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JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504 Fo

3304 CAMINO LISA
HYDE PARK ESTATES
SANTA FE, NEW MEXICO 87501

(505) 982-2043
(505) 982-2151 (FAX)

November 4, 2000

Michael E. Stogner

0il Conservation Division
2040 South Pacheco Street
Santa Fe, New Mexico 87505

Re: Request to Amend Administrative Order NSL-4284

Silver Streak State Com. Well No. 1 (30’015’30664/)
1400 feet FNL & 1650 feet FEL

N% §8, Township 17 South, Range 28 East, NMPM

Eddy County, New Mexico

Dear Mr. Stogner:

Enclosed are the original drilling title opinion and the operating
agreement for the above well. There have been several changes in
working interest ownership since the opinion was rendered, as
follows:

The Manix Energy, LLC interest is now owned by Pure
Energy Group, Inc. and Bellwether Exploration Company;

The Enron 0il & Gas Company and Todd W. Johnson interests
were acquired by Chi Energy. Inc.; and

The Chi Energy, Inc. interests are spread among Chi
Energy, Inc., Southwestern Energy Production Company,
Murchison 0il & Gas, Inc., Pocohontas 0il Company, Inc.,
Balk 0il Company, and Warren Resources, Inc.

The Yates group still owns the same interest. These changes result
in the interests set forth in my letter of October 4th.

Vexry truly yours,
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Chi Operating, Inc., P. O. Box 1799, Midland, Texas 79702

, hereinafter designated and
referred to as “Operator”, and the signstory party or parties other than Operator, sometimes hercinafter referred to individually herein
as “Non-Operator™, and colledively as “Non-Operators™.

WITNESSETIL:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

B. The terms “oil and gas lease”, *lease” and “leanchold” shall mean the oil and gas leases covering trads of land
lying within the Contract Arca which are owned by the parties to this agreement.

C. The term “oil and pas interests” shall mecan unleased fee and mineral interests in trads of land lying within the
Contract Arca which are owned by parties to this agreement.

D. The term “Contract Arca™ shall mean all of the lands, oil and gas lenschold intercsts and oil and gas intcrests intended to be
developed and opersted for oil and gas purposes under this agreemert.  Such lands, oil and gas leaschold imterets and oil and gas imorests
are described in Exhibit “A”.

E. The term “drilling unit” shall mean the arca fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is nat fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
cd by the pattem of drilling in the Contract Area or as fixed by express agreement of the Drilling Partics.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is 1o be Jocated.

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

H. ‘lhe terms “Non-Unlling Party” and “Non-Consentng Party” shall mean a parly who eclets not

to participate
in a proposed operation.

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

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
Bl A. Exhibit “*A”, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agrecment,
(5) Addresses of parties for notice purposes.
B-—B—Ehibit“B"; Form-of Lease:
Fl C. Exhibit “C”, Accounting Procedure.
HFl  D. Exhibit “D”, Insurance.
B E. Exhibit “E", Gas Balancing Agreement.
B F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.
If any provision of any exhibit, cxoept Exhibits “E” and “G”, is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail,




.

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

O 8 1 NS W N~

ARTICLE IIL.
INTERESTS OF PARTIES

Ar——Oil-and-Gas-Interests:
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B. Interests of Partles in Costs and Production:

Unless changed by other provisions, all costs and liabilities incnred in operstions under this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Arca shall be owned, by the parties as their interests are st
forth in Exhibit “A”. In the same manner, the partics shall also own all produdtion of oil and gas from the Contradt Area subject to the
payment of royalties to the extent of current burdens which shall be bome as hereinafler st forth.

Regardless of which party has contributed the lease(s) and/or oil and pps interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such produdtion, the royalty amount stipulated hercinabove and shall hold the
othier partics free from any liability therefor. No party shali ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royally owner should demand and

receive seltlement on a higher price basis, the party contributing the affeted lcase shall bear the additional royalty burden attributable to
such higher price.

Nothing contained in this Article 111 B. shall be deemed an assignment or cross-assignment of interests covercd hereby.

C.  Excess Royalties, Overriding Royaltles and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hercby is subjet to any royalty,
overriding royalty, production payment or other burden on produdion in excess of the amount slipulated in Article HLB,, such parly so
burdened shall assume and alone bear all such excess obligations and shall indemmify and hold the other partics hereto harmiess from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overmriding royalty, production payment or other burden payable out of production
aitributable to its working interest hercunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “A”, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all patties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafler referred to as “subsequently created interest” itrespedtive of the

timing of its creation and the party out of whose working iriterest the subsequently created interest is derived being hereinafter referred
to as “burdened party™), and:

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

2.

If the burdened party fails to pay, when due, ils sharc of expenses chargeable hereunder, all provisions of Article VILB, shall be

enforceable against the subsequently created interest in the same manncr as they are cnforceable against the working interest of
the burdened party.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drilisite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-

ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding

royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilting unit, shall fumish to Operator all abstrads (including federal lease status

reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or

nade available to Operator by the pastics, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attomeys on its stafl or by outside attomeys. Copies of all title opinions shall be fumished to each party
hercto. The cost incurred by Operator in this title program shall be bome as follows:

O Option No. 1;: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemantal,
shut-in gns royally opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C™,
and shall not be a diret charge, whether performed by Operator’s staff attomeys or by outside attomeys.
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ARTICLE 1V
continued

Kl Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attomeys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be bome by the Drilling Parties
in the proportion that the interest of cach Drilling Party bears 1o the total interest of all Drilling Partics as such interests appear in Ex-

hibit “A”.  Operator shall make no charge for services rendered by its safl’ attorneys or other personnel in the performance of the above
functions.

v

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

No well shall be drilled on the Contract Area until afler (1) the title to the drillsite or drilling unit has been examined as above

provided, and (2) the title has been approved by the examining attomey or title has been accepted by all of the parties who are to par-
ticipate in the drilling of the well.

mdudm—ehﬁaest—ﬁmn—d&a&dam—en—&dubﬁ##—&e—peﬁy—eeﬂmbm
ﬁmn—ﬁﬂoi—ddemme&en—ef—hﬁe—fedme—te—aequ' e—a-—ne

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joint losses

and shall be bome by all parties in proportion to their interests, There shall be no readjustment of interests in the remaining portion of
the Contract Area.
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ARTICLEYV,
OPERATOR
A.  Designation and Responsibllities of Operator:
Chi Operating, Inc. P. O. Box 1799, Midland, Texas 79702 shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all opcrations on the Contract Area as permitted and

required by, and within the limits of this agreemont. 1t shall condud all such operations in a good and workmanlike manner, but it shall

have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willfu] misconduct.

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

1. Resignation or_Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any adtion by Non-Operators, except the sclection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in reccivership, by the
aflirmative vole of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “A" remaining
alter excluding the voting interest of Operator.  Such resignation or removal shall not become effective wntil 7:00 o'clock AM. on the
first day of the calendar month following the expiration of nincty (90) days after the giving of notice of resignation by Operator or adtion
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an carlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hercof as a Non-Operator. A change of a cor-

porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or sucoessor comporation shall not
be the basis for removal of Operator.

2. Seledtion of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be sclected by
the partics. The successof Operator shall be seleded from the parties owning an interest in the Contradt Arca at the time such sucocssor
Operator is seleded. The successor Operator shall be seleded by the affirmative vote of two (2) or more partics owning a majority ierest
based on ownership as shown on Exhibit “A”; provided, however, if an Operator which has been removed fails to vote or voles only to
succeed itself, the successor Operator shall be selected by the affirmstive vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit “A” remaining afler excluding the voting interest of the Operator that was removed.

C. Employees:

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

D.  Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a conpditive contract basis at the usual rates prevailing in the area. If & so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its chiarges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and

such work shall be perfornied by Operator under the same terms and conditions as are customary and usual in the area in contrads of in-
dependent contractors who are doing work of a similar nature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initinl Well:

On or before the 1st  dayof March ,19 99

, Operator shalf commence the drilling of a well for
oil and gas at the following location:

1980" FSL & 1980" FWL of Section 9, Township 17 South, Range 28 East
Eddy County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to
a depth sufficient to test the Morrow Formation
unless granite or other pradically impenetrable substance or condition in the hole, which renders further drilling impradtical, is en-
countered at a lesser depth, or unless all parties agrec to complete or abandon the well at a lesser depth.
Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and

gas in quantities sufficient to test, uniess this agrecment shall be limited in its application to a specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.
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: ARTICLE VI
. continued

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

B. Subsequent Operations:

1. Proposed Operations; Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, decpen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the punies—and—not-;thm—preéueing—in—peyhg—qumiﬁes. the party desiring to drill, rework, deepen or plug back such a well shall pive the
other parties writlen notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the edtimated cost of the ation. The parties receiving such a notice shall have thity (30) days after receipt of the notice
within which to notify the party ’n\:‘;sillmngzto do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitule an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing,

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible afler the expiration of the forty-cight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto, provided, however, said commencement date may be extended upon written notice of same by Operator to the other parics,
for a paiod of up to thity (30) additional days if, in the sole opmion of Operstor, such additional time is reasonably necessary to oltam
permits from govemmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, of to compldte title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
acdtual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and

if any party hereto still desires to conduct said operalion, wrilten notice proposing same must be resubmitted to the other parties in acoor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any parly receiving such notice as provided in Article VI.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Anticle, the party or parties
giving the natice and such other partics as shall elect to participate in the operation shall, within nindy (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complele #t with due diligence. Operator shall perform all
wark for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall cither: (8) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting, Parties, or (b) designate one (1) of the Consenting Partics as Operator to perform such work. Con-

senting Parties, when condudting operations on the Contract Area pursuant to this Article VLB.2., shall comply with all terms and con-
ditions of this agreement.

.

If less than all parties approve any proposed operation, the proposing parly, immediately afler the expiration of the applicable
notice period, shall advise the Consenting Partics of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours

. . . . . .~ inwriting . o
(exclusive of Saturday, Sunday and legal holidays) afler receipt of such ndtioe, shall advise the proposmg party / ot s desire to (a) lmit par-
ticipation to such party’s interest as shown on Exhibit “A” or (b) camry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing parly,
at its election, may withdraw such proposal if there is insufficient participation and shail promptty notify all par't'igl?gP sgudl decision.

The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry.ho]c, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, decpened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE VI
continued

and the well shall then be tumed over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting Partics,
and the Consenting Partics shall own and be entitled to reccive, in proportion to their respective interests, all of sudi Non-Consenting
Party’s interest in the well and share of produdion therefrom until the proceeds of the sale of such share, calculated al the wcll, or
market value thereof if such share is not sold, (after deduding production taxes, excise taxcs, royalty, overriding royalty and other in-

terests not excepted by Article HLD. payable out of or measured by the produdion from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Conseuting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping oquipment and piping), plus 100% of each such
Non-Consenting, Party’s share of the cost of operation of the well commencing with firt production and continuing, until each such Non-
Consenting, Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Noo-
Consenting, Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it patticipated in the well from the beginning of the operations; and

(b)__300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
afler deducting any cash contributions received under Article VIIL.C., and 300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An clection not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupmean account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percant (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consanting Party-had it participated therein.  If

such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of produdion, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all produdion, severance, excise, gathering and other

taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-
ticle I1L.D.

In the case of any reworking, plugging back or decper drilling operation, the Consenting Partics shall be permitied to use, free
of cost, all casing, tubing and ather equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate pari in kind or in value, less cost of salvage.

Within sixty (60) days afler the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall fumish each Non-Consenting Party with an inventory of the equipmemt in and connected 1o the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for produdion; or, at its
option, the operating party, in lieu of an ilemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consemting Parties are being reimbursed as provided above, the party conduding the
operations for the Consenting Pasties shall fumish the Non-Consenting Parties with an itemized statement of all costs and ljabilities in-
aurred in the operation of the well, togather with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Patties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in commedtion with any such operation
which would have been owned by a Non-Consenting Party had &t participated thercin shall be credited againg the total unretumed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided, and ifthere is a credit balance, it shall be paid to such Non-Consenting, Party.
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If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining  therdo, and the produdion
therefrom as such Non-Consenting Party would have been antitled to had it participated in the drilling, reworking, decpening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hercto.

Notwithstanding the provisions of this Article VIL.B.2, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contrad Area is producing, unless such
well conforms 1o the then-existing well spacing patiem for such source of supply.

The provisions of this Asticle shall have no application whatsoever to the drilling of the initial well described in Asticle V1A
except (a) as to Asticle VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of sudh initial well

after if has been drilled to the depth specified in Adicle VLA if it shall thereafter prove to be a dry hole or, if mitially complated for pro-
dudtion, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof fumished to the parties, stand-by costs incurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and bome as part of the drilling or decpen-
ing operation just completed. Stand-by costs subsequent to all partics responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of afl Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VLB.2,, shall be charged to and bome as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion

cach Consenting Party’s interest as shown on Exhibit “A” bears to the total interest as shown on Exhibit “A” of all Consenting Par-
ties.

4. Sidetracking; Except as hereinafter provided, those provisions of this agreement applicable to a “decpening” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to diange the bottom hole
location (herein call “sidetracking™), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. ,Any party having the right to participate in a proposed sidctracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to patticipate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

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

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays, provided, however, any party may request and
reccive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party eledts to take such additional time to respond to the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each eleding par-
1y’s interest as shown on Exhibit “A” bears 10 the total inmterest as shown on Exhibit “A™ of all the cleding parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C.  TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contradt Arca,
exclusive of production which may be used in development and producing operations and in preparing the tresting oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be bome by such party. Any party taking #s share of produdtion in kind shail be

._7_
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ARTICLE VI
continued

required to pay for only its proportionate share of such part of Operator's surface facilities which it uses.

Each party shall exccute such division orders and contrads as may be nccessary for the sale of ils interest in production from

the Contract Area, and, except as provided in Article VILB, shall be entitled to reccive payment diredtly from the purchaser thercof for
its share of all production,

In the event any party shall fail to make the arrangements ncocssary to take in kind or separatcly dispose of its proportionate share of
the oil produced from the Contradt Area, Operator shall have the right, subject to the revocation at will by the party owning i, but not
the obligation, to puschase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price oblainable in the area for such produdion. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the produdion to exercise at any lime its right 1o take in kind, or scparately dispose of, its share of all oil nat previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of

time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

Inl the evar one of more parties’ separate disposition of its dhare of the gns causcs split-stream deliveries to separate pipelmes and/or
deliveries which on a day-o-day basis for any reason are not exadly equal 1o a party's respective proportionate share of total gas sales 1o
be allocated to it, the balancing or accounting between the respedive accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agrecment is attached as Exhibit “E™, or is a separate agreement.

D. Access to Contract Ares and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books
and records relating thereto. Operator, upon requedt, shall fumish each of the other parties with copies of all forms or reports filed with
govemmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contrad Area. The cost of

gathering and fumishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the Information.

E. Abandonment of Wells:

1.

Abandonment _of Dry Holes: Except for any well drilled or decpened pursuant to Afticle VI.B.2., any well which has been
drifled or deepened under the terms of this agreement and is proposed to be compldted as a dry hole ghall not be plugged and abandoned
without the consent of ali parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) afler receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment.  All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or decpening

such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and condudt further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in whidh a Non-Consent operation has been ocondudted

hereunder for which the Consenting Parties have not been fully reimbursed as hercin provided, any well which has ben completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonmant, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto.  If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonmant of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to cach of the other
parties its proportionate share of the value of the well's salvable material and equipmat, ddermined i accordance with the provisions of
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning Each abandoning party shall assign
the non-abandoning parties, withowt warranty, express or implied, as to title or as to quantity, or fitness for use of the equipmemt and
material, all of its interest in the well and related equipment, together with its interest in the leaschold cdlate as to, but only as to, the in-
terval or intervals of the formation or formations then open 1o production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning parly or parties an oil and gas lcase, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafler as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form atlached as Exhibit
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ARTICLE VI
continued

“B". The assignments or leases so limited shall encompass the “drilling unit” upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respedive percentage of participation in the

Contract Area to the aggregate of the percentages of participation in the Contract Arca of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contrat Arca.

Thereafter, abandoning parties shall have no further responsibility, liability, or interet n the operation of or production from
the well in tho interval or intervals then open other than the royallies retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned weil for the account of the non-abandoning parties at the rates and charges con-
temiplated by this agreement, plus any additional cost and charges which may sarisc as the result of the separate ownership of the assigned
well.  Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to

repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Congent Operations: The provisions of Asticle VILE.1. or VLE.2 above shall be appliénhlc as batween
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to condudt further operations therein have been notified

of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or colletive. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contradt Area. Acoordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the partics to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liensand Payme;lt Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contradt Arca, and a security interest m its share
of oil and/or gas when extracted and its interest in all equipment, 1o secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit “C”. To the extent that Operator has a security interest under the Uniform Commercial Code of the
stale, Operator shall be entitled 1o exercise the rights and remedies of a secured party under the Code. 'The bringing of a suit and the ob-
taining of judgment by Operator for the secured indelkedness shall not be deemed an cledtion of remedics or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedics, to collett from the purchaser the proceeds from
the sale of such Non-Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concemning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement thercfor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears 1o the interest of all such parties. Each party 8o paying its share of the unpaid amount shall, 1o obtain
reimbursement thereof, be subrogated 1o the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Exocept as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hercto with their respective propor-
tionate shares upon the eipense basis provided in Exhibit “C”.

Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and reccive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estirnate within
fifteen (15) days afler such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit “C” umtil paid. Proper adjustment shall be made monthly between advances and adual ex-
pense to the end that each party shall bear and pay its proportionate share of adtual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drill or Decpen; Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the drilling or decpening shall include:
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[0 Option No. 1: All necessary expenditures for the drilling or deepening, testing, compldting and equipping of the well, including
necessary tankage and/or surface facilities.

