; provided however, that such obligation of confidentiality shall not apply to shall 
not apply to infbrmarion which 0 was or becomes available to the public other than as a 
result of a disclosure by Arrington, (if) was or becomes available to Arrington oo a son-
confidential basis from a source other than Ocean, provided that such source is not knewn by 
Arringtoa to be bound by a confidentiality agreement with Ocean or otherwise prohibited 
from transmitting the information by a contractual, legal or fiduciary obligation, (iii) was 
within Arlington's possession prior to its being furnishes by Ocean, (iv) is developed or 
derived without the aid, application or use of the Ocean Evaluation Material, (v) is disclosed 
Mowing recent of the written consent of Ocean to such disclosure being made, or (vi) is 
disclosed pursuant to Paragraph 8 hereof. 

In the event that Arrington is requested or required (by oral questions, interrogatories, 
requests for information oi documents, subpoena crvil investigative demand or other process) 
to disclose any of the Ocean Evaluation Material, Arrington agrees that it will provide Ocean 
with prompt notice of any such request or requirement (written if practical) so that Ocean 
may seek an appropriate protective order or waive compliance with the provisions of this 
Agreement, if, fliling the easy of a protective order or toe receipt of a waiver hereunder 
prior to the time such disclosure is required to be made, Arringtcn may disclose that portion 
of the Ocean Evaluation Malarial which Arrington's counsel advises that it is compelled to 
disclose and will exercise reasonable efforts to obtain assurance that confidential treatment 
will be accorded to that portion of die Ocean Evaluation Material which is being disclosed. 
Ocean agrees that Arringtoa shall have no liability hereunder for any disclosure of the Ocean 
Evaluation Material made in compliance with this Paragraph 8. 
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9. It is not the intention of the parties to create a partnership, nor shall this agreement be 
construed as creating a mining or other partnership, joint venture, agency relationship or 
other association, or to render the parties liable as partners, co-venturers or principals. 
Unless provided for to the contrary in the Operating Agreement, (i) the liability of the parties 
shall be several not joint or collective and (ii) each party shall be responsible only for its 
obligations, aod shall be liable ordy for its proportionate share of the costs, if any, to be 
incurred hereunder. No party shaH have any liability hereunder to third parties to satisfy the 
default of any other party in the payment of any expense or obligation 

10. This Agreement and all matters rr**"""^ hereto, ipclufl'ing. but not Sooted to, matters of 
performance acwperiuma&cc, breach, remedies, procedures, right, dudes wd interoretanonor 
cccsXructioa, shaH be gureugi and determined by the law of the State of Texas. THE 
PARTIES HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROPER 
STATE OR FEDERAL COURT LOCATED IS MIDLAND COUNTY, TEXAS, AND 
HEREBY WAIVE ALL OTHER VENUES. 

11. This Agreement, the Exhibits and Schedules hereto and the Operating Agreement set forth aU 
nnHi-rctar̂ inĝ  between the parties respecting the subject matter of this transaction, ud all prior 
IJJJI • IILUTT̂  understandings and represestanaas, whether oral or written, respwtirtg this 
tHinsiirtiHtfi »r» rrvrgnr̂  min anil <uperseded by mil wrfegq agreement 

12 This agreement shall be binding upon and shall inure to the benefit of the parties and their 
P-jpwriy piz-^yys apd p"""*̂  a«igr" and the tarns hereof shall be deemed to run with the 
lands described herein. If any transfer is |>ffrrM by a parry pursuant to the terms cf this 
agreement, or by any of its successors or a<*ip* the transfer will be mads expressly subject to 
this agreement, and the transferor shall remain responsible for dte obligations of the transferee 
iinti) the transferee expressly assumes in writing all of the existing duties and obligations of the 
transferor. 

13. Thb agreement may not be altered or amended, nor any rights hereunder waived, except by an 
instrument, in writing, executed by the parry to be charged with such amendment or waiver. No 
waiver of any odier term, provision or ccadmon of this agreement, in any one or mote instances, 
shall be deemed to be, or construed as, a further or ccariauicg waiver of any such teen, other 
provision or ccoditoa or as a warm cf acy otixr term, provision or cocditiaa cf tins agreement. 

14. EACH PASTY WAIVES, TO THE FULLEST EXTENT PERMITTED BY 
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH 
RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS 
AGREEMENT. 

15. If any provision of this agreement is invalid, illegal or incapable of being enforced, all other 
provisions of this agreement shall nevertheless remain in full force and effect, so long as tbe 
economic or legal substance of the transactions contemplated hereby is not affected m a 
materially adverse manner with respect to either party. 
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If this properly sets forth your understanding of oar agreement, please so indicate by signing in the 
space provided below, and returning to my attention. 
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Mr. Derold Matey 
Ocean Energy, Inc. 
September 10,2001 
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Yours truly, 

DAVID H. ARRINGTON OIL & GAS, INC. 

David H. Arringtoa 
President 

DD/trd 

ACCEPTED AND AGREED THIS I f D AY OF.SEPTBMBSR, 2001 

Hack Wood 
Attorney- in-Fact 
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Schedule 1 to that certain Letter Agreement, 
by and between Ocean Energy, Inc., a Louisiana corporation 

and DavidH. Arrington Oil & Gas, Inc., 
dated as of September 10,2001 

1. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc., a 
Louisiana corporation, as Farmee, and Bransx Resources, Inc., as Farmor, as assessed by 
that certain Letter Agreerrjent, dated as of August 14, 20Q1, attached hereto as Exhibrts B-1 
andB-2; 

2. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc., a 
Louisiana corpotrahon; as Farmee, and States, Inc. and 3.B.L., Lid, as Farmer, zs amended 
by that certain Letter Agreement, dated as of August 22, 2001, attached hereto as Exhibits 
C-1 and C-2; 

3. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc., a 
Louisiana corporation, as Farmee, and Judith White, Trustee', as Farmor, as amended by 

• that certain Letter Agreement, dated as of August 13, 2001, aCacaed hereto as Exhibit D-l 
andD-2; 

4. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc., a 
Louisiana corporaticn, as Farmee, aod Slash Four Eorerp rises, Ice, as Farmor, as amended 
by that certain Letter Agreement, dated as of August 15,2001, attached hereto as Exhibit D-
1 andD-2; 

5 Fannout Agreement, dated as July 23 , 2001, by and between Ocean Energy, lac, a 
Louisiana corporation, as Farmee, and Pabo OQ & Gas, as Farmor, as amended by that 
certain Letter Agreement, dated as of August 15, 2001, attached hereto as Exhibit D-l and 
D-2; 

6. farmour Agreement, dated as Jury 23 , 2001, by and between Ocean Energy, Inc., a 
Louisiana corporation, as Farmee, and Phelps Whit*. UJ, as Farmor, anached hereto as 
ExhfcitE; 

7. Farmout Agreement, dated as Jury 23, 2001, by and between Ocean Energy, Ice, a 
Louisiana ("-orporanoa, as Farmee, and David R. Gannaway, as Farmor, attached hereto as 
Exhibit F; and 

8. Farroout Agreement, dated as July 23. 2001, by and between Ocean Energy, lac. a Louisiana 
corporation, as Farmee, and ICA Energy, Inc., as Farmer, as amended by mat certain Letter 
Agreement, dated as' of August 15,2001, attached hereto as Exhibit G-l andG-2. 



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: 

APPLICATION OF TMBR/SHARP 
DRILLING, INC. FOR AN ORDER 
STAYING DAVID H. ARRINGTON 

CASE NO. 12731 

OIL & GAS, INC. FROM COMMENCING 
OPERATIONS, L E A COUNTY, NEW MEXICO. 

APPLICATION OF TMBR/SHARP CASE NO. 12744 
DRILLING, INC. APPEALING THE 
ARTESIA [SIC] DISTRICT SUPERVISOR'S 
DECISION DENYING APPROVAL OF 
TWO APPLICATIONS FOR PERMIT TO DRILL 
FILED BY TMBR/SHARP DRILLING, INC., 
LEA COUNTY, NEW MEXICO. 

BY THE DIVISION: 

Case No. 12~31 came on for hearing at 8:15 a.m. on September 20, 2001, at Santa 
Fe, New Mexico, before Examiner Michael E. Stogner. 

Case No. 12"44 came on for hearing at 8:15 a.m. on October 18, 2001, at Santa 
Fe. New Mexico, before Examiner David K. Brooks 

NOW, on this 11th day of December, 2001, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiners, •* 

FINDS THAT: 

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

ORDER NO. R-l 1700 

ORDER OF THE DIVISION 

(2̂  In Case No. 12731, TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") seeks an 
order staying David H. Arrington Oil & Gas Inc. ("Arrington") from commencing 



Case Nos. 12731/12744 
Order No. R-l 1700 
Page 2 

operations under two approved Applications for Permit to Drill (the "Arrington APDs") 
pending final determination of Cause No. CV-2001-315C, now pending in the Fifth 
Judicial District Court of Lea County, New Mexico, styled "TMBR/Sharp Drilling, Inc. 
v. David H. Arrington Oil & Gas, Inc.. et a i , " ("the TMBR/Sharp suit"). 

(3) In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of 
District I of the Oil Conservation Division ("the District Supervisor") denying two 
Applications for Permit to Drill ("the TMBR/Sharp APDs") wherein TMBR'Sharp 
applied for permits to drill on the same spacing and proration units as the previously 
approved Arrington APDs. 