K Option No. 2: All necessary expenditures for the drilling or decpening and testing of the well.  When sudh well has reached its
authorized depth, and all tests have been complated, and the resulta thereof fumished to the partics, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. ‘The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to eledt to participate in the setting of casing and the compldion at-
tempt.  Such eledion, when made, shall include consent to all necessary expenditures for the completing and oquipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
clet 1o set pipe and 1o attempt a completion, the provisions of Article VLB.2. hereof (the phrase “reworking, deepaning or plugging

back” as contained in Article VL.B.2. shall be deemed to include “compleiing’™) shall apply to the operations thereafier conducted by less
than afl parties.

2. Rework or Plug Back; Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the reworking or plugging back of a well shall

include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities.

3. Other Operations: Without the consent of all pasties, Operator shall not undertake any single project reasonably cstimated
to require an expenditure in excess of Thirty Thousand and No/100 Dollars (§, 30,000.00 )
cxoepl in oonnection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agrecment;, provided, however, that, in case of explosion, fire, flood or other sudden
cmergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
partics. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall fumish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of Twenty Five Thousand and No/100
Dollars ($ 25,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or partics who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same fease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to reccive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Opecrator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Tazxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreememt which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
become delinquent. Prior to the rendition date, each Non-Operator shall fumish Operstor information as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold edate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or produdion payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of ecach party’s working interest, then nolwithstanding,
anything to the contrary herein, charges to the joint account shall be made and paid by the parties herto in accordance with the tax

value generated by each party’s working interest. Operator shall bifl the other partics for their proportionate shares of all tax payments in
the manner provided in Exhibit “C”.

If Operator considers any tax assessmenmt improper, Operator may, at its discretion, prolest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall have been finally ddtermined, Operator shall pay the tax for the joint ac-

count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
provided in Exhibit *C”.

Each party shall pay or cause to be paid all produdion, scverance, excise, gathering and other taxes imposed upon or with respoct
to the production or handling of such party’s share of oil and/or gas produced under the terms of this agreemant.
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G. Insurance:

1

2

3 At sll times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
4 the state where the operations are being oconducted; provided, however, that Operator may be a seif-insurer for liability under said com-
S pensation laws in which event the only charge that shall be made 1o the joint account shall be as provided in Exhibit “C". Operstor shall
6 also carry or provide insurance for the benefit of the joint account of the partics as outlined in Exhibit “D", attached to and made a part
7 hereof. Operator shall 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 require.

9

In the event automobile public liability insurance is specified in said Exhibit “D”, or subsequently receives the approval of the
parties, no diroct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

13 ARTICLE VIIL
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

16 A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contradt Ares, shali nt be surrendered in whole
19 or in part unless all partigs consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to suirender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
24 thereafler secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the parly or parties not consenting to sudh surrender an oil and pas lease covering
such oil and gas interest for a term of one (1) year and so long thereafler as oil and/or gas is produced from the land covered therchy, such
27 lease to be on the form attached hercto as Exhibit “B". Upon such assignment or lcase, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with resped to the interest assigned or leased and the operation of any well

attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 dudion other than the royalties retained in any lease made under the terms of this Article.

The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-

32 eod aceage. The value of all material shall be dctermined in accordance with the provisions of Exhibit “C”, less the estimated cost of
33 salvaging and the estimated cost of plugging and abandoning [f the assignment or lesse is in favor of more than one party, the interest
34 shall be shared by such partics in the proportions that the interest of cach bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contrat Area; and the acreage

38 assigned, leased or sumrendered, and subsequent operations thereon, shall not thereafler be subject to the terms and provisions of this
39 agreement.

40

41 B. Renewal or Extension of Leases:

42

43

If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right ' for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownesship of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

portionate shares of the acquisition cost allocated to that part of sudh lease within the Contract Area, which shall be in proportion to the
47 ‘interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties eledt to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contracdt Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
52 Any renewal lease in whidh less than all partics elect to participate shall not be subjoct to this agreemant.

Each party who participates in the purchase of a rcnewal lease shall be given an assipnment of its proporionate interest thercin
35 by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entirc interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-

tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subjedt to
61 the provisions of this agrecment.

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

65 C. Acreage or Cash Contributions:

While this agrecment is in force, if any parly contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the proportions

-11-
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ARTICLE V1l
continued

said Drilling Parties shared the cost of drilling the well. Such acreape shall become a separate Contract Area and, 1o the extent possible, be
govemed by provisions identical o this agreement. Each party shall promptly notify all other partics of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contrad Area. The above provisions shall also be applicable to op-
tional rights to eam acreage outside the Contract Area which are in support of a well drilled inside the Contradt Area.

If any party contradts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIII.C.

D. Maintenance of Uniform Interests:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the lcases embraced within the Contradt Arca and in wells,
equipment and production unless such digposition covers either:

1. the entire interest of the party in ali leases and equipment and produdtion; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

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

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustec or agent with full authorily to reccive ndtices, approve expenditurcs, reccive billings for
and approve and pay such parly’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E.  Walver of Rights te Partition:

If permitted by the laws of the state or states in which the property covered hercby is located, each parly herato owning an

undivided interest in the Contradt Area waives any and all rights it may have to partition and have sat aside 1o it in severally its undivided
interest therem.

W&Mﬂ%dwehpmbmmwmnymwwlwmnm&m)mm

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to create, and shall not be construed to creste, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilitics hercunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tlax
purposes, this agreement and the operations hereunder are regarded as a partnership, cach parly hereby affeded eleds to be excluded
from the application of all of the provisions of Subchapter “K", Chapter 1, Subtitle “A”, of the Intemal Revenue Code of 1986, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behall of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specificaily, but not by way of limitation, all of the rdums, stalements,
and the data required by tederal Regulations 1.761. Should there be any requirement that each party hercby allected give further
evidence of thus election, each such party shall execute such documents and tumish such other evidence as may be required by the
Federal Intemal Revenue Service or as may be necessary to evidence this election. No such parly shall give any natices or take any other
action inconsistent with the eledtion made hereby. If any present or fiture income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K", Chapter |
Subtitle “A”, of the Intemal Revenue Code of 1986, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitied or required by such laws. In making the foregoing elec-

tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.

-12-
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hercunder if the expenditure
does not excced Thirty Thousand and No/100 Dollars
(&) 30,000.00 ) and if the payment is in complcte settlement of such claim or suit. If the amount required for scttlement cx-
ceeds the above amount, the parties herdto shall assume and take over the further handling ol the claim or suit, unless such authority is
delegated to Operator.  All costs and cxpenses of handling, scttling, or ctherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises, 1f a claim is made against any party or if any panty is
sued on account of any matlter arising from operations hereunder over which such individual has no control because of the rights given

Operator by this agreement, such party shall immediately notify all other partics, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE X1
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other partics prompt wntten notice ot the force majeure with
reasonably full particulars conceming it; thereupon, the obligations of the party giving the notice, so far as they are affedted by the force

majeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligenoe to remove the {orce majeure situation as quickly as pradticable,

The requirement that any force majeurc shall be remedied with all reasonable dispstch shall not require the scttlement of strikes,

lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concemed.

The term “force majeure”, as here cmployed, shall mean an ad of God, strike, lockout, or other industrial disturbance, ad of
the public enemy, war, blockade, public riot, lightning, fire, sorm, flood, explosion, govenmental adion, governmanial dclay, redtraint

or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumcrated above or otherwise, whidh is
not reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopicr and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
respouse thereto shall run from the date the originating notice is reccived. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other partics.

ARTICLE XIII.
TERM OF AGREEMENT

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

O  Option No. 1: So long as eny of the oil and gas leases subjedt to this agreement remoin or are continued in force as to any part
of the Contract Area, whether by produdtion, extension, renewal, or otherwise.

@ Option No,_2: In the event the well described in Asticle VLA, or any subsequent well drilled under any provision of this

agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of 180 days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drlling, reworking, decpen-
ing, plugging back, testing or attempting to complete a well or wells hercunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VLA, or any subsequent well drilled hercunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deeponing, plugging back or rework-
ing operations are commenced within 180 days from the date of abandonment of said well. '

It is agreed, however, that the termination of this agreement shall nat relieve any party herelo from any liability which has
accrued or attached prior to the date of such termination.

-13-
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A.  Laws, Regulations and Orders:

This agreement shall be subjedt to the conservation laws of the fate in which the Contradt Arca is located, 1o the valid nules,

regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable foderal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, it not limited 1o, matters of performance, non-performance, breach,
remedies, procedures, rights, duties, and interpretation or construdtion, shall be govemed and determined by the law of the state in which
the Contract Area is located. Ifthe Contract Area is in two or more states, the law of the state of Texas
shall govem.

C. Regulatory Agencles:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated

under such laws in reference to oil, gas and mineral operations, including the location, operation, or produdtion of wells, on trads offsat-
ting or adjacent to the Contrad Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulling diredtly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Departmant of Energy or predecessor or successor agencies to the extent such interprctation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Nom-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorredt interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitied 1o the purdhaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Ad
of 1980”, as same may be amended from time to time (“Ad”), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Ad. Each party hercto agrees to fumish any and all certifications or other information
which is required to be fumished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV,

OTHER PROVISIONS

See page Titled Other Provisions
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OTHER PROVISIONS

Attached to and made a part of that certain Operating Agreement
dated January 15, 1999, by and between Cht Operating, Inc., as
Opecrator, and Southwestem Energy Production Commpany, ct al, as Non-Operators.

The parties hereto other than Operator arc the owners of the oil and gas lcases described in Exhibit "A", Operator
owning no interest therein. Accordingly, the provisions herein requiring the consent of all partics, or the mutual agreement, or
consent of all parties, refers to all partics who own an inlerest in and to the Contract Area. Since Chi Operating, Inc. is
Operator only and owns no interest in the Contract Area, it is agreed that in the event Chi Energy, Inc. disposes of all its
working interest in the Contract Area, other than to William R. Bergnan, his immediate families, or his heirs or devisces, then
in such event, Chi Operating, Inc. agrees to resign as Operator under the appropriate provisions of this agreement.

1. PRIORITY OF OPERATIONS: Whenever there is more than one proposal in connection with any well subject to
this Agreement, such proposals shall be considered and disposed of in the following order or priority: a) Drilling the well to
the objective depth or the objective formation, whichever is the deepest depth, b) An election to do additional logging, coring
or testing; ¢) An election to deepen the well (subject to the prior right of any Party wishing to complete to run casing to protect

the hole prior to decpening), d) An clection to complete the well with completion attempts in the deepest sands having priority,
¢) An clection to sidetrack the well before logging.

2. MULTIPLE OPERATIONS: In no event shall more than one operation, cither drilling or reworking, be pro-

posed on the Contract Area without the consent of at least two parties hereto which represent 70%, or more, of the working
interest.

3. RELIQUISHMENT OF INTERESTS BY NON-DRILLING PARTY IN REQUIRED WELLS: Notwithstanding
any other provisions herein, if during the term of this agreement, a well is required to be drilled, deepened, reworked, plugged
back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a lease or leases in
effect, or (2) maintain a unitized area or any portion thereof in force and effect, or (3) carn or preserve an interest in and to oil
and/or gas and other mincrals which may be owned by a third party or which, failing in such operation, may revert to a third
party, or, (4) comply with an order issued by a regulatory body having jurisdiction in the premises, failing in which certain
rights would terminate, the following shall apply. Should less than all of the parties hereto clect to participate and pay their
proportionate part of the costs to be incurred in such operation, those parties desiring to participate shall have the right to do so
at their sole cost, risk and expense. Promptly following the conclusion of such operation, each of those parties not participating
agree (o execute and deliver an appropriate assignment {o the total interest of cach non-participating party in and to the lease,
leases, or rights which would have terminated or which otherwise may have been preserved by virtue of such operation, and in
and to the lease, leases or rights within the balance of the drilling unit upon which the well was drilled, excepting, however,
wells theretofore completed and capable of producing in paying quantities. Such assignment shall be delivered to the
participaling partics in the proportion that they bore the expense attributable to the non-participating parties” interest.

4. AREA OF MUTUAL INTEREST: The pasties hereto designate an “Area of Mutual Interest” (“AMI”) comprising
the lands described in Article VI. On Exhibit “A”. Such AMI is hereby established and shall remain in force and effect for a
period of time ending at 12:00 a.m. (2) years from date of Operating Agreement. If during the terin of this agreement any party
hereto purchases, contracts for or otherwise acquires any interest, or rights thereto, in any oil, gas or mineral lease (s) , or any
mineral or royalty interests, farmout agreement(s) or any other industry trade document(s), giving the acquiring party the right
to earn or purchase an interest in any oil and gas lease or leases, mineral or royalty interest within the boundaries of the AML
such party shall promptly furnish the other parties hereto notice thereof along with copies of all pertinent instruments together
with a statement of the actual cost of such acquisition. The notified party shall have fifieen (15) days after receipt of such
notice (48 hours if a well is then being drilled within one mile of such acquisition and notice is made thereof) within which to
clect in writing to participate in each such acquisition and agrecing to pay/assume its proportionate share of the acquisition
costs/obligations attributable thereto. In the event a part of the acquisition includes the drilling of a well prior to carning an
assignment of such interest, an election to acquire an assignment of the interest within the AMI shall also include the
commitment of such party to pay/assume its proportionate share of the drilling costs of the well so required which well shall be
drilled (between the parties hereto) under the terms of this Operating Agreement. The failure of the notified party to timely
and properly respond to said notice shall be deemed an election not to participate in such acquisition, and same shall be
excluded from this agreement but shall be deemed subject o a separate operating agreement having identical provisions 1o this
Operating Agreement, reflecting the working interest ownership as between the parties participating in such acquisition.
Otherwise, the acquired rights and/or lease (s) shall become subject hereto.  Costs of acquisitions shall be based on the
interests of the parties as set forth in attached Exhibit “A”. In no event shall the provisions of this Article XV.I: apply to any
acquisitions resulting from merger, consolidation, reorganization or any acquisition from a parent, subsidiary or affiliated
corporation. All interests offered with the AMI will be offered to the other parties hereto and accepted or rejected by such
parties in their entirely. It is the intent of this provision that no party shall be allowed to “pick and choose™ portions of an
interest offered hereunder, but must accept or reject such interest in its entirety.
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respeciive heirs, dev}sem,
legal representatives, suocessors and assigns. '

‘This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREOQF, this agreement shall be cffective as of 15th day of January ,19_99

OPERATOR
Chi Operating, inc.

By:
Name:
Title:
NON-OPERATORS
Southwestern Energy Fina 0il & Chemical Company
Production Company
By« Ry :
Name: Name:
Title: Title:

Murchison 0il & Gas, Inc.

Name :

Title:
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(Revised)
EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement
dated January 15, 1999 by and between Chi Operating, Inc., as Operator
and Southwestern Energy Production Company, et al, as Non-Operators.

IDENTIFICATION OF LANDS SURBIECT TO THIS AGREEMENT:
All of Sections: 3,4,5,8,9,10,15,16

RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCFS:
* See Exhibit “A-17

PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES TO THIS AGREEMENT:
Lnitial Well f Lin Article VL of the JOA
Working Working
[nterest Interest

o Pai : 1o Poi

Southwestern Energy Production Company 43.75000% 43.7500%
Manix Energy, L.L.C. 12.50000% 12.5000%
Murchison Oil & Gas, Inc. 22.05882% 18.7500%
Chi Energy, Inc. 12.27943% 17.0000%
Warren Resources, Inc. 5.88235% 5.0000%
Balk Oil Company 1.76470% 1.5000%
Pocahontas Oil Company 1.76470% 1.5000%

Contract Area A
{T-17S-R-28E-Section 9, Section 4: W/2, Section 8: E/2)

* Working Interest
Southwestern Energy Production Company 43.7500%
Manix Energy, L.L.C. 12.5000%
Murchison Oil & Gas, Inc. 18.7500%
Chi Energy, Inc. 17.0000%
Warren Resources, Inc. 5.0000%
Balk Oil Company 1.5000%
Pocahontas Oil Company 1.5000%

Contract Area B
(T-175-R-28E-Section 4: E/2, Section 8: W/2)

*Working Interest
Southwestern Energy Production Company 43.750000%
Manix Energy, L.L.C. 12.500000%
Murchison Oil & Gas, Inc. 21.428570%
Chi Energy, Inc. 14.321430%
Warren Resources, Inc. 5.000000%
Balk Oil Company 1.500000%
Pocahontas Oil Company 1.500000%

Contract Area C
(All Contract Area except Contract Area A and Contract Area B)

* Working Interest
Southwestern Energy Production Company 50.00000%
Murchison Qil & Gas, Inc. 21.42857%
Chi Energy, Inc. 20.57143%
Warren Resources, Inc. 5.00000%
Balk Oil Company 1.5000%
Pocahontas Oil Company 1.5000%

* Proportionately reduced to the total interest owned by the Working Interest Parties to this
agreement.

(all in Eddy County, New Mexico):
*See Exhibit “A-17




VI

Chi Operating, Inc.
P. 0O.Box 1799
Midland, Texas 79702

Murchison Oil & Gas Co.
1445 Ross Ave., Suite 5300
LB 152

Dallas, Texas 75202

Warren Resources, Inc.
HCR-8, Box 480-A
Beeville, Texas 78102

Pocahontas Oil Company
P. O. Box 60476
Midland, Texas 79711

ARFA QF MIITUAL INTEREST

T-178-R-28E,
Sections 3,4,5,8,9,10,15,16,17
Eddy County, New Mexico

Southwestern Energy Production Company
2350 North Sam Houston Parkway, Suite 300
Houston, Texas 77032

Manix Energy, L.L.C.
P. O. Box 2818
Midland, Texas 79702

Balk Oil Company
P.O. Box 5782
Midland, Texas 79704




Lease No. |

Lease No. 2

Lease No. 3

Lease No. 4

Lease No. 5

Lease No. 6

" "

Attached to and made a part of

that certain Operating Agreement dated January 15, 1999

between Chi Operating, Inc., as Operator and

Southwestern Energy Production Company, ¢t al, as Non-opcrators

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE:

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE:

United States of America (LC-028053-B)

N. Gordon Phillips

October 1, 1964

T-17-S, R-28-FE, NM.P.M

Section 3: Lots 14, 15, 16 (N/2SW/4; NW/4SE/4)
only as to those rights below 3,000” from the surface.
Eddy County, New Mexico

United States of America (NM-012897)

Southern Union Gas Company

September 1, 1933

T-17-S-R-28-E, NM P M.

Section 3: Lots 5,6,7,8,9,10,11,12,13,20

(N/2 and E/2SE/4)

Section 5: Lot 4, SW/ANW/4; W/2SW/4 (W/2W/2)
only as to those rights below 3,000’ from the surface.
Eddy County, New Mexico.

United States of America (LC-061465-b)

F. Grant Keys, et al

March 11, 1939

Section 3: Lots 17, I8, 19 (§/2SW/4 and SW/4SE/4)
Section 10: NW/4ANW/4

only as to those rights below 3,000” from the surface.
Eddy County, New Mexico

State of New Mexico (B-2029)

W. F. Daugherity

December 17, 1924

T-17-S-R-28-E, N.M.P.M.

Section 4: NE/4SW/4; SE/4

only as to those rights below 3,000 from the surface.
Eddy County, New Mexico.

State of New Mexico (B-2178)
Van Thompson

October 10, 1933
T-17S-R-28E, NM.P.M.
Section4: Lot3, W/2SW/4
All depths

Eddy County, New Mexico

United States of America (NM 048342)

Dehli -Taylor Oil Corporation

12-1-58 (as renewed)

T-17S8-R-28E. N.M.P.M.

Section 4: Lot 4, S/2NW/4

only as to those rights below 1552’ from the surface.
Eddy County, New Mexico




Shtd 66

Lease No. 7

Lease No. 8

Lease No. 9

Lease No. 10

Lease No. 11

Lease No. 12

”

Page 2

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE :

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE:

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE :

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE :

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE :

LESSOR:
LESSEE:
LEASE DATE:
ACREAGE :

United States of America (1.C-028446-A)

Mary K. Burkett

July 25, 1929

Section 5: Lots 1,2,3,SE/ANW/4; S/2NE/4
E/2SW/4; SE/4

Section 8: N/2N/2

only as to those rights below 3,000 from the surface.

Eddy County, New Mexico

State of New Mexico (B-2178)
Van Thompson

10-10-33

T-178-R-28E, NM.P. M.
Section 8: S/2NE/4, SE/4

All depths

Eddy County, New Mexico

State of New Mexico (B-2179)

F. G. Keyes

October 10, 1933

Section 9: NW/4; W/2NE/4; SE/4ANE/4;

N/2SW/4; SE/ASW/4;SE/4

only as to those rights below 3,000 from the surface.
Eddy County, New Mexico

State of New Mexico (VB-0527)
Chi Energy, Inc.

July 1, 1998

Section 9: NE/4ANE/4; SW/4SW/4
Eddy County, New Mexico

United States of America (LC-028053-A)

N. Gordon Phillips

October 1, 1954

Section 10: SW/4ANW/4; NW/4SW/4; SE/ASW/4
only as to those rights below 2,500’ from the surface.
Eddy County, New Mexico

United States of America (LC-061465-A)

Southern Union Gas Company

October 1, 1974

T-17-S-R-28-E. N.M.P.M

Section 10: E/2NW/4; W/2NE/4

only as to those rights below 3,000’ from the surface.
Eddy County, New Mexico
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Exhihit “A-1” continued

Lease No. 13

Lease No. 14

Lease No. 15

Lease No. 16

Page 3

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE:

LESSOR:
LESSEE:

LEASE DATE:

ACREAGE :

LESSOR:

LESSEE:

LEASE DATE:

ACREAGE :

United States of America (NM-012898)

John M. Kelly

September 1, 1953

T-17-S-R-28-E. N M P.M.

Section 10: E/2NE/4

only as to those rights below 3,000’ from the surface.
Eddy County, New Mexico.

United States of America (NM-59035)

T-17-SR-28-E. N M P.M

Section 10: NE/4SW/4; NW/4SE/4

only as to those rights below 3,000” from the surface.
Eddy County, New Mexico

State of New Mexico (B-1969)

Van P. Welch, Jr.

June 10, 1933

T-17-S- R-28-E. NM.P.M.

Section 15: S/2SW/4

only as to those rights below 2,500” from the surface.
Eddy County, New Mexico

State of New Mexico (B-2178)

Van Thompson

October 10, 1933

1-17-S-R-28-E. NM.P.M.

Section 15: NE/4ASW/4

only as to those rights below 2,500° from the surface.
Eddy County, New Mexico
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EXHIBIT "

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
1. Definitions

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

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

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

“Non~Operators"” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operatlors, ‘

“First Level Supervisors” shall mean those employees whose primary function in Jolnt Operations is the direct

supervision of other employees and/or contract labor directly employed on the Joint Property in a ficld operat-
ing capacity.

‘ “Technical Employees” shall mean those employees having special and specific engineering, geological or other
]

, professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
! tlons and problems for the benefit of the Joint Property,

“Personal Expenses” shall mean travel and other reasonable relmbursable expenses ol Operalor's employees.
“Material” shall mean personal property, equipment or supplics acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at tha time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanled by stalements which idenlify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classilicalions of in-

vestment and expense except that items of Controllable Material and unusual charges and credils shall be sep-
arately identified and fully described in detail.

3. Advances and Payments by Non-Operators

Unless otherwise. provided for in the agreement, the Operator may require the Non-Operators to advance their

share of -estimated cash outlay for the succeeding month's operation., Operator shall adjust each monthly billing
to reflect advances recelved from the Non-Operatlors.

Each Non-Operator‘ shall pay Its proportion of all bills within fifteen (18) doys after receipt. If payment is not
made within such time, the unpald balance shall bear interest monthly at the rate of per
annum or the maximum contract rate permilted by the applicable usury laws in the state in which the Joint

Property is located, whichever is the lesser, plus attorney's fees, court costs, and otHer costs in connection with
the collection of unpaid amounts,

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operalor to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar -year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.
5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-

rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month |
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience lo the Opera-

tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
{0 by the Operator.

8. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and

the agreement or approval of a majority in interest of the Non-Operatlors shall be controlling on all Non-Opera-
tors,
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I1. DIRECT CHARGES i
Operator shall charge the Joint Account with the followling items:
1. Rontals and Royalties

Lease rentals and royalties pald by Operalor for the Joint Operations.
2, Labor
A. (1) Salarles and wages of Operator’s ficld employeces directly employed on the Jolnt Property in the conduct
of Jolnt Operations.
(2) Salaries of First Level Supervisors in the field.

(3) Salarles and wages of Technical Employees directly employed on the Joint Property if h ol
excluded from the Overhead rates. operty 1T puch charges are

Operator’s cost of hollday, vacation, sickness and disabilily benefits and other customary allowances paid to
employees whose salarles and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessmenl” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience,

Expgnditures or contributions made pursuant to assessments imposed Ly governmental authority which are
apphc[able to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II,

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

3. Employee Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section 1l shall be Operator's actual
cosl not to exceed twenty per cent (20%). :

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Secclion 1V. Only
such Material shall be purchased for or transferred to the Joint Properlty as may be required for immediate use

and is reasonably praclical and consistent wilh efficient and economical operations, The accumulation of sur-
plus stocks shall be avolded.

(]

Transportation

Transporiation of employees and Material nccessary for the Joint Operations but subject to the following limita-
tions;

A. 1f Material is moved to the Joint Property from the Operator's warehouse or other propertics, no charge shall
be made to the Joint Account for a distance grealer than the distance from the nearest reliable supply store,

recognized barge terminal, or rallway receiving point where like materjal is normally available, unless agreed
to by the Partles.

If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or rallway receiving point unless agreed to by the Partles. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operalor, unless agreed to by the Partlies.

In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

6. Services

C.

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section 11 and Paragraph 1. {i of Sectlon I1I. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates, The cost of professional consultant services or contract services of technical personnel not di-

rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Partles.

7. Equlpment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales com-

mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreclation, and interest on Investment not to exceed eight per cent (8%)

per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

In lleu of charges in Paragraph 7A above, Operator may clect {o use average commercial rates prevailing in

the immediate area of the Joint Property less 209%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association,

8. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operalor’s
gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thercof has been received by Operator,

9. Legal Expense

Expense of handling, investigating and seitling litigation or claims, discharging of liens, payment of judgments
and amounts pald for settlement of claims incurred in or resulling from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operatlor’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal

expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Partles, except as provided in Section I, Paragraph 3.
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All taxes of every kind and nature assessed or levied upon or In connection with the Joint Property, the opera-
gon ithereof, or the productlon therefrom, and whlich taxes have been paid by the Operator for the benefit of the
arties.

11. Insurance

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

12. Other Exponditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 111
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations

.

11I. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lleu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered

as included in the Overhead rates provided for in the above selected Paragraph of this Seclion 1II unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technlcal Employees and/or the cost of professional consultant

services and contract services of technlcal personnel directly employed on the Joint Property shall () shall
not (X% be covered by the Overhead rates,

il

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate § 2,500.00
Producing Well Rate $ 550.00

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

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
. 'the date the drilling or completion rig is released, whichever is later, except that no charge shall
. be made during suspension of drilling operations for fifteen (16) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or complelion equipment
" arrives on location and terminate on the date the drilling or completion equipment moves off loca-
- tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for {ifteen (15) or more consecutive days
.[3] Charges for wells undergoing any type of workover or recompletion for a perlod of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for {ifteen (15) or more conseculive
days.

(b) Producing Well Rates

{11 An active well elther produced or injected into for any portion of the month shall be considered

as a one-well charge for the entire month,
[2] Each active completion in a mulll-completed well In which production is not commingled down
~ hole shall be considered as a one-well charge providing each completion is considered a separale
well by the governing regulatory authority.
{3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-

. tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet,
(4]

A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well,

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computled by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared 1o the calendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fields Produc-
tlon Workers as published by the United States Department of Labar, Burcau of Labor Statistics, or the

equivalent Canadian index as published by Statistics Canada, as applicable, The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis

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

—— oo Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Sectlon 11 and all salvage credits,

(b) Operating

Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section II, all salvage credits, the value of injected substances purchased

for secondary recovery and all taxes and assessments which are levied, assessed and pnid upon the min-
eral interest in and to the Jolnt Property,

(2) Appllication of Overhead - Percentage Basls shall be as follows: '
For the purpose of determining charges on a percentage basls under Paragraph 1B of this Section III, de-
velopment shall Include all costs In connection with drilling, redrilling, deepening or any remedial opera-
“tions on any or all wells involving the use of drliling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and orlginal cost of construction or installation of fixed assels, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs Incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible ns a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotlate a rale prior to the beginning of construction, or shall
c:hargoi| Alxe Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $_ :

A, __N_A_____% of total costs If such costs are more than $
B. _NA____ 9, of total costs in excess of $
Cc. _NA o of total costs in excess of $1,000,000,

but less than $ : plus
but less than $1,000,000; plus

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

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreciment
between the Partles hereto if, in practice, the rates are found to be insufficlent or excessive

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materlal and shall make proper and timely charges and creditls for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of ldle and/or surplus Material, such disposal belng made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material, The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties,

1. Purchnses

Material purchased shall be charged at the price pald by Operator after deduction of all discounts received. In case

of Material found-to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator,

2. Transfers and Dispositions

Material furnished to the Joint Property and Malerlal lransferred from the Joint Properly or disposed of by the
Operator, unless otherwise agreed to by the Partlies, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Cond'ltlon A)

(1) Tubular goods, except line pipe, shall be priced at the current new price In effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest

published price f.0.b. railway recelving point or recognized barge terminal nearest the Joint Property
where such Material is8 normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a rellable supply store nearest the Joint Property where such Material is nor-
mally available .

{b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section 1V,

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable

supply store or f.0.b. rallway recelving point nearest the Joint Property where such Material is normally
avallable.

B. Good Used Material (Condition B)

@3)

Material in sound and serviceable condition and suitable for re‘use without reconditioning:
(1) Material moved to the Joint Property

-(a)- At seventy-five percent (76%) of current new price, as determined by Paragraph 2A of this Section IV
(2) Materia; moved from the Joint Property

(a) At -seventy-five percent (75%) of current new price, ags determined by Paragraph 2A of this Seclion 1V
" {f Material was originally charged to the Joint Account as new Material, or
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{b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to lhe Joint Account as good used Malerial at seventy-five per-
cent (76%) of current new price.

The cost of reconditioning, i any, shall be absorbed by the unnsferrmg property,
. Other Used Material (Condition C and D)

(1) Condlition C

Materfal which Is not in sound and serviceable condition and not suitable for its original funclion until
after reconditioning shall be priced at fifty percent (509:) of current new price as determined by Para-
graph 2A of this Sectlon 1V, The cost of reconditioning shall be charged to the receiving property, pro-
vided Condlition C value plus cost of reconditioning does not exceed Condition B value,

(2) Condition D

All other Materlal, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of {tems normally used for such other purpose. Operalor may dis-

pose of Conditlon D Material under procedures normally utilized by the Operator without prior approval
- of Non-Operators,

D. Obsolete Material

Material which {s serviceable and usable for it8 original function but condition and/or value of such Material
is not equivalent to that which would justily a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of {ifteen cents (15¢) per
hundred welight on all tubular goods movements, in licu of loading and unloading costs suslained, when
actual haullng cost of such tubular goods are cqunlized under provisions of Paragraph 5 of Section II.

{2) Material Involving erection costs shall be charged nt applicable pcrcénlnge of the current knocked-down
price of new Material,

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Materlal at the Operator's actual cost incurred in providing such Material, In making it suitable for usec,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Malerial, Each Non-Operator shall have the right, by so clecting and

notifying Operator within ten days afler recciving notice from Operalor, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operalor,

4. Warranty of Material Furnished by Operator

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

, V. INVENTORIES
Operator shglll‘m,aintaln detailed records of Controllable Material.
1. Periodic Inventorles, qutico and Representation

The

At reasonable;‘ intervals, Inventories shall be taken by Operator of the Joint Account Controllable Malerial.
Written notice of Intentlon to take inventory shall be glven by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any Inventory is taken, Fallure of Non-Operatlors
to be represented at an Inventory shall bind Non-Operators to accepl the Invenlory taken by Operalor.

2. Reconciliatlon and Adjustment of Inventorles

\|

Reconclliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taklng of the inventory. Inventory ad-
justmentis shall be made by Operator with the Joint Account for overages and shor lages but Operalor shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special Inventories may .bé taken whenever there is any sale or change of interest in the Joint Property. It shall

be the duty of the party selling to notify all other Partles as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Perlodlic Inventories

The expense of conducting perlodic Inventories shall not be.charged to the Joint Accounl unless agreed lo by the
Parties.




Exhibit "D"

Attached to and made a part of that certain Operating Agreement
dated January 15, 1999 by and between Chi Operating, Inc., as Operator
and Southwestern Energy Production Company, et al, as Non-Operators.

INSURANCE

Operator shall carry for the benefit and the expenses of the joint account insurance with
responsible insurance carriers as follows:

(b Workman's Compensation to cover full liability under Workman's Compensation Law of
'~ the State of where operations are being conducted.

2) General Public Liability and property damage insurance limits of not less than
$1,000,000.00 covering injury to or death of one or more persons, and not less than $250,000.00 covering
accidental loss of or damage to property of third persons.

3) Automobile public liability and property damage insurance with limits of not less than
$250,000.00 covering injury to or death of more than one person by reason of one accident, and not less
than $100,000.00 covering damage to property or third persons.




EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement
dated January 15, 1999 by and between Chi Operating, Inc., as Operator
and Southwestern Encrgy Production Company, ct al, as Non-Operators.

Gas Balancing Agrecment

The parties to the Operating Agreement to which this agreement is attached are the owners of certain gas

rights underlying the Contract Arca covered by such agreement, and the ownership of cach party is sct forth in
Exhibit "A" to said Operating Agreement.

The terms of the Operating Agrecment provide each such party with the right to take its share of gas
produced from the Contract Area and market the same. In the cvent any such party is not at any time taking or
marketing its share of such gas or has contracted to scll its share thereof to a purchaser which docs not at any time

while said agreement is in efTect take the full share of gas attributable to the intercst of such contracting party. then
this agreement shall automatically become effective.

During the period or periods when any party is not taking or marketing its share of gas produced from any
proration or spacing unit within the Contract Arca, or its purchaser docs not take its full sharc of gas producced
from such proration or spacing unit mentioned above, the other partics shall ben entitied to produce each month
onc hundred percent (100%) of the allowable gas production assigned to such proration or spacing unit by the State
regulatory body having jurisdiction and shall be entitled to take and deliver to its or their purchasecr or purchasers
all of such gas production. All the parties shall share in and own the liquid hydrocarbons recovered from such gas
by lease equipment in accordance with their respective interests and subject to the Opcrating Agreement to which

this agrecement is attached, but the party or partics taking such gas shall own all of the gas dclivered o its or their
purchascr or purchasers.