(4) At the hearing in Case No. 12744, that case was consolidated with Case 
No. 12731, and was taken under advisement, to be determined on the basis of the record 
made in Case No. 12731. Since these cases involve the same units and subject matter, 
one order should be entered for both cases. 

(5) On July 17, 2001, Arrington filed an Application for Permit to Drill (form 
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2 
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a 
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from 
the north line of the section. This APD was approved on July 17, 2001 by Paul Kautz, 
acting for the District Supervisor of the Division. 

(6) On July 25, 2001, Arrington filed an Application for Permit to Drill (form 
C-101) for its proposed Blue Drake "23" Well No. 1. to be located in the E/2 of Section 
23, Township 16 South, Range 35 East, Lea County, New Mexico, at a standard location 
in NE/4 SE/4 (Unit I), 660 feet from the east line and 1980 feet from the south line of the 
section. This APD was approved on July 30, 2001 by Paul Kautz. acting for the District 
Supervisor of the Division. 

(7) The .APDs described in findings (5) and (6) are the Arnngton APDs that 
are the subject of the applications filed in these consolidated cases. _ . 

(8) On or about August 7, 2001, TMBR/Sharp filed an Application for Permit 
to Drill (form C-101) for its proposed Blue Fin "25" Well No. I , to be located in the N/2 
of Section 25, Township 16 South, Range 35 East, Lea County. New Mexico, at a 
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from 
the north line of the section. On August 8. 2001, Paul Kautz. acting for the District 
Supervisor of the Division, denied this APD by reason of the previous issuance of the 
APD for Arrington's Triple-Hackle Dragon "25" Well No. 1. 
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(9) On or about August 6, 2001, TMBR/Sharp filed an Application for Permit 
to Drill (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2 
of Section 23, Township 16 South, Range 35 East. Lea County, New Mexico, at a 
standard location in SW/4 NE/4 (Unit F), 1998 feet from the east line and 2038 feet from 
the north line of the section. On August 8, 200L Paul Kautz, acting for the District 
Supervisor of the Division, denied this APD by reason of the previous issuance of the 
APD for An-ington's Blue Drake "23" Well No. 1. 

(10) The APDs described in findings (8) and (9) are the TMBR/Sharp APDs 
that are the subject of the applications filed in these consolidated cases. 

(11) On August 21, 2001, TMBR/Sharp filed the TMBR'Sharp suit. 

(12) In the TMBR'Sharp suit. TMBR'Sharp alleges that it is the owner of the 
oil and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE;4 of 
Section 23. Township 16 South, Range 35 East, Lea County, New Mexico, along with 
other lands, pursuant to two oil and gas leases ("the TMBR/Sharp leases") dated August 
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate 
Oil & Gas. Inc., recorded respectively in Book 827 at Page 127, and in Book 827 at Page 
124, Deed Records of Lea County, New Mexico. 

(13) Although the primary terms of the TMBR'Sharp leases have expired, 
TMBR'Sharp contends that the TMBRSharp leases have been maintained in force and 
effect by the drilling of and production from its Blue Fin 24 Well No. 1, located in the 
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New 
Mexico, on lands allegedly pooled with the lands covered by the TMBR'Sharp leases. 

(14) Arrington claims that no legally effective pooling of the SW/4 SW/4 of 
Section 24 with any lands covered by the TMBR'Sharp leases ever occurred, and that the 
TMBR'Sharp leases have expired. 

(15) Arrington claims that it is the owner of the oil and gas leasehold estate in 
all of the NW/4 of Section 25. and all of the SE/4 of Section 23, Township Tf5 South, 
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and 
gas leases ("the Arrington leases") dated March 27, 2001, from Madeline Stokes and 
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at 
Page 282. and in Book 1084 at Page 285. Deed Records of Lea County, New Mexico. 

(16) The Arrington APDs and the TMBRSharp APDs both identified the 
Townsend Mississippian North Gas Pool as the pool to which the well would be 
dedicated. 
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(17) The Townsend Mississippian North Gas Pool is governed by the spacing 
and well density requirements of Rule 104.Q2) [19 NMAC 15.C.104.C(2)].* 

(18) The Arrington APDs conformed to the requirements of Rule 104.C(2), and 
were properly approved. 

(19) After approval of the Arrington APDs, the TMBRSharp APDs could not 
have been approved because: 

(a) TMBR'Sharp's proposed Blue Fin "25"' Well No. 1 was proposed 
to be located in NW/4 of Section 25, the same quarter section as Arrington's 
proposed Triple-Hackle Dragon "25" Well No. 1, in violation of Rule 
104.C(2)(b). 

(b) TMBR'Sharp's APD for its proposed Blue Fin "25" Well No. 1 
proposed a N/2 dedication, whereas the previously approved Arrington APD 
established a W/2 spacing unit. 