On a cumulative basis, each such party not taking or marketing its full share of the gas produced shall be
credited with gas in storage equal to its full share of the gas produced under this agreement, less its share of gas
used in lease operations, vented or lost, and less that portion such party took or delivered to its purchaser. The
Operator under said Opcrating Agrcement will establish and maintain currently a gas account to show the gas
balance which exists between all the parties and will furnish each of the parties a monthly statement showing the
total quantity of gas produced, the amount used in lease operations, vented or lost, and the monthly and cumulative
over and under account of each party.

At all times while gas is being produced, each Party who is taking gas will make or cause to be made
settlement with the royalty owners of the Parties not taking gas, to the extent that such royalty burdens exist on the
date of this agreement, if any. Such settlement will be made upon the amount actually realized by such taking
Party. Each non-taking Party will hold such taking Party harmlcss from and against any and all further claims, if
any, by its royalty owners for additional amounts claimed due. All balancing as provided herein shall properly take
into account all royalty payments made by the overproduced Parties to the royalty owners of the underproduced
Parties. Royalty, overriding royalty, or other burdens on production which arc carved out or created after the date
of this agrecment shall be the responsibility of the party creating same.

After written notice to the Operator, each party at any time may begin taking or delivering to its
purchaser its full share of the gas produced from a proration or spacing unit under which it has gas in storage, less
such party's sharc of gas used in lease opcrations, vented or lost. In addition to such share, each party, including
the Operator, until it has recovered its gas in storage and balanced the gas account as 1o its inicrest, shall be
entitled to take or deliver to its purchaser a share of gas determined by multiplying fifty percent (50%) of the
interest in the current gas production of the party or partics without gas in storage by a fraction, the numcrator of
which is the interest in the proration unit of such party with gas in storage and the denominator of which is the

total percentage interest in such proration or spacing unit of all parties with gas in storage currently tasking or
delivering to a purchaser.

Each party producing and taking or delivering gas to its purchaser shall pay any and all production taxes
due on such gas.

Nothing herein contained shall be construed as denying any party the right, from time to time, to produce

and take or deliver to its purchaser its full share of the allowable gas production to mcet the deliverability tests
required by its purchaser.
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In the event production of gas from a proration or spacing unit is permanently discontinued before the gas
account is balanced, settlement will be madc between the underproduced and overproduced partics. In making
such settlement, the underproduced party or parties will be paid a sum of money by the overproduced party or
parties attributable to the overproduction which said overproduced party reccived, less applicable taxes theretofore
paid, at the price reccived by the overproduced party at the time of accrual for said overproduction.

Notwithstanding the provisions of the preceding paragraph, it is expressly agreed that any underproduced
party shall have the optional right, with respect 1o cach proration unit, 10 receive a cash sctticment bringing such
underproduced party's gas account into balance at any time and from time to time prior to the final sctilcment, by
first giving cach overproduced party 90 days written notice of demand for cash scttiement, If such option is so
excreised, settlement shall be made (as of 7:00 o'clock A.M. on the datc of such written demands) with 90 days
following the actual receipt of such written demands by the overproduced partics, in the same manncr provided for
in the preceding paragraph. The option provided for in this paragraph may be exercised, from time to time, but
only one time in each calendar year and upon any such request, all underproduced partics will be given the option
to cash balancc or to maintain their current imbalance. The next request for optional cash balancing by any
underproduced party shall not occur until onc year has elapsed from the datc of the last optional cash settlement.

Nothing herein contained shall change or affect the obligations of cach party to bear and pay its
proportionate share of all cost, expenscs, and liabilitics as provided in the Operating Agrecment.

This agrecement shall constitutc a separatc agreement as to cach proration or spacing unit within the
Contract Area and shall become cffective in accordance with its tcrms and shall remain in force and cffective in
accordance with its terms and shall remain in force and effect as long as the Opcerating Agreement to which it is
attached remains in cffect, and shall inure to the benefit of and be binding upon the parties hercto, their heirs
successors, legal representative and assigns. The terms “proration unit” or “spacing unit® mecans the arca or
portion of the Contract Area fixcd for the drilling of onc well by applicable field rulcs, or in the absence thereof,
with statewide rules and rcgulations of the State regulatory body having jurisdiction,

To the extent any Party hercto is overproduced at any time, such Party hercby grants a continuing lien and
security interest to all underproduced Partics covering all of the interest of the overproduced Party, its contract
rights, account, accounts receivable, proceeds of production and personal property and equipment used or obtained
in connection therewith in order to sccure payments due, or to become duc, as provided elsewhere hercin. Said licn

shall be othcrwise governed by all of the terms and provisions relating to licns under the Operating Agreement to
which this Gas Balancing Agreement is attached as an exhibit.
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Attached to and made a part of that certain Operating Agreement
dated January 15, 1999 by and between Chi Operating, Inc., as Operator
and Southwestern Energy Production Company, et al, as Non-Operators.

Equal Employment Opportunity Provision

During the performance of this contract, Operator agrees as follows:

1. The Operator will not discriminate against any employees or applicant for cmployment because of race, color,
religion, sex, or national origin. The Operator will take affirmative action to ensure that applicants are cmployed,
and that employecs are treated during employment, without regard to their race, color religion, sex, or national
origin. Such action shall include, but not be limited to, the following: cmployment, upgrading, demotion, or
transfer, recruitiment or recruitment advertising; layofY or termination; ratcs of pay or other forms of compensation;
and sclection for training, including apprenticeship. The Operator agrees to post in conspicuous places, available

to employees and applicants for employment, notices to be provided by the contracting officer sctting forth the
provisions of this nondiscrimination clause.

2. The Operator will, in all solicitations or advertisements for employees placed by or on behalf of the Operator,

state that all qualificd applicants will reccive consideration for employment without rcgard to race, color, rcligion,
scx, or national origin.

3.  The Operator will send to each labor union or represemiative of workers with which he has a collective
bargaining agreement or other contract or understanding, a notice to be provided by the agency contracting officer,
advising the labor union or workers' representative of the Operator's commitments under Section 202 of Executive

Order 11246 of September 24, 1965, and shall post copies of the notice in conspicuous places available to
employees and applications for employment.

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

5. The Operator will furnish all information and reports required by Executive Order 11246 of September 24,
1965, and by the rules, regulations, and orders of the Secrctary of Labor, or pursuant thereto, and will permit

access to his books, records, and accounts by the contracting agency and the Sccrctary of Labor for purposcs of
investigation to ascertain compliance with such rules, regulations, and orders.

6. In the event of the Operator's noncompliance with the nondiscrimination clauscs of this contract or with any of
such rules, regulations, or orders, this contract may be canceled, terminated, or suspended in whole or in part, and
the Opcrator may be declared ineligible for further Government contracts in accordance with procedures
authorized in Exccutive Order 11246 of Scptember 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Executive Order 11246 of September 24, 1965, or by rule regulation, or order of
the Secretary of Labor, or as otherwisc provided by law.

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

or vendor as a result of such direction by the contracting agency, the Operator may request the United States to
enter into such litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1) promulgated jointly by
the Office of Federal Contract Compliance, the Equal Employment Opportunity Commission and Plans for
Progress with Joint Reporting Committee, Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date
of contract award if such report has not been filed for the current year and otherwise comply with or file such other

compliance reports as may be required Exccutive Order 11246, as amended and Rules and Regulations adopted
thereunder.

Operator assures Non-Operators that is does not and will not maintain or provided for its employees and
segregated facilities at any of its establishments, and that it does not and will not permit its employces to perform
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their services at any location, under it control, where segregated facilitics are maintained. For this purposc, it is
understood that the phrasc "segregated facilitics" includes facilitics which are in fact scgregated on a basis of race,
color, religion, or national origin, because of habit, local custom or othcrwisc. It is further understood and agreed
that maintaining or providing segregated facilities for its employees or permitting its cmployees to perform their
services at any location under its control where segregated facilitics arc maintained is a violation of the equal
opportunity clause required by Exccutive Order 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the assurance herein contained subjects it to the
provisions of the Order at 41 CFR Chapter 60 of the Secretary of Labor dated May 21, 1968, and the provisions of
the equal opportunity clause enumerated in contracts between the United States of America and Non-Opcrators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent representation may be liablc to
criminal prosccution under 18 U.S.C. S 1001,
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LAW OFFICES

TURNER & DAVIS
A PROFESSIONAL CORPORATION
400 W. ILLINOIS, SUITE 1400
P. O. BOX 2796
MIDLAND, TEXAS 79702-2796

FRANK N. CREMER ) TELEPHONE (915) 6870011
MPEMBAR THXAS AND NEW MEXICO BARS FAX (913) 687-173S

May 5, 1999

ORIGINAL DRILLING TITLE OPINION

Chi Energy, Inc.
P. O. Box 1799
Midland, TX 79702

Attention: Mr. John Qualls

" Re:  Your Silver Streak State Com "8" No. 1 Well — State of New Mexico Oil and Gas Leases B-
2178 and VB-512, and Federal Oil and Gas Lease LC 028446(a), insofar as said leases cover
the respective portions designated below of the N/2 of Section 8, Township 17 South, Range
28 East, N.M.P.M.,, Eddy County, New Mexico:

B-2178: insofar as said lease covers the S/2 NE/4 of said Section 8, containing 80
acres, limited to depths below 2,035 feet beneath the surface;

VB-512: insofar as said lease covers the S/2 NW/4 of said Section 8, containing 80
acres, at all depths; and

LC 028446(a): insofar as said lease covers the N/2 N/2 of said Section 8, containing 160
acres, limited to depths below 3,000 feet beneath the surface.

Gentlemen:;

At your request, we have examined the following:

BASIS OF EXAMINATION
Abstracts

1. Abstract No. 49433, certified by Federal Abstract Company as covering the Records
in the Offices of the Commissioner of Public Lands of the State of New Mexico, pertaining to State
of New Mexico Oil.and Gas Leases B-2178 and VB-512, insofar-as said leases:cover the.§/2 N/2 of
Section 8, from inception of the records to April 15, 1999 at 8:00 a.m., containing 78 pages..

2. Abstract No. 49439, certified by Federal Abstract Company as covering the Plat Book
Recqrds, Historical Index Records, Case Abstract and Case File for Federal Oil and Gas Lease
LC 028446(a), in the United States Department of the Interior, Bureau of Land Management State
Office at Santa Fe, New Mexico, pertaining to the N/2 N/2 of Section 8, from inception of the
records to April 19, 1999 at 9:00 a.m., containing 298 pages.

Examination of the Records

We have examined all of the instruments pertaining to the mineral estate only in captioned
land which have been filed for record in the Office of the County Clerk of Eddy County, New
Mexico, from inception of the records to April 26, 1999 at 7:00 a.m., based upon the indices
maintained by Guaranty Title Company, Carlsbad, New Mexico.
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Instruments

1. Copy of Letter Agreement dated Septembér 1, 1998, between Fina Oil and Chemical
Company and Chi Energy, Inc.

2. Copy of Operating Agreement dated January 15, 1999, between Chi Operating, Inc.,
as Operator, and Southwestern Energy Production Company, et al, as Non-Operators.

3. Copy of letter dated April 27, 1999, from Fina Oil and Chemical Company to Chi
Energy, Inc., reflecting the sale of Fina's interests in New Mexico to Manix Energy, LLC.

TITLE TO THE MINERAL ESTATE IN CAPTIONED LAND

Based upon examination of the foregoing and subject to the title requirements and other
matters set forth below, we find title to the mineral estate only in captioned land vested as follows:

Minerals:

N/2 N/2 of Section 8:

United States of America

S/2 N/2 of Section 8:

State of New Mexico . ..

Leasehold Estate:

N/2 NW/4 of Section 8:

Record Title:

Burlington Resources Qil & Gas Company .............................. Al

Operating Rights:

Chi Energy, Inc. . .... ... 68.75% of 7/8 WI

Heirs or Devisees of Todd W. Johnson
(June Johnson, Personal Representative) . ....... . 6.25% of 7/8 W1

Enron Oil & Gas Company . ....... ceee...1.5% of 7/8 WI
Yates Petroleum Corporation . v 12.25% of 7/8 WI
ABO Petroleum Corporation . ... .. co.. 1L75% of 7/8 W1

MYCO Industries, Inc. ....... 1.75% of 7/8 W1

Yates Drilling Company . ............. 1.75% of 7/8 W1

N/2 NE/4 of Section 8:

Record Title:

Burlington Resources Oil & Gas Company . . . . ..
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Operating Rights:

Chi Energy, Inc. : 43.75% of 7/8 WI

Heirs or Devisees of Todd W. Johnson
(June'Johnson, Personal Representative) 6.25% of 7/8 W1

Enron Oil & Gas Company 15% of 7/8 WI
Yates Petroleum Corporation .. 24.5% of 7/8 W1
ABO Petroleum Corporation 3.5% of 7/8 W1
MY CO Industries, Inc. 3.5% of 7/8 WI
Yates Drilling Company 3.5% of 7/8 W1

S/2 NE/4 of Section 8:

Record Title:
Conoco Inc.
Manix Energy, LLC

Operating Rights:

Chi Energy, Inc. 1/2 of 7/8 W1 *
Manix Energy, LLC 1/2 of 7/8 W1

S/2 NW/4 of Section 8: .

Record Title:
Yates Petroleum Corporation . . . .

Operating Rights:

Yates Petroleum Corporation . . .. ... 70% of 13/16 W1
ABO Petroleum Corporation .......... . ... 10% of 13/16 WI
MYCO Industries, Inc. 10% of 13/16 WI
Yates Drilling Company 10% of 13/16 W1

These interests must bear their proportionate share of an
overriding royalty interest equal to 7.5% of production from the
N/2 N/2 of Section 8, owned by the parties listed below in the
percentage interests set forth opposite their names:

First Interstate Bank of Albuquerque, Trustee
of the L. Jay Root Royalty Revocable Trust 2.875%

J. W. Adamson e 1.875%
Myrtle N. Adamson . . 1.875%

W. H. Davis
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Lease No. I:

Howard P.Lowe ................ o .250%
Roland McLean . . ..... .. ... ... ... ... ... ..... .200%
This interest must bear the following overriding royalty interests:
(a) equal to 43.75% of 1.5% of production from the N/2 N/2 of

Section 8, owned by the parties listed below in the

percentages set forth opposite their names:

Pennzenergy Exploration and

Production, LL.C. .................... 62.500%
Bright Hawk/Burkard Venture . ........... 20.625%
Ayco Energy, LL.C. ............. ... ... 16.875%

(b) equal to 25% of 5% of production from the N/2 NW/4 of
Section 8, owned by Hunt Oil Company.

This interest must bear an overriding royalty interest equal to 50%

of 12.5% of production from the S/2 NE/4 of Section 8, owned by
Conoco Inc.

EXISTING OIL AND GAS LEASES

May 5, 1999

Serial No.:
Date:

Recorded:
Lessor:

Lessee:

Land Covered:

Primary Term:

Delay Rentals:

GADOCS\TO99\chi003. wpd//50051.37

B-2178.
October 10, 1933.

Unrecorded; however, it is unnecessary to record this lease in
the county records.

State of New Mexico, acting by and through its Commissioner
of Public Lands.

Van Thompson.

T-17-S, R-28-E, N.M.P.M.,

Section 2: Lots 3, 4, S/2 NW/4, E/2 SW/4
Section 4: Lot 3, W/2 SW/4

Section 8: S/2 NE/4, SE/4

Section 15: NE/4 SW/4

Section 20: SW/4

Eddy County, New Mexico, containing 798.02 acres, more or
less.

Five (5) years from date, with Lessee having the option to
extend the lease for an additional five years by payment of
double the annual rentals provided for therein.

Rentals in the sum of $.50 per acre are payable to Lessor on
or before October 10, annually, regardless of whether drilling
operations are conducted on or production is obtained from
the leased premises. Annual rentals have been paid to October

10, 1999.
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Royalties:

Shut-in Gas Well Royalties:

Lease Form:
Lease No. 2:

Serial No.:

Date:

Recorded:
Lessor:

Lessee:

Land Covered:

Primary Term:

Delay Rentals:

Royalties:
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Shut-in Gas Well Royalties:
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1/8 on oil and gas.
None.

Form 44.

VB-512.
January 1, 1997.

Unrecorded; however, it is unnecessary to record this lease in
the county records.

State of New Mexico, acting by and through its Commissioner
of Public Lands.

Yates Petroleum Corporation.

T-17-S, R-28-E. NM.P.M.
Section 8: S/2 NW/4, SW/4

Eddy County, New Mexico, containing 240 acrcs, more or
less.

Five (5) years from date.

Rentals in the sum of $1.00 per acre are payable on or before

January 1, annually, regardless of whether drilling operations

are conducted on or gr_oduction is obtained from the leased
premises. Annual rentals have been paid to January 1, 2000.

3/16 on oil and gas.

This lease shall not expire at the end of the primary term if
there is a well capable of producing gas in paying quantities
located on some portion of the leased premises, or lands
pooled therewith, where such well is shut in due to the
inability of Lessee to obtain a pipeline connection or to market
the gas therefrom, and if Lessee timely pays an annual royalty

‘on or before the annual rental paying date next ensuing after

the expiration of 90 days.from the date.the well was shut in

~and on or before said rental date thereafter. The payment of

said annual royalty shall be considered for all purposes the
same as if gas were being produced in paying quantities, and
upon the commencement of marketing of gas from said well
or wells, the royalty paid for the lease year in which the gas is
first marketed shall be credited upon the royalty payable under
the lease to Lessor for such year. The provisions of this
section shall also apply where gas is being marketed from the
leased premises and through no fault of Lessee, the pipeline
connection or market is lost or ceases, in which case this lease
shall not expire so long as said annual royalty is paid as
provided in the lease. The amount of any annual royalty
payable under this section shall equal twice the annual rental
due by Lessee under the terms of the lease, but not less than
$320.00 per well per year; provided, however, that any such
annual royalty for any year beginning on or after ten years
from the date of the lease shall equal four times the annual

R
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Lease Form;

Lease No. 3:

Serial No.;
Date:

Recorded:

Lessor:
Lessee:

Land Covered:

Primary Term:

Delay Rentals:

Royalties:

Minimum Royalty:

Lease Form:

Stipulation:
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rental due by Lessee under the terms of the lease, but not less
than $2,000.00 per well per year; provided further, that no
annual royalty shall be payable under this section if equivalent
amounts are timely paid pursuant to another lease issued by
Lessor, and if such other lease includes lands communitized
with the leased premises for the purpose of prorationally
sharing in the shut-in well. Notwithstanding the provistons of
this section to the contrary, this lease shall not be continued
after five years from the date thereof for any period of more
than ten years by the payment of said annual royalty unless, for

- good cause shown, the Commissioner of Public Lands, in his

discretion, grants such a continuance.

Development Form.

LC 028446(a).
July 1, 1999.

Unrecorded; however, it is unnecessary to record this lease in
the county records.

United States of America.
Burlington Resources Oil & Gas Company.

T-17-S, R-28-E. NM.P.M. ‘

Section 5: Lots 1, 2, 3, S/2 NE/4, SE/4 NW/4, E/2 SW/4,
SE/4

Section 8: N/2 N/2

Eddy County, New Mexico, containing 639.36 acres, more or
less.

Twenty (20) years from date.

Delay rentals in the sum of $2.00 per acre are payable to the
proper office of Lessor in advance of each lease year.

12.5% of production removed or sold from the leased
premises, computed in accordance with federal regulations.

Minimum royalty in lieu of rental of not less than the rental
which otherwise would be required for that lease year shall be
payable at the end of each lease year beginning on or after a
discovery in paying quantities.

Form 3100-11b (October 1992) (Renewal).

All or a portion of the lease is located in a potential cave or
karst occurrence area. Within this area, caves or karst
features such as sink holes, passages and large rooms may be
encountered from the surface to a depth of as much as 2,000
feet, within surface areas ranging from a few acres to
hundreds of acres. Due to the sensitive nature of the cave or
karst systems of this area, special protective measures may be
developed during environmental analyses and be required as
part of approvals for drilling or other operations on this lease.

..
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These measures could include changes in drilling operations;
special casing and cementing programs; modifications in
surface activities; or other reasonable measures to mitigate
impacts to cave or karst values. These measures may be
imposed in accordance with 43 CFR 3101.1-2;
43 CFR 3162.5-1; Onshore Oil and Gas Order No. 1; and
Section 6 of the lease terms. -

ASSIGNMENTS
Lease No. 1:
1. By Assignment of Oil and Gas Lease dated October 3, 1934, approved December 28,

1934, unrecorded in the county records, Van Thompson and wife, Betty Thompson, assigned all of
their interest in Lease No. 1, insofar as it covers the S/2 NE/4 of Section 8, among other land, to
Pecos Valley Production Company.

2. By instrument dated March 31, 1938, recorded in Book 16, page 35, Miscellaneous
Records, Pecos Valley Production Company was merged into New Mexico Eastern Gas Company.

3. By instrument dated August 19, 1943, recorded in Book 280, page 428, Eddy County
Records, New Mexico Eastern Gas Company was merged into Texas Southwestern Gas Company
and Texas Southwestern Gas Company changed its name to Southern Union Gas Company.

4, By Assignment of Oil and Gas Lease dated May 31, 1946, approved June 28, 1946,
unrecorded in the county records, Southern Union Gas Company assigned all of its interest in Lease
No. 1, insofar as it covers the S/2 NE/4 of Section 8, among other land, to Delhi Oil Corporation.

5. By instrument dated December 6, 1954, recorded in the Offices of the Commissioner
of Public Lands in Miscellaneous Book 1, Instrument 4138, Delhi Oil Corporation changed its name
to Delhi-Taylor Oil Corporation.

6. By Assignment of Oil and Gas Lease dated September 1, 1964, approved September
22, 1964, Delhi-Taylor Oil Corporation assigned all of its interest in Lease No. 1, insofar as it covers
the S/2 NE/4 of Section 8, among other land, to Tenneco Oil Company and Continental Oil
Company. This assignment has not been filed for record in Eddy County, New Mexico; however,
by Conveyance of Oil and Gas Properties dated September 1, 1964, recorded in Book 146, page 294,
Oil and Gas Records, Delhi-Taylor Oil Corporation assigned all of its interest in Lease No. 1, insofar
as it covers the S/2 NE/4 of Section 8, among other land, to Tenneco Oil Company and Continental
Oil Company. ‘

, 7. By instrument dated May 8, 1979, recorded in Book 153, page 1008, Eddy County
Records, and in the Offices of the Commissioner of Public Lands in Miscellaneous Book 2,
Instrument 2491, Continental Oil Company changed its name to Conoco Inc.

8. By Assignment of Oil and Gas Lease dated December 8, 1988, approved October 10,
1989, unrecorded.in the county records, Tenneco Oil Company and Conoco Inc. assigned all of their
interest in the record title to Lease No. 1, insofar as it covers the S/2 NE/4 of Section 8, among other
land, to TOC-Gulf Coast, Inc. and Conoco Inc.

9. By Conveyance dated November 3, 1988, recorded in Book 33, page 651, Eddy
County Records, Tenneco Oil Company assigned all of its interest in the operating rightsin Lease No.
1, insofar as it covers the S/2 NE/4 of Section 8, among other land, to TOC-Gulf Coast, Inc.

10. By Assignment of Oil and Gas Lease dated October 25, 1989, approved November
21, 1989, unrecorded in the county records, TOC-Guif Coast, Inc. and Conoco Inc. assigned all of
their interest in the record title to Lease No. 1, insofar as it covers the S/2 NE/4 of Section 8, among
other land, to Fina Oil and Chemical Company and Conoco Inc.
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11 By Assignment dated May 31, 1989, recorded in Book 52, page 104, Eddy County
Records, TOC-Gulf Coast, Inc. assigned all of its interest in the operating rights in Lease No. 1,
insofar as it covers the S/2 NE/4 of Section 8, among other land, to Fina Oil and Chemical Company.

12. By Term Assignment dated October 12, 1998, recorded in Book 333, page 168, Eddy
County Records, Conoco Inc. assigned all of its interest in the operating rights in Lease No. 1, insofar
as it covers the S/2 NE/4 of Section 8, among other land, to Chi Energy, Inc., for a term of two years
and as long thereafter as operations are conducted on the assigned premises with no cessation of
more than 90 consecutive days, reserving an overriding royalty interest equal to the difference
between total leasehold burdens of record and 25% of the oil, gas and other liquid and gaseous
hydrocarbons produced and saved from the assigned premises, subject to proportionate reduction.
Article IV of the assignment contains a broad indemnification in favor of Assignor and insurance
requirements with which Assignee must comply. Exhibit "B" attached to the assignment contains a
list of information which must be furnished to Assignor during operations conducted on the assigned
premises. In addition, Assignor's employees and authorized representatives shall have full access to
the assigned premises and all wells and Assignee's operations thereon, and may witness all tests and
surveys and the results thereof, and all operations conducted under the assignment, at Assignor's risk
and expense. Assignor also reserves a right of reassignment prior to abandonment and a call on
production.

If, within the primary term, Assignee has drilled and completed a well or wells capable of
producing oil or gas in paying quantities on the assigned premises or lands pooled therewith, or if
Assignee is engaged in actual drilling operations at the expiration of the primary term, which result
in completion as a producer or abandonment as a dry hole, Assignee shall have the option to conduct
a continuous development program on the assigned premises. If Assignee elects to conduct such a
program, Assignee shall then commence the drilling of a well at a location of its choice on the
assigned premises or lands pooled therewith within 120 days of the expiration of the primary term
or 120 days from the completion or abandonment of any well or wells drilled over the expiration of
the primary term, whichever is later. Thereafter, not more than 120 days shall elapse between
completion of one well and the commencement of actual drilling operations on the next succeeding
well. Completion is defined as the date of drilling rig release. Upon the expiration of the primary
term or the continuous development program, whichever is later, the assignment shall terminate
except as to that portion of the assigned premises included within the proration or pooled unit for
each well producing or capable of producing oil or gas in paying quantities as to those depths from
the surface down to a depth of 100 feet below the deepest perforation of each well. This assignment
covers only oil, gas and other liquid and gaseous hydrocarbons, sulphur and hydrogen sulphide. No
assignment of the assigned premises shall be made by Assignee unless it is made expressly subject to
this assignment and unless the subsequent assignee assumes all of the obligations of this assignment;
and no assignment of the assigned premises shall be valid until Assignor is furnished with a certified
copy of the recorded instrument or order of a competent court evidencing the transfer of ownership.

Lease No. 2:

1. By Assignment of Oil and Gas Lease dated January 6, 1997, recorded in Book 270,
page 672, Eddy County Records, Yates Petroleum Corporation assigned an undivided 30% of the
operating rights in Lease No. 2 to Yates Drilling Company, ABO Petroleum Corporation and MYCO
Industries, Inc., in equal shares.

Lease No. 3:

1. By Quitclaim dated December 22, 1923, recorded in Book 54, page 106, Deed
Records, Alfred M. Vandagriff assigned an undivided 1/2 interest in Permit RO 051645, insofar as it
covers the N/2 N/2 of Section 8, among other land, to J. W: Adamson. This instrument was not filed
with the Bureau of Land Management.

2. By Assignment of Prospecting Permit dated December 13, 1924, approved by the
Bureau of Land Management, unrecorded in the county records, Alfred M. Vandagriff assigned all

of his interest in Permit RO 051645, insofar as it covers the N/2 N/2 of Section 8, among other land,
to C. T. Smith and Sam M. Dils, reserving an overriding royalty interest equal to 7.5% of production.
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3. By Assignment dated March 14, 1925, recorded in Book 5, page 136, Oil and Gas
Records, Alfred M. Vandagriff assigned an undivided 1/4 of the overriding royalty interest reserved
in Assignment No. 2 (1.875% of production) to Charlie Keys. This instrument was not filed with the
Bureau of Land Management.

4. By Agreement dated March 13, 1925, recorded in Book 10, page 139, Miscellaneous
Records, Charlie keys assigned all of his overriding royalty interest in captioned land to Louis J. Root.

5. By Assignment of Prospecting Permit dated March 21, 1925, approved by the Bureau
of Land Management, unrecorded in the county records, C. T. Smith and wife, Nina E. Smith, and
Sam M. Dils, a single man, assigned all of their interest in Permit RO 051645, insofar as it covers the
N/2 N/2 of Section 8, among other land, to New-Mex Oil Company.

6. By Assignment dated July 15, 1925, recorded in Book 5, page 137, Oil and Gas
Records, Alfred M. Vandagriffassigned an overriding royalty interest equal to 1% of production from
the N/2 N/2 of Section 8, among other land, to Louis J. Root.

7. By Assignment of Prospecting Permit dated September 25, 1926, approved by the
Bureau of Land Management, unrecorded in the county records, New-Mex Oil Company assigned
all of its interest in Permit RO 051645, insofar as it covers the N/2 N/2 of Section 8, among other
land, to Mary H. Burkett. Lease No. 3 was initially issued to Mary H. Burkett on July 25, 1929, for
a period of 20 years, with the right to renew the lease for successive 10-year periods.

8. By Contract dated August 4, 1927, recorded in Book 4, page 501, Oil and Gas
Records, Alfred M. Vandagriff and wife, Nellie Vandagriff, assigned an overriding royalty interest
equal to 85% of 1% of production from the N/2 N/2 of Section 8, among other land, to W. F.
Lindsey. This assignment was not filed with the Bureau of Land Management.

9. By Assignment dated May 15, 1928, recorded in Book 4, page 502, Oil and Gas
Records, W. F. Lindsey and wife, Nora Lindsey, assigned an overriding royalty interest equal to 85%
of 1% of production from the N/2 N/2 of Section 8, among other land, to H. V. Craig. This
assignment was not filed with the Bureau of Land Management.

10. By Assignment dated October 11, 1928, recorded in Book 4, page 560, Oil and Gas
Records, J. W. Adamson assigned an undivided 1/4 of the overriding royalty interest reserved in
Assignment No. 2 (1.875% of production) to Myrtle N. Adamson. This assignment was not filed
with the Bureau of Land Management.

11. By Assignment dated August 30, 1928, recorded in Book 4, page 611, Oil and Gas
Records, H. V. Craig and wife, Dora Craig, assigned an overriding royalty interest equal to 42.5%
of 1% of production from the N/2 N/2 of Section 8, among other land, to W. H. Davis. This
assignment was not filed with the Bureau of Land Management.

12. By Assignment of Royalty dated April 30, 1929, recorded in Book 5, page 82, Oil and
Gas Records, Alfred M. Vandagriff and wife, Nellie Vandagriff, assigned an overriding royalty
interest equal to 2.5% of 1% of production from the N/2 N/2 of Section 8, among other land, to
H. V. Craig. This assignment was not filed with the Bureau of Land Management.

13. By Royalty Assignment dated November 13, 1930, recorded in Book 6, page 230, Oil
and Gas Records, Louis J. Root, by William T. Pheiffer, his Attorney-in-Fact, assigned an overriding
royalty interest equal to 2.875% of production from the N/2 N/2 of Section 8, among other land, to
Bison Royalty Company.

14. By Assignment of Prospecting Permit dated April 23, 1931, approved November 11,
1933, recorded in Book 7, page 317, Oil and Gas Records, Mary H. Burkett and husband, Joe
Burkett, assigned all of their interest in Lease No. 3 to Pecos Valley Gas Company.

15. By Assignment dated December 15, 1931, recorded in Book 7, page 227, Oil and Gas
Records, H. V. Craig and wife, Dora Craig, assigned an overriding royalty interest equal to 1/5 of
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1% of production from the N/2 N/2 of Section 8,.among other land, to G. G. Towles. This
assignment was not filed with the Bureau of Land Management.

16. By Assignment dated September 29, 1932, recorded in Book 13, page 554,
Miscellaneous Records, H. V. Craig and wife, Dora Craig, assigned an overriding royalty interest
equal to 1/4 of 1% of production from the N/2 N/2 of Section 8, among other land, to Howard P.
Lowe. This assignment was not filed with Bureau of Land Management.

17. By Assignment dated September 19, 1934, recorded in Book 14, page 448,
Miscellaneous Records, G. G. Towles assigned an overriding royalty interest equal to 1/5 of 1% of
production from the N/2 N/2 of Section 8, among other land, to Roland McLean. This assignment
was not filed with Bureau of Land Management.

18.  ByRoyalty Assignment dated June 30, 1936, recorded in Book 9, page 6, Oil and Gas
Records, Bison Royalty Company assigned an overriding royalty interest equal to 2.875% of
production from the N/2 N/2 of Section 8, among other land, to Clara E. Root.

19.  ByRoyalty Assignmeht dated September 14, 1936, unrecorded in the county records,
Clara E. Root assigned an overriding royalty interest equal to 2.875% of production from the N/2
N/2 of Section 8, among other land, to Louis J. Root.

20. By instrument dated March 31, 1938, recorded in Book 16, page 35, Miscellaneous
Records, Pecos Valley Production Company, successor to Pecos Valley Gas Company, was merged
into New Mexico Eastern Gas Company. . ’

21. By Assignment dated July 10, 1943, approved March 25, 1944, New Mexico Eastern
Gas Company assigned all of its interest in Lease No. 3 to Southern Union Gas Company. This
assignment evidences the merger of New Mexico Eastern Gas Company into Texas Southwestern
Gas Company, with a change of name to Southern Union Gas Company. This merger/name change
is evidenced by instrument dated August 19, 1943, recorded in Book 280, page 428, Eddy County
Records.

22. By Operating Agreement on United States Oil and Gas Lease dated November 30,
1953, approved April 7, 1954, unrecorded in the county records, Southern Union Gas Company
assigned an undivided 2/5 of the operating rights in Lease No. 3, insofar as it covers the N/2 N/2 of
Section 8, among other land, at depths below 1,100 feet above sea level, to Aztec Oil & Gas
Company. :

23. By Assignment of Royalty dated October 3, 1955, unrecorded in the county records,
Louis J. Root, a single man, assigned an overriding royalty interest equal to 1.375% of production
from the N/2 N/2 of Section 8, among other land, to L. Jay Root, as his separate property.

24.  LouisJ. Root died September 25, 1957, and his Will was admitted to probate in Cause
No. 2352 in the Probate Court of Eddy County, New Mexico. Under the terms of his Will, all of his
overriding royalty interest in captioned land passed to his son, L. Jay Root.

25. By Assignment of Record Title dated November 24, 1959, approved January 1, 1960,
unrecorded in the county records, Southern Union Gas Company assigned all of its interest in Lease
No. 3 to Southern Union Production Company.

26. By Assignment of Operating Rights dated February 14, 1964, approved May 15, 1964,
unrecorded in the county records, Southern Union Production Company and Aztec Oil & Gas
Company assigned an undivided 50% interest in the operating rights in Lease No. 3, insofar as it
covers the N/2 NW/4 of Section 8, among other land, at depths below 3,000 feet beneath the surface,
to Pacific Natural Gas Exploration Company. This assignment contains a right of reassignment prior
to abandonment in favor of Assignors, and is made subject to the terms of a Farmout Agreement
dated January 24, 1963, supplemented by instrument dated October 30, 1963, between the parties.