(c) The approval of APDs naming TMBR'Sharp as operator for wells 
proposed to be located in either the W/2 of Section 25 or the E/2 of Sec::on 23, 
following the approval of the Arrington APDs. would contravene Rule 
l04.C(2)(c), which requires that any subsequent well drilled in a spacing unit be 
operated by the operator of the initial well. 

(20) TMBR'Sharp did not present any geological or engineering testimony or 
evidence that the locations it proposed were in any way superior to the locations proposed 
in the Arrington APDs. 

CONCLUSIONS OF LAW: 

(21) The Oil Conservation Division has no jurisdiction to determine" the 
validity of any title, or the validity or continuation in force and effect of any oil and gas 
lease. Exclusive jurisdiction of such matters resides in the courts of the State'of New 
Mexico. 

(22) Since the Arrington APDs were filed at a time when no conflicting APDs 
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules, 
and Arrington has demonstrated at least a colorable claim of title that would confer upon 
it a right to drill its proposed wells, no basis exists to reverse or overrule the action of the 
District Supervisor in approving the Arrington APDs. 
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(23) The approval of the Arrington APDs ipso facto precludes approval of the 
TMBRSharp APDs. 

(24) If TMBR'Sharp has better title to the lands in question, it has a fully 
adequate remedy in the 5th Judicial District Court of Lea County, New Mexico, which is 
clothed with equitable power to restrain operations authorized by the Arrington APD, or 
to order Arrington to withdraw the Arrington APDs. i f such court determines either such 
action to be warranted. 

(25) Since the Division has jurisdiction to revoke its approval of any APD in an 
appropriate case, Arrington's Motions to Dismiss TMBR'Sharp's Applications for want of 
jurisdiction should be denied. 

(26) The Application of TMBR Sharp for an order staying operations under the 
Arrington APDs until the conclusion of the TMBR'Sharp suit should be denied. 
However, in the interest of protecting correlative rights, commencement of operations 
under the Arrington APDs should be-stayed for a brief time after issuance of this order to 
allow TMBR'Sharp to petition the 5th Judicial District Court of Lea County for 
temporary relief, should it elect to do so. 

IT IS THEREFORE ORDERED THAT: 

(1) Arrington's Motions to Dismiss TMBR'Sharp's Applications for want of 
jurisdiction are denied. 

(1) TMBR'Sharp's Application appealing the denial of the TMBR'Sharp 
APDs is denied. 

(2) TMBR'Sharp's Application for an order staying approval of the .Arrington 
.APDs until final conclusion of the TMBR'Sharp suit is denied. 

(3) Approval of the Arrington APDs is hereby suspended for a period of ten 
(10) days after the date of issuance of this order, to afford TMBR'Sharp an opportunity to 
petition the 5th Judicial District Court of Lea County, New Mexico for relief in this 
matter should it elect to do so. 

(4) Jurisdiction of this case is retained for the entry of such further orders as 
the Division may deem necessary. 
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

LORI WROTENBERY 
Director 
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FIFTH JUDICIAL DISTRICT COURT 
COUNTY OF LEA 
STATE OF NEW MEXICO 

~C2t 5rt g; 33 
TMBR'SHARP DRILLING, INC., 

Plaintiff, 

vs. No. CV2001-3I5C 

DAVID H. ARRINGTON OIL & GAS, 
INC., JAMES D. HUFF, MADELINE 
STOKES, ERMA STOKES HAMILTON, 
JOHN DAVID STOKES, and TOM STOKES, 

Defsr.dar.ts. 

ORDER GRANTING PARTIAL SUMMARY JUDGMENT 
— •- - "REGARDING 'FILING "OF UNIT DESIGNATIONS 

THIS MATTER having come before the Court upon Morion of the Plaintiffs TMBR/Sharp 

Drilling Company's Motion for Partial Summary Judgment' regarding Filing of Unit Designations 

and tlie Defendant Arrington Oil and Gas Inc.'s and Defendant Huffs Morion for Summary 

Judgment Regarding Filing of Unit Designations and the Court being fully advised FINDS that "die 

Plaintiffs Motion is well takenand shouldte and IS GRANTED and the Defendant's Morion is not 

well taken and should be and IS DENIED. 

1 HEREBY CERTIFY tfcat a true and correr:: copy of the foregoing Notice was mailed to ail 

Gary L. Clingman 
District Jucge 

CERTIFICATE 

Richard Montgomery, Esquire 
P.O. Box 2776 
Midland, Texas "97C2-2776 

Phil Brewer, nsquire Ernest L. Carroll, Esquire 
? 0. Box 1720 
Artesia, NM 88221-1720 

P.O. Box 29S 
RoswelL NM 38201-0298 

Michael J. Canon, Esquire 
303 W. Wall, Suite 1100 
Midland, Texas 79701 