27. By Assignment of Operating Rights dated July 2, 1969, recorded in Book 70, page
815, Miscellaneous Records, Southern Union Production Company and Aztec Oil & Gas Company
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assigned an undivided 1/2 of the operating rights in Lease No. 3, insofar as it covers the N/2 NE/4
of Section 8, at depths below 3,000 feet beneath the surface, to the parties listed below in the
proportions set forth opposite their names:

Stetco '68, Ltd. ... . 7/8
Todd W, JOhNSON . . . . . 1/8

This assignment was not filed with the Bureau of Land Management.

28. By Assignment of Operating Rights dated July 2, 1969, recorded in Book 70, page
825, Miscellaneous Records, Southern Union Production Company, Pacific Natural Gas Exploration
Company and Aztec Oil & Gas Company assigned an undivided 1/2 of the operating rights in Lease
No. 3, insofar as it covers the N/2 NW/4 of Section 8, at depths below 3,000 feet beneath the surface,
to the parties listed below in the proportions set forth opposite their names:

Stetco '68, Ltd. . ... 7/8
Todd W. Johnson . . ... . 1/8

This assignment was not filed with the Bureau of Land Management.

29. By Assignment of Oil and Gas Leases dated June 30, 1970, recorded in Book 75, page
114, Miscellaneous Records, Stetco '68, Ltd. assigned all of its interest in Lease No. 3 to the parties
listed below in the percentages set forth opposite their names:

This assignment was filed with the Bureau of Land Management but was never approved.

30. Todd W. Johnson died in 1972 and his Will was admitted to probate in Cause No.
3510 in the Probate Court of Lea County, New Mexico. Notice of the probate proceedings for his
estate, filed in Book 43, page 237, Sundry Probate Records, indicate that June Johnson is the
Personal Representative of the Estate of Todd W. Johnson. Copies of the probate proceedings for
the Estate of Todd W. Johnson were not filed with the Bureau of Land Management.

, 31. By General Indenture of Conveyance, Transfer and Assignment dated December 31,
1971, recorded in Book 210, page 722, Deed Records, rerecorded in Book 89, page 676, Eddy
County Records, Atapaz Petroleum, Inc. assigned all of its assets to Wainoco Oil, Ltd. A counterpart
of this assignment was filed with the Bureau of Land Management but was never approved.

32. By General Indenture of Conveyance, Transfer and Assignment dated December 31,
1971, recorded in Book 210, page 729, Deed Records, rerecorded in Book 89, page 670, Eddy
County Records, Wainoco Oil, Ltd. assigned all of its assets to Wainoco, Inc. A counterpart of this
assignment was filed with the Bureau of Land Management but was never approved.

33. By instrument dated June 26, 1972, unrecorded in the county records, Pennzoil
United, Inc. changed its name to Pennzoil Company.

34, By instrument dated April 17, 1973, unrecorded in the county records, Pacific Natural
Gas Exploration Company changed its name to Pacific Lighting Exploration Company.

35. By instrument dated December 8, 1976, recorded in Book 170, page 246,
Miscellaneous Records, rerecorded in Book 249, page 1043, Miscellaneous Records, and Book 89,
page 684, Eddy County Records, Wainoco, Inc. changed its name to Wainoco Oil & Gas Company.
Ewvidence of this name change was not filed with the Bureau of Land Management.

36. By instrument dated May 24, 1978, unrecorded in the county records, Aztec Oil &
Gas Company was merged into Southland Royalty Company. This merger is evidenced in the county
records by General Conveyance dated December 31, 1977 recorded in Book 233, page 533, Deed
Records,
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37. By instrument dated December 27, 1978, unrecorded in the county records, Southern
Union Production Company changed its name to Supron Energy Corporation,

38. L. Jay Root died November 27, 1981, and probate proceedings for his estate were
conducted in Cause No. 81-52 in the District Court of Bernalillo County, New Mexico. By
Assignment of Overriding Royalty Interest dated July 19, 1985, Helen A. Root, sole heir and
successor to L. Jay Root, assigned an overriding royalty interest equal to 2.875% of production from
the N/2 N/2 of Section §, among other land, to First Interstate Bank of Albuquerque, Trustee of the
L. Jay Root Royalty Revocable Trust. A counterpart to this conveyance, executed by Helen A. Root,
Personal Representative of the Estate of L. Jay Root, is dated April 28, 1983, recorded in Book 225,
page 308, Miscellaneous Records.

39. By instrument dated April 28, 1982, recorded in Book 211, page 790, Miscellaneous
Records, Supron Energy Corporation was merged into Union Texas Exploration Corporation.

40. By Instrument of Conveyance dated April 29, 1982, recorded in Book 211, page 893,
Miscellaneous Records, Union Texas Exploration Corporation assigned an undivided 1/2 of its
interest in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to Florida
Exploration Company. This assignment was not filed with the Bureau of Land Management.

41. By Assignment of Record Title dated April 29, 1982, approved July 1, 1982,
unrecorded in the county records, Union Texas Exploration Corporation assigned all of its interest
in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to Unicon Producing
Company.

42. By Transfer of Operating Rights dated October 20, 1988, approved November 1,

1988, Pennzoil Company assigned an undivided 27.34375% interest in the operating rights in Lease
No. 3, insofar as it covers the N/2 NE/4 of Section 8, among other land, to Pennzoil Exploration and
Production Company. This assignment has not been filed for record in Eddy County, New Mexico;
however, by Deed, Assignment and Conveyance dated March 31, 1988, recorded in Book 21, page
680, Eddy County Records, Pennzoil Company assigned all of its interest in oil and gas leases
covering lands situated in the State of New Mexico to Pennzoil Exploration-and Production
Company.

43. By Assignment of Record Title dated June 14, 1990, approved September 1, 1990,
and by Transfer of Operating Rights dated July 22, 1993, approved April 1, 1994, Unicon Producing
Company assigned all of its interest in Lease No. 3, insofar as it covers the N/2 N/2.of Section 8,
among other land, to Meridian Oil Production Inc. This assignment has not been filed for record in
Eddy County, New Mexico; however, by Assignment, Bill of Sale and Conveyance dated June 19,
1990, recorded in Book 71, page 499, Eddy County Records, Unicon Producing Company assigned
all of its interest in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to
Meridian Oil Production Inc. This assignment is made subject to the terms of an Agreement for
Purchase and Sale dated May 24, 1990, between the parties.

44. By instrument dated July 31, 1990, recorded in Book 165, page 398, Eddy County
Records, Florida Exploration Company was merged into KMI Continental Exploration Company;
KMI Continental Exploration Company changed its name to Florida Exploration Company; Florida
Exploration Company changed its name to Enron Producing Company and Enron Producing
Company was merged into Enron Oil & Gas Company.

45. By Transfer of Operating Rights dated September 18, 1991, approved October 1,
1991, recorded in Book 106, page 955, Eddy County Records, Pacific Enterprises Oil Company
(Netherlands) assigned an undivided 25% interest in the operating rights in Lease No. 3, insofar as
it covers the N/2 NW/4 of Section 8, among other land, to Pacific Enterprises Oil Company (USA).

46. By Transfer of Operating Rights dated January 4, 1993, approved March 1, 1993,
Pacific Enterprises Oil Company (USA) assigned an undivided 25% interest in the operating rights
in Lease No. 3, insofar as it covers the N/2 NW/4 of Section 8, among other land, to Hunt Oil
Company. This assignment has not been filed for record in Eddy County, New Mexico; however,
by Assignment, Conveyance and Bill of Sale dated April 1, 1992, recorded in Book 147, page 572,
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Eddy County Records, corrected by instrument dated June 29, 1995, recorded in Book 228, page
930, Eddy County Records, Pacific Enterprises Oil Company (USA) assigned all of its interest in
Lease No. 3 to Hunt Oil Company.

47. By Assignment and Bill of Sale dated June 15, 1995, recorded inBook 222, page 173,
Eddy County Records, Wainoco Oil & Gas Company assigned all of its interest in Lease No. 3 to
Bright Hawk/Burkard Venture, subject to the terms of an Asset Purchase Agreement dated April 11,
1995, between the parties. This assignment was not filed with the Bureau of Land Management.

48. By Assignment and Bill of Sale dated June 15, 1995, recorded in Book 222, page 186,
Eddy County Records, Bright Hawk/Burkard Venture assigned an undivided 45% of its interest in
Lease No. 3 to Ayco Energy, L.L.C. This assignment is made subject to the Asset Purchase
Agreement described in Assignment No. 47, above, and an Agreement dated April 24, 1995, between
the parties. This assignment was not filed with the Bureau of Land Management.

49, By instrument dated December 29, 1995, recorded in Book 239, page 1059, Eddy
County Records, Southland Royalty Company and Meridian Oil Production Inc. were merged into
Meridian Oil Inc.

50. By instrument dated July 10, 1996, recorded in Book 256, page 551, Eddy County
Records, Meridian Oil Inc. changed its name to Burlington Resources Oil & Gas Company.

51. By Transfer of Operating Rights dated June 1, 1998, approved July 1, 1998,
Burlington Resources Oil & Gas Company assigned an undivided 25% interest in the operating rights
in Lease No. 3, insofar as it covers the N/2 NW/4 of Section 8, and an undivided 50% interest in the
operating rights in Lease No. 3, insofar as it covers the N/2 NE/4 of Section 8, to the parties listed
below in the percentages set forth opposite their names:

Yates Petroleum Corporation .. ... 70%
ABO Petroleum Corporation .. ...... ...ttt 10%
MYCO Industries, InC. . ... . 10%
Yates Drilling Company .. ... ... ...ttt 10%

This assignment has not been filed for record in Eddy County, New Mexico; however, by Assignment
and Conveyance of Oil and Gas Leases dated May 29, 1998, recorded in Book 322, page 874, Eddy
County Records, Burlington Resources Oil & Gas Company assigned all of its interest in Lease No.
3, insofar as it covers the N/2 N/2 of Section 8, among other land, to the parties listed above in the
percentages set forth opposite their names, subject to the terms of an Exchange Agreement dated
May 7, 1998, between the parties.

52. By Term Assignment of Oil and Gas Leases dated July 10, 1998, effective July 1,
1998, recorded in Book 326, page 131, Eddy County Records, amended by instrument dated January
7, 1999, recorded in Book 341, page 302, Eddy County Records, Hunt Oil Company assigned all of
its interest in Lease No. 3, insofar as it covers the N/2 NW/4 of Section 8, among other land, to Chi
Energy, Inc., for a term of 18 months from the effective date or until the date the leases expire,
whichever occurs first, and as long thereafter as oil or gas is produced from the assigned premises,
reserving an overriding royalty interest equal to the difference between 25% and existing burdens,
subject to proportionate reduction and subject to pooling by Assignee. At the later of 90 days after
the expiration of the primary term or the conclusion of the continuous development program, defined
below, the assignment shall terminate as to all depths and lands not included within a well tract. A
well tract shall consist of an area surrounding each well drilled by Assignee which is capable of
producing oil or gas, not to exceed 40 acres for each oil well or 160 acres for each gas well, and
depths from the applicable top depth assigned herein down to and including 100 feet below the total
depth of the applicable well. A continuous development program shall consist of a period during
which Assignee conducts operations for the drilling of a well on the assigned premises or lands pooled
therewith with no lapse of more than 120 days between the completion or plugging and abandoning
of one well and the commencement of operations on the next succeeding well, and with operations
for drilling on each well being conducted with no cessation of more than 120 consecutive days.
Completion shall be deemed to be the date on which an oil well completion report or gas well
completion report is timely filed by Assignee in conformance with the rules of the appropriate state
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regulatory authority. Commencement of operations shall be deemed to have occurred when a well
is staked. Upon the expiration of the primary term or the conclusion of the continuous development
program, whichever is later, each well tract shall be treated as though it is under a separate lease and
shall be maintained in force individually in the same manner as the applicable underlying leases are
maintained.

This assignment also contains a broad indemnification in favor of Assignor. No assignment
or farmout shall be made by Assignee of any interest under the assignment without the prior written
consent of Assignor. Assignor shall have access to the well and well records at all reasonable times
and shall be furnished with a copy of the drilling permit, any completion or plugging report, reports
of daily drilling progress and the results of all tests and logs, as well as the information listed in
Exhibit "C" attached to the Assignment. This assignment was not filed with the Bureau of Land
Management.

53. By Amended Term Assignment dated October 22, 1998, effective September 1, 1998,
recorded in Book 336, page 1093, Eddy County Records, Bright Hawk/Burkard Venture assigned
all of its interest in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to
Chi Energy, Inc., for a term of 18 months and so long thereafter as oil or gas are produced in paying
quantities, reserving an overriding royalty interest equal to 21.5% of production, less existing
burdens, subject to proportionate reduction and subject to pooling by Assignee. If within the primary
term, Assignee has drilled and completed a well or wells capable of producing oil or gas in paying
quantities on the assigned premises or lands pooled therewith, or Assignee is engaged in actual
drilling operations at the expiration of the primary term which result in completion as a producer or
abandonment as a dry hole, Assignee shall have the option to conduct a continuous development
program on the assigned premises. If Assignee elects to conduct such a program, Assignee shall then
commence the drilling of a well at a location of Assignee's choice within 120 days of the expiration
of the primary term or 120 days from completion or abandonment of any well or wells drilled
subsequent to the expiration of the primary term. Thereafter, not more than 120 days shall elapse
between the completion of one well and the commencement of actual drilling operations on the next
succeeding well. Unused time between wells shall be cumulative and credited to Assignee. Upon
expiration of the primary term or the continuous development program, whichever is later, the
assignment shall terminate except as to that portion of the assigned premises included within the
proration or pooled unit for each well drilled under the assignment and producing or capable of
producing oil or gas in paying quantities, and as to those depths under said proration or pooled unit
from the surface down to a depth of 100 feet below the deepest producing perforation in each well.
This assignment contains a broad indemnification in favor of Assignor. Also, Assignor shall at all
times have full and unrestricted access to each well drilled under the assignment, and all drilling,
testing, coring, logging and completion records, reports and interpretations. Assignor shall also
receive daily drilling reports on all wells drilled under the terms of the assignment. This assignment
is made in lieu of a Term Assignment dated September 1, 1998, between the parties, which apparently
was never recorded. This assignment is also made subject to the terms of a Letter Agreement dated
July 30, 1998, between the partles Thns assngnment has not been: ﬂled wnth the Bureau of Land
tManagement WL v by T ,

54, 'By Amended Term Assignment dated Octob’er 23, 1998, effective September 1, 1998,
recorded in Book 336, page 1099, Eddy County Records, Ayco Energy, L.L.C. assigned all of its
interest in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to Chi
Energy, Inc. This assignment is on the same form and contains the same terms and provisions as
Assignment No. 53. This assignment has not been filed with Bureau of Land Management.

55. By Term Assignment dated April 5, 1999, effective April 1, 1999, recorded in Book
348, page 845, Eddy County Records, Pennzenergy Exploration and Production, L.L.C. assigned
all of its interest in Lease No. 3, insofar as it covers the N/2 N/2 of Section 8, among other land, to
Chi Energy, Inc. This assignment is on the same form and contains the same terms and provisions
as Assignment No. 53. This assignment has not been filed with the Bureau of Land Management.
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LETTER AGREEMENT

The interests owned by Chi Energy, Inc. and Manix Energy, LLC in captioned fand are subject
to the terms of a Letter Agreement dated September 1, 1998, between Fina Oil and Chemical
Company and Chi Energy, Inc., in which the parties agree to create a three (3) section working
interest unit consisting of Sections 4, 8 and 9, T-17-S, R-28-E, NM.P.M., Eddy County, New
Mexico, at depths below 3,000 feet beneath the surface. Fina will contribute its leasehold acreage
in the contract area and will be entitled to a 12.5% working interest in the contract area,
proportionately reduced to the interest owned by or acquired by Chi, on a proration unit basis. The
parties agree to enter into a mutually acceptable operating agreement.

OPERATING AGREEMENT

The interests owned by Chi Energy, Inc. and Manix Energy, LLC in the oil and gas leasehold
estate in captioned land are subject to the terms of an Operating Agreement dated January 15, 1999,
between Chi Operating, Inc., as Operator, and Chi Energy, Inc., Southwestern Energy Production
Company, Fina Oil and Chemical Company and Murchison Oil & Gas, Inc., as Non-Operators,
covering captioned land, among other land. The agreement is prepared on AAPL Form 610-1982.
The preferential right to purchase provision has been stricken from the agreement, and the agreement
provides for a 100%/300% nonconsent penalty for parties which elect not to consent to subsequent
operations. The agreement also contains other additions and deletions, with which we presume you
are familiar. It is our understanding that the Operating Agreement has not yet been executed by
Manix Energy, LLC or its predecessor, Fina Oil and Chemical Company.

PATENT INFORMATION

Captioned land apparently has not been patented by the State of New Mexico or the United
States of America.

EASEMENTS

This opinion does not cover surface easements; however, we note for your information the
existence of the following instruments covering the surface of captioned land:

(a) Grazmg Lease GR-124, in favor of Bogle Ltd. Co., expiring October 1, 2001,
covermg the S/2 N/2 of Section 8,;

b) Right-of-Way R/W 19631, in favor of El Paso Natural Gas Company, dated April 19,
‘ 1978 covermg the SW/4 NE/4 and S/2 NW/4 of Sectlon 8; and

(c) 4 nght of- Way R/W24645 2 in favor of GPM Gas Corporatlon expmng August 28,
2027, covering the S/2 NE/4 of Section 8.

ENCUMBRANCES
None,

TAXES

Ad valorem taxes are not assessed against lands owned by the State of New Mexico and the
United States of America.
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TITLE REQUIREMENTS

1.

We direct your attention to the fact that the primary term of Lease No. 1 has expired. We
note also the necessity of paying annual rentals to maintain Lease Nos. 1 and 2 in effect, regardless
of whether drilling operations are conducted on or production is obtained from the leased premises.

REQUIREMENTS: (a) You must satisfy yourself that Lease No. 1 has
been maintained beyond the expiration of its primary term by drilling or development
operations or continuous production in commercial quantities from the lands covered

thereby or lands pooled therewith.

(b) Advisory with regard to the necessity of paying
annual rentals to maintain Lease Nos. 1 and 2 in effect.

2.

Assignment Nos. 19, 22, 23, 25, 26, 33, 34,37 and 41 of Lease No. 3 have not been filed for
record in Eddy County, New Mexico.

REQUIREMENT: Assignment Nos. 19, 22, 23,25, 26, 33, 34,37 and 41
of Lease No. 3 should be filed for record in Eddy County, New Mexico.

3.

Assignment Nos. 3, 8, 9, 10, 11, 12, 15, 16 and 17 of Lease No. 3, all assignments of
overriding royalty interests, have not been filed with the Bureau of Land Management as required
by federal regulations. ‘

REQUIREMENT:  Assignment Nos. 3, 8,9, 10, 11, 12, 15, 16 and 17 of
Lease No. 3 should be filed with the Bureau of Land Management as required by

federal regulations.

4.

Assignment Nos. 27, 28, 29, 30, 31, 32, 35, 40, 47, 48, 52, 53, 54 and 55 of Lease No. 3 have
not been filed with the Bureau of Land Management for approval as required by federal regulations.
We note that Assignment Nos. 29, 31 and 32 were previously filed with the Bureau of Land
Management, but were never approved because the prior instruments in the chain of title to these
interests had not been filed with the Bureau of Land Management. :

';_I{Eg“zUIREMENT ﬁounterpartsuto Asslgnment Nos 27“28 29, 30 31,

‘We have credited an undivided 6.25% interest in Lease No. 3 to the Heirs or Devisees of

Todd W. Johnson. We have examined a notice of probate for his estate which indicates that he died

- in 1972 and that his Will was admitted to probate in Cause No..3510 in the Probate Court of Lea

County, New Mexico. However, we have not examined a copy of his Will or the Order admitting

it to probate, and we are unable to determine for certain the manner in which his interest in captioned
land passed upon his death.

REQUIREMENT:  Submit for examination a copy of the Will of Todd W.
Johnson and the Order admitting it to probate in Cause No. 3510 in the Probate Court
of Lea County, New Mexico.
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6.

Assignment No. 55 of Lease No. 3 is executed by Pennzenergy Exploration and Production,
L.L.C. The records reflect that the interest covered by this assignment is owned by Pennzoil
Exploration and Production Company. We have not been furnished the instrument or instruments
whereby Pennzenergy Exploration and Production, L.L.C. acquired this interest from Pennzoil
Exploration and Production Company.

REQUIREMENT:  Submit for examination the instrument or instruments
whereby Pennzenergy Exploration and Production, L.L.C. acquired the interest in
captioned land owned of record by Pennzoil Exploration and Production Company.

7.

The counterpart of Assignment No. 42 of Lease No. 3 filed with the Bureau of Land
Management purports to cover the N/2 NE/4 of Section 8. The counterpart of Assignment No. 42
of Lease No. 3 filed for record in Eddy County, New Mexico reflects that it was the intent of
Pennzoil Company to assign all of its interests in the State of New Mexico to Pennzoil Exploration
and Production Company. At the time Assignment No. 42 of Lease No. 3 was executed, Pennzoil
Company owned an interest in the entire N/2 N/2 of Section 8.

REQUIREMENT:  The counterpart of Assignment No. 42 of Lease No.
3 filed with the Bureau of Land Management should be corrected to cover the entire
N/2 N/2 of Section 8 rather than only the N/2 NE/4 of Section 8.

8.

Assignment No. 45 of Lease No. 3 is executed by Pacific Enterprises Oil Company
(Netherlands). At the time this assignment was executed, the interest covered by the assignment was
owned of record by Pacific Lighting Exploration Company. We have not been furnished the
instrument or instruments whereby Pacific Enterprises Oil Company (Netherlands) acquired this
interest from Pacific Lighting Exploration Company.

REQUIREMENT:  Submit for examination the instrument or instruments
whereby Pacific Enterprises Oil Company (Netherlands) acquired the interest in
captioned land previously owned by Pacific Lighting Exploration Company.

9.

We have examined a Letter in Lieu of Transfer Order dated April 27, 1999, from Fina Qil and
Chemical Company to Chi Energy, Inc., reflecting that all of Fina's interests in the State of New
Mexico have been conveyed to Manix Energy, LLC. We have credited the interest owned of record
by Fina Oil and Chemical Company in captioned land to Manix Energy, LLC; however we have not
examined.any: assngnments ewdencmg this. conveyance.

REOUIREMENT: Submit for examination the instrument or instruments
whereby Manix Energy, LLC acquired all of the interest owned by Fina Oil and
Chemical Company in captioned land.

10.

Certain of the Assignments analyzed above are made subject to the terms and provisions of
the agreements described below, copies of which have not been furnished for our examination:

(a) Farmout Agreement dated January 24, 1963, supplemented by instrument dated
October 30, 1963, between Southern Union Production Company, Aztec Oil & Gas
Company and Pacific Natural Gas Exploration Company;

(b)  Agreement for Purchase and Sale dated May 24, 1990, between Unicon Producing

Company and Meridian Oil Production Inc.;
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(c) Asset Purchase Agreement dated April 11, 1995, between Wainoco Oil and Gas
Company and Bright Hawk/Burkard Venture;

(d) Agreement dated April 24, 1995, between iBright Hawk/Burkard Venture and Ayco
Energy, LL.C,

(e) Exchange Agreement dated May 7, 1998, between Burlington Resources Oil & Gas
Company, Yates Petroleum Corporation, ABO Petroleum Corporation, MYCO
Industries, Inc. and Yates Drilling Company; and

() Letter Agreement dated July 30, 1998, between Bright Hawk/Burkard Venture, Ayco
Energy, L.L.C., Pennzenergy Exploration and Production, L.L.C. and Chi Energy,
Inc.

REQUIREMENT:  Submit for examination copies of the above-described
agreements or otherwise satisfy yourself as to their terms and provisions.

11.

Exhibit "A" attached to the Operating Agreement analyzed above creates a contract area
consisting of the E/2 of Section 8, among other land. Inasmuch as the proration unit for the proposed
well apparently will consist of the N/2 of Section 8, it will be necessary to amend Exhibit "A"
attached to the Operating Agreement to reflect a contract area consisting of the N/2 of Section 8.
It will also be necessary for the Operating Agreement to be executed by the remaining owners of
working interests in captioned land.

REQUIREMENTS: (a) Submit for examination an amendment to
Exhibit "A" attached to the Operating Agreement analyzed above, which creates a
contract area consisting of the N/2 of Section 8.

(b)  The Operating Agreement analyzed above
should be executed by all owners of a working interest in captioned land.

12.

By Assignment No. 51 of Lease No. 3, Burlington Resources Oil & Gas Company purported
to assign an undivided 25% interest in the operating rights in Lease No. 3, insofar as it covers the N/2
NW/4 of Section 8, and an undivided 50% interest in the operating rights in Lease No. 3, insofar as
it covers the N/2 NE/4 of Section 8, to Yates Petroleum Corporation, et al. At the time Assignment
No. 51 of Lease No. 3 was executed, Burlington Resources Oil & Gas Company owned an undivided
17.5% interest in the operating rights in Lease No. 3, insofar as it covers the N/2 NW/4 of Section
8, and an undivided 35% interest in Lease No. 3, insofar as it covers the N/2 NE/4 of Section 8. We
have credited Yates Petroleum Corporation, et al, with the interests we believe were owned by
Burlington Resources Oil & Gas Company at the time Assignment No. 51 of Lease No. 3 was
executed.

Also, as you are aware, Enron Oil & Gas Company has been unable to confirm its ownership
of an interest in the operating rights in Lease No. 3. We believe the confusion with respect to the
interests owned by Burlington Resources Oil & Gas Company and Enron Oil & Gas Company in the
oil and gas leasehold estate in captioned land is based upon the fact that many of the assignments of
Lease No. 3 either were not filed with the Bureau of Land Management or were not filed for record
in Eddy County, New Mexico. Our determination of the ownership of the leasehold estate under
Lease No. 3 is based upon the records of both the Bureau of Land Management and the County Clerk
of Eddy County, New Mexico. Ifany of the owners of the leasehold estate in Lease No. 3 are of the
opinion that the interest credited to them in this opinion is incorrect, we should be so advised and they
should be called upon to submit for examination the instrument or instruments under which they claim
ownership of an interest in Lease No. 3.

REQUIREMENTS: (a) Assignment No. 51 of Lease No. 3 should be
corrected so as to assign an undivided 17.5% interest in the operating rights in Lease
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No. 3, insofar as it covers the N/2 NW/4 of Section 8, and an undivided 35% interest
in the operating rights in Lease No. 3, insofar as it covers the N/2 NE/4 of Section 8.

(b) Advisory with regard to the apparent confusion
regarding the ownership of the oil and gas leasehold estate in Lease No. 3.

13.

We direct your attention to the stipulation contained in Lease No. 3 analyzed above, and the
numerous unusual provisions contained in the assignments analyzed above.

REQUIREMENT:  You should thoroughly familiarize yourself with all of
the terms and provisions of the oil and gas leases and assignments analyzed above and
be certain to conduct your operations on captioned land accordingly.

14.

In the event the proration unit for the proposed well consists of the N/2 of Section 8, it will
be necessary for a communitization agreement to be executed creating a communized area consisting
of the entire N/2 of Section 8.

REQUIREMENT:  Submit for examination an executed copy of the
communitization agreement which is executed in connection with the proposed well.

COMMENTS
This opinion cannot cover such matters as area, boundaries, location on the ground or other
matters which can be determined only by an actual ground survey. You should have the proposed
well staked by a competent surveyor to ensure that it is properly located on captioned land.
The abstracts furnished for examination are returned herewith.
Respectfully submitted,
TURNER & DAVIS

%/ s //‘/ N gt

Frank N. Cr@mer

FNC:Idf

G:ADOCS\TO99\chi003. wpd//50051.37




GERTE T
JAMES BRUCE rmmg e e
ATTORNEY AT LAW ol ’
POST OFFICE BOX 1056 o 0CT 31 2000
SANTA FE, NEW MEXICO 87504
3304 CAMINO LISA R Al e

HYDE PARK ESTATES
SANTA FE, NEW MEXICO 87501

(505) 982-2043
(505) 9822151 (FAX)

October 27, 2000

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Bureau of Land Managément
2909 West Second Street
Roswell, New Mexico 88202

Ladies and Gentlemen:

Enclosed is a copy of an application, filed by Chi Energy, Inc.
with the 0il Conservation Division, requesting administrative
approval of an uncrthodox well location for a Cisco well in the
SWYNEY of Section 8, Township 17 South, Range 28 East, NMPM, Eddy
County,. New Mexico,.

The S¥NEY of Section 8 is state land, while the NUNEY of Section 8
ig federal land (covered by Oil and Gas Lease LC 028446 (a)). Thus,
you are an offset interest owner, and the 0il Conservation Division
has requested that notice of the applicatiocn be given to you. If
you cbject to the well’s location, you must notify the Division in
writing no later than Thursday, November 16, 2000 (2040 South
Pacheco Street, Santa Fe, New Mexico 87505; attention: Michael E.
Stogner) . Failure to object will preclude you from contesting this
matter at a later date.

If you have no cbijection to the location, a waiver of objection
directed to the Division would be appreciated.

Please call me if you have any questions.

Attorney for Chi Energy, Inc.

Cec: Michael E. Stogner P AT A : . o




liohleo | sepafes | ms | Wl [P

ABGVE THIS LINE FOR OIVIGION USE ONLY 2 quogoL

NEW MEXICO OIL CONSERVATION DIVISION WW—W\
- Enginceﬁng Burcau -

ADMINISTRATIVE APPLICATION COVERSHEET

THi8 COVERSHEET I8 MANDATORY FOR ALL ADMINISTRATIVE APPLICATIONS FOR EXCEPTIONS TO 0iVISION RULES AND REGULATIONS

Application Acronyms:
[NSP-Non-Standard Proration Unit) [NSL-Non-Standard Location]

[DD-Directional Drilfing] {SD-Simultansous Dedication]

[(DHC-Downhole Commingling] [CTVB-Lease Commingling] [PLC-PoolLease Commingling)
[PC-Pool Commingling] [OLS - Off-Leasa Storage] [OLM-Off-Lease Measurement)
{(WFX-Waterflood Expansion] [PMX-Pressure Maintenance Expansion]

[SWD-Salt Water Disposaf] [IPkinjection Pressure increase)

[EOR-Qualified Enhanced Oil Recovery Certification) [PPR-Positive Production Response)

11 TYPEOF APPE?}ATION - Check Those Which Apply for [A]
L
N

[A] ation - Spacing Unit - Directicnal Drilling

SL D MN & 2pn W FN»
Check One Only for [B] or [C] 7"“';,;;“@_ L
[B] Commingling - Storage - Measurement DR ATION QNE:'

OpHCc OctB OprPLc Opc ToLs UOOLM

[C]  Injection - Disposal - Pressure Increase - Enhanced Oil Recovery
Qwrx Qpmx Oswb Q11 QEOR QIPPR

e] NOTIFICATION REQUIRED TO: - Check Those Which Apply, or Eﬂéoes Not Apply
[A] L Working, Royalty or Overriding Royalty Interest Owners

[B] L Offset Operators, Leaseholders or Surface Owner
[C1 (3 Application is One Which Requires Published Legal Notice

(D] [ Notification and/or Concurrent Approval by BLM or SLO

U.S. Bureau of Land Management - Commissioner of Public Lands, State Land Office

(Ej i For ali of the above, Proof of Notification or Publication is Attached, and/or,

[F]  [J Waivers are Attached

3] INFORMATION / DATA SUBMITTED IS COMPLETE - Statement of Understanding

I hereby certify that I, or personnel under my supervision, have read and complied with all applicable Rules and
Regulations of the Oil Conservation Division. Further, I assert that the attached application for administrative
approval is accurate and complete to the best of my knowledge and where applicable, verify that all interest (WI,
R1, ORRI) is common. I further verify that all apphcable AP] Numbers are included. I understand that any
omission of data, information or notification is cause to have the application package returned with no action
talcen,

B JAMES BRUCE ) Nol? Statement mu/st‘ be completed by an individuat with supervisory capacity.
P.0O. BOX 1056 '
SANTA FE, NM 87504 i - QL{ /() }
‘ AR S i 0>
Print or Type Name {ghature © ! TW[\ ML_ B
C




JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

3304 CAMINO LISA
HYDE PARK ESTATES
SANTA FE, NEW MEXICO 87501

(505) 982-2043
(505) 982-2151 (FAX)

October 3, 2000

Hand Delivered

Michael E. Stogner

0il Conservation Division
2040 South Pacheco Street
Santa Fe, New Mexico 87505

Re: Request to Amend Administrative Order NSL-4284
Dear Mr. Stogner:

The above order approved an unorthodox gas well location in the
Morrow formation for the following well:

Silver Streak State Com. Well No. 1 [30‘015‘3066‘/)
1400 feet FNL & 1650 feet FEL

N% §8, Township 17 South, Range 28 East, NMPM

Eddy County, New Mexico

Chi Energy, Inc. ("Chi") plans to re-complete the well uphole in
the Cisco formation (wildcat Cisco), which is anticipated to be an
o0il zone. As a result, Chi requests an unorthodox oil well

location in that formation. The well unit will be the SWYNEY of
Section 8 (Unit G).

Chi is the lessee of the N¥NEY¥ of Section 8, and thus notice has
not been give to anyone. As a result, Chi requests that the 20 day
notice period be waived.

Please call me if you need anything further on this matter.

Very truly yours,

4
/t
James Brule
Attorney for Chi Energy, Inc.




JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

3304 CAMINO LISA
HYDE PARK ESTATES
SANTA FE, NEW MEXICO 87501

(505) 982-2043
(505) 9822151 (FAX)

October 4, 2000

Hand Delivered

Michael E. Stogner

01l Conservation Division
2040 South Pacheco Street
Santa Fe, New Mexico 87505

Re: Request to Amend Administrative Order NSL-4284

Silver Streak State Com. Well No. 1

1400 feet FNL & 1650 feet FEL

N¥% §8, Township 17 South, Range 28 East, NMPM
Eddy County, New Mexico

Dear Mr. Stogner:

Enclosed is the land plat and working interest ownership vyou
requested yesterday. The lessee of the NYNEY% §8 is Chi Energy,
Inc. However, due to an operating agreement, all working interest
owners in the NE% 8§88 will share in production from the SWYNEY well
unit.

I had thought that the N¥ §8 was all state acreage. However, the
N¥N¥% is federal land. If you want me to give notice to the BLM,

please let me Kknow.

Please call me if you need anything further on this matter.

Very truly yours,




CHL ENERGY INC.

LEASE NO:
LESSOR:
LESSEE:
DATE:
ACREAGE:

LEASE NO:
LESSOR:
LESSEE:
DATE:
ACREAGE:

TEL:915-687-2662 Oct 04°00

Silver Streak State Comm No. 1

Townskip 17 South, Range 28 East, NM.P.M.
Section 8: NE/4

Eddy County, New Mexico

LC-028446 (a)

United States of America

Burlington Resources Oil & Gas Company
July 1, 1999

Township 17 South, Range 28 East, N.NM.P.M.
Section 8;: N/2NE/4

Eddy County, New Mexico

B-2178

State of New Mexico

Van Thompson

QOctober 10, 1933

Township 17 South, Range 28 East. N.M.P.M.
Section 8: S/2NE/4

Eddy County, New Mexico

Working Interest Owners in the Silver Streak State Comm No. 1

Located in the NE/4 of Sec. 8, T-17S-R-28E

Chi Energy, Inc.
P. O. Box 1799
Midland, Texas 79701

Murchison Oil & Gas Inc. Pocahontas Qil Company, Inc.
1445 Ross Avenue, Suite 5300, LB 152 P. O. Box 60476

Dallas, Texas 75202 Midland, Texas 79711

Balk Oil Company Yates Petroleum Corporation
P. O. Box 5782 Yates Drilling Company

Midland, Texas 79704

Warren Resources, Inc.

4113 Eubank Blvd., N.E.

Suite 400

7:13 No.0Q0l P.O1

Southwestern Energy Production Company
2350 N. Sam Houston Parkway East, Suite 300

Houston, TX 77032

MYCO Industries, Inc.

ABO Petroleum: Corporation

105 South 4" Sireet

Albuquerque, New Mexico 87111

Pure Energy Group, Inc.

700 North St. Mary’s Street, Suite 1925 1221 Lamar Suite 1600
San Antonio, Texas 78205 Houston, Texas 77010

Artesia, New Mexico 88210

Bellwether Exploration Company
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Page: 1 Document Name: untitled

CMD : ONGARD 10/23/00 16:28:02
OGS5SECT INQUIRE LAND BY SECTION OGOMES -TQHZ
PAGE NO: 2

Sec : 08 Twp : 175 Rng : 28E Section Type : NORMAL

L
40.00
cs
vB0512 0000
YATES PETROLEUM C
01/01/02

K
40.00
CS
VB0512 0000
YATES PETROLEUM C
01/01/02

J
40.00
cs
B02178 0016
CONOCO INC & FINA
10/10/43

I
40.00
Cs
B02178 0016
CONOCO INC & FINP
10/10/43
C

M
40.00
CS
VB0512 0000
YATES PETROLEUM C

N
40.00
CS
VB0512 0000
YATES PETROLEUM C

@)
40.00

Cs
B02178 0016
CONOCO INC & FINA

P
40.00

cs
B02178 0016
CONOCO INC & FINZ

01/01/02 01/01/02 10/10/43 10/10/43
A
PF0O1 HELP PFO2 PFO3 EXIT PF04 GoTo PFO5 PFO6
PF0O7 BKWD PF0O8 FWD PF0OS PRINT PF10 SDIV PF11 PF12

Date: 10/23/2000 Time: 04:48:29 PM




Page: 1 Document Name: untitled

CMD : ONGARD 10/23/00 16:28:31
OG6IWCM INQUIRE WELL COMPLETIONS OGOMES -TQH:Zz

API Well No : 30 15 30664 Eff Date : 08-26-1999 WC Status : A

Pool Idn : 96840 CROW FLATS; MORROW SE (G)
OGRID Idn : 4378 CHI OPERATING INC

Prop Idn 1 24696 SILVER STREAK STATE COM
Well No : 001

GL Elevation: 3517

U/L Sec Township Range North/South East/West Prop/Act (P/A)

B.H. Locn : G 8 178 28E PTG 1400 F N FTG 1650 F E P
Lot Identifier:

Dedicated Acre: 320.00

Lease Type S

Type of consolidation (Comm, Unit, Forced Pooling - C/U/F/O)

M0025: Enter PF keys to scroll
PFO01l HELP PFO2 PF03 EXIT PF04 GoTo PFO5 PFO6
PFO7 PFO8 PEFOOS PF10 NEXT-WC PF11l HISTORY PF12 NXTREC

Date: 10/23/2000 Time: 04:48:59 PM




Page: 1 Document Name: untitled
CMD : ONGARD 10/23/00 16:27:5¢
OGS5SECT INQUIRE LAND BY SECTION OGOMES -TQH:Z
PAGE NO: 1
Sec 08 Twp 175 Rng 28E Section Type NORMAL
D c B A
40.00 40.00 40.00 40.00

Federal owned

Federal owned

Federal owned

A

Federal owned

E
40.00
CS
VB0512 0000
YATES PETROLEUM C

|
|
|
I
|
|
|
|
|
|
|
I
|
I
!
|
|
|
|
|
|
|
|
I
|
|
!
|
|
|
|
|

F
40.00
CSs
VB0512 0000
YATES PETROLEUM C

G
40.00

CS
B02178 0016
CONOCO INC & FINA

H
40.00

cSs
B02178 0016
CONOCO INC & FINZ

01/01/02 01/01/02 10/10/43 10/10/43
A
PFO01l HELP PF02 PF03 EXIT PF04 GoTo PFO5 PF06
PF07 BKWD PF08 FWD PF09 PRINT PF10 SDIV PF11 PF12
Date: 10/23/2000 Time: 04:48:24 PM




NEW MEXICO ENERGY, MINERALS s sousEnuaron sn
& NATURAL RESOURCES DEPARTMENT | Sania ke New Mexico 87503

May 17, 1999

Chi Energy, Inc. Telefax No. (505) 982-2151

c/o James Bruce
P. O. Box 1056
Santa Fe, New Mexico 87504

Administrative Order NSL-4284

Dear Mr. Bruce:

Reference is made to your application dated May 4, 1999 on behalf of the operator, Chi Energy, Inc.,
for its proposed Silver Streak State Com. Well No. 1 to be drilled at an unorthodox Morrow gas well location
1400 feet from the North line and 1650 feet from the East line (Unit G) of Section 8, Township 17 South,
Range 28 East, NMPM, Eddy County, New Mexico.

The N/2 of Section 8, being a standard 320-acre lay-down gas spacing and proration unit for the
Undesignated Crow Flats-Morrow Gas Pool, is to be dedicated to this well.

The geologic interpretation submitted with this application indicates that a well drilled at the proposed
unorthodox gas well location will be at a more favorable geologic position within the Morrow formation than

a well drilled at a location considered to be standard within the NE/4 of Section 8.

The application has been duly filed under the provisions of New Mexico Oil Conservation Division
(“Division”) Rule 104.F.

By the authority granted me under the provisions of Division Rule 104.F(2), the above-described
unorthodox gas well location is hereby approved.

Sincerely,

Lori Wrotenbery"
Director

LW/MES/kv

cc: New Mexico Oil Conservation Division - Artesia
New Mexico State Land Office - Santa Fe
U. S. Bureau of Land Management - Carlsbad
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District | oo

PO Box 1980, Hobbs, NM 88241-1980 State of New Mexico ...~ Form C-101

District li Energy, Minerals & Natural Resources Department , RS Révised October 18, 1994

811 South First, Artesia, NM 88210 i c _ o \ \Instructions of back

District il i G it to Appropriate District Office
L \peDm

1000 Rio Brazos Rd., Aztec, NM 87410 OIL CONSERVATION DIVISIGN RDECE RTESIA C’L te Lease - 6 Copies
\ -

District IV 2040 South Pacheco e 0C r.f*/ ee Lease - 5 Copies

2040 South Pacheco, Santa Fe, NM 87505 Santa Fe, NM 87505 NS y

[}

=/
\{E\[ Zriioh r_:)./q Z[ AMENDED REPORT
SRV

APPLICATION FOR PERMIT O DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

perator Name and Address 20GRID Number
CHI OPERATING, INC. / 4378
P.O.BOX 1799 3AP| Number
MIDLAND, TEXAS 79702 30-015-30664
4Property Code sProperty Name sWell No.
SILVER STREAK STATE COM. #1
;Surface Location
UL or ot no. Section Township Range Lot idn Feet from the | North/South line| Feet from the | EastWest Line County
G 8 178 28E 1400 NORTH 1650 EAST EDDY
sProposed Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot idn Feet from the | North/South line| Feet from the | East/West Line County
sProposed Pool 1 10Proposed Poot 2
Ra.c& L»ql(o_) U{pfer Pewn. Test 0.l
11\Work Type Code 12Well Type Code 13Cable/Rotary 1sLease Type Code 15Ground Level Elevation
PB (0] S 3517
16Multipte 17Proposed Depth 1aFormation 18Contractor 20Spud Date
8,300 Upper Penn 9/1100
»Proposed Casing and Cement Program
Hole Size Casing Size Casing weight/ffoot Setting Depth Sacks of Cement Estimated TOC
1712 1338" 48 440 450 Circ.128 sks
11" 858" 32 1929 500 Circ.93 sks
778" 517" 17" 920 ‘ 700 50007/CBL

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 biowout prevention program, if any. Use additional sheets if necessary.

Presently producing out of Morrow perf @ 9571-88', 9664-72'. Current Production is 30 MCFPD & loads wiwtr. Currently unecononical.
LOE. Thus we are planning on re-completing to the Upper Penn as follows:

RU unit, Kill well if necessary. ND tree NUBOP. Unset Pkr & TOH. RIH wiwireline CIBP & set @ 9500°. Dump 35 cmt on plug.

tst CIBP & Perf 8158-66". Stimulate as required.

fshereby certify rmation given above is true and complete to the OIL CONSERVATION DIVISION

best of my kn e and belief. ’\‘ : -

Signature: ) \/\_D w MM //
prined Name/_JOHN W. WOLF D e LA A seliay g

Title: / ENGI LIEER ‘ 8723100 Approval Date: P\ " | Expiration Date: &EP % 1@1




OIL CONSERVATION DIVISION

J NEW MEXICO ENERGY, MINERALS 415, FRST ST, ARTESIA, KM 88210
¥ & NATURAL RESOURCES DEPARTMENT &y,

Jennifer A. Salisbury

CABINET SECRETARY

December 7, 1999

Chi Operating, Inc.
P.O Box 1799
Midland, TX 79702

Re: Well Placed In Pool

Gentlemen/Madams:

As the result of Division Order 11277, the following described gas well has been placed in the
pool shown below. This change in nomenclature has been made in our files. Please change your
records to reflect the proper pool name. All subsequent reports must show this nomenclature
unti] further notice.

Crow Flats; Morrow, Southeast Gas Pool
Silver Streak State Com. #1
Unit G, Section 8, Township 17 South, Range 28 East, NMPM
Poolcode: 96840

Transporters are advised by copy of this letter, to change their records to reflect the pool name as
established by this order, effective August 1, 1999.

Sincerely,

Bryan Afrant
District Geologist

Cc:  Navajo Refining
Gas Company of New Mexico
Santa Fe
Mae
Well File

OIL CONSERVATION DIVISION - DISTRICT II ARTESIA - 811 8. FIRST ST. -Artesia, NM 88210 (505) 748-1283 FAX (505) 748 -9720
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District | 4

/<.\

PO Box 1980, Hobbs, NM 88241-1980 State of New Mexico Form C-104
District I} Energy, Minerals & Natural Resources Department Revised October 18, 1924
811 South First, Artesia, NM 88210 (nstructions of back
District li OlL CONSERVATION DIVISION Submit to Appropriate District Office
1000 Rio Brazos Rd., Aztec, NM 87410 2040 South Pacheco. S Copies
District IV Santa Fe, NM 87505 [[ AMENDED REPORT
2040 South Pacheco, Santa Fe, NM 87505
l. REQUEST FOR ALLOWABLE AND AUTHORIZATION TO TRANSPORT
10perator name and Address 20GRID Number
Chi Operating, Inc. 04378
P.O. Box 1799 3Reasan for Filing Cade
Midland, Texas MW
4API Number / ’ sPool Name sPool Code
30-015-30664 Undes. @ Crow Flat; Morrow SE Gas . 96840
7Property Code sProperty Name sWell Number
24696 Silver Streak State Com. #1
13 1oSurface Location
Ul or lot no. Section Township Range Lot idn Feet from the | North/South Line | Feet from the | East/West line| County
G 8 17S 28E 1400 North 1650 East Eddy
11Baottom Hole Location
Ul or lot no. Section Township Range Lot Idn Feet from the | North/South Line | Feet from the | EastWest line] County
Same Same Same Same Same Same Same Same Same |
12Lse Code | 13Producing Method Code 14Gas Connection Date 15C-129 Permit Number 16C-129 Effective Date 17C-129 Expiration Date
S F 8/26/99
. Oil and Gas Transporters
181 ransporter 191 ransporter Name 20P0OD 210G 2P0D ULSTR Locafion
OGRID and Address and Description
15694 Navajo Refining
Artesia, N.M.
{ / /’/ I
Gas Compahy of New Mexico Meter #105349

|Carisbad, N.M.

I‘ B v“'I'/ (:I"\‘
Yen ey )

/£ iy

v. Produced Water

23P0D R 24POD ULSTR Location and Description
gL E G, Sec. 8, 17S,28E
V. Well Compleuon Data
25Spud Date 26Ready Date 27TD 28PBTD 20Perforations 30DHC, DC, MC
7/6/99 8/26/99 9,920 9,825 9571-88,9664-72
atHole Size 32Casing & Tubing Size 33epth Set 34Sacks Cement
17172 13 3/8 440 450SKS - CIRC. 128 SKS.
11 8 5/8 1929’ 800 SKS - CIRC. 93 8KS
77/8 51/2 9920’ 700 SKS - TOC 5800 - CBL
23/8 9390’
VI.  Well Test Data
asDate New Oil 3sGas Delivery Date 37Test Date 3gTest Length 39Tbg. Pressure 40Csg. Pressure
8126129 8726/99 8/19/0 24 1800 0
+1Choke Size 4200 +3Water 4+4Gas 4sAOF 46T est Method
10/64 6 813 MCFPD Calculated
471 hereby cerlify that the rules of the Oil Conservation Division have been )
complied with and that the information given above is true and complete OlL CONSERVATION DIVISION

1o the bgst of knowledge and belief.

Signature: \ o L AA L}{{}\ Approved By: M MMM

Printed name: ——— . Title: » - .
Title: Approval Date:
\Eng%eer

9-8-99

Date: Phone:
8/26/90 915-685-5001

2} this is a change of operator filt in the OGRID number and name of the previous operator

Previous Operator Signature Printed Name Title Date




Subrsittn Apprepriate

Slate Oof New VieXICo

rorm C-10S

District Office Revised 1-1-89 e
State Lease - 6 copies Energy, Minerals and Natural Resources Department < (
Fee Lease - S copies
DISTRICT |
P. O. Drawer 1920, Hobbs, NM 88240 OIL CONSERVATION DIVISION WELL APINO.

30-015-30€64

DISTRICT 1l

811 Sauth First, Artesia, NM 88210 5. Indicate Type of Lease

STATE [II FEE D

6. State Oil & Gas Lease No.

DISTRICT i
24696

1000 Rio Brazos Rd, Aztec, NM 87410
WELL COMPLETION OR RECOMPLETION REPORT A&D@:pe

7. Lease Name or Unit Agreement Name

1a. Type of Well:
OIL WELL D GAS WELL
b. Type of Completion: Silver Streak Starte Com.
WORK PLUG
WELL X QVER /D DEEPEN [] BACK
2. Name of Operator 8. Well No.
#1

Chl Operating, Inc.

9. Pool name or Wildcat

3. Address of Operator
A& Crow Flat; Morrow SE Gas 96840

P.0. Box 1799 Midland, Texas 79702

4. well Location
Unit Letter G 1400 Feet From The __ North Line and _ 1650 Feet From The _East Line
Section a Township 178 Range 28E NNVPM Eddy County
10. Date Spudded 11. Date T.D. Reached 12 Date Compl.(Ready to Prod.) {13 Elevations(Df 8 RK8, RT, GR, ek} 14. Blev. Casinghead
7/6550 7/128/99 812699 KB-3530 3517
15. Total Depth 16. Phug Back T.D. 17. If Muttipte Compl. How 18. Intervals Rotary Toots Canie Tools
9920 9825 Many Zones? Drilled By Rotary Tools
19. Preducing Interval(s), of this completion - Top, Betton, Name 20. Was Directionat Survey Made
957188, 9664-72- 4 SPF yes
21. Type Eectric and Other Logs Run 22 Was Weil Cered
GR-CNL-LDT DLL _ yes SW
23 CASING RECORD(Report all strings set in well)
CASING SIZE WEIGHT LBFT. DEPTH SET HOLE SRE CEMENTING RECORD AMOUNT PULLED
1338 48 LY. o 17 5|ZE08KS - CIRC. 128 SKS.
858 32 195 1{[500SKS- CIRC. @3 SKS
P 51R2 17& 20 [£=7.0§ 7 (B1700 SKS - TOCSE(T - CBL
|24, LINER RECORD 25. TUBING RECORD
i - SIZE TOP BOTTOM SACKS CEMENT SCREEN SEZE DEPTH SET PACKER SET
; 238 0 G400
|

126. Perforation record (interval, size, and number)
S571-88, 9664-72- 4 SPF

27. ACID, SHOT, FRACTURE, CEMENT, SQUEEZE, ETC.

DEPTH INTERVAL
S571-88, 9664-72- 4 SPF

ANKQUNT AND KIND MATERIAL USED

1000 gals 7.5 NEFE HCL

139000 gals Foam, 45,5008 20-40 Interprop

28, PRODUCTION
Date First Production Production Method (Flowing, gas §ft, pummping - Size and type pup) Well Status (Prod. or Shut-in)
Flawing Shut-in watting connection
Date Of Test |Hours Tested Choke Size Prod’n For Qil - BbL. Gas - MCF Water - BbL.. Gas - Qil Ratio
8/19/59 24 1064 |Test Period ' 135M:1
Flow Tbg PresdCasing Pressure Calculated 24- | Qil - Bbl. Gas - MCF Water - Bbl.. | Qil Gravity - APi - (Corr.)
1800 0 Hour Rate 6 813
29. Disposition of Gas {Sold, used for fuel, vented, ofc.) Tast Witnessed By
S! & waiting connection S. Mann

30. List Attachments

GR,CAL,CNL,LOT-GR,CAL DLL MICRO-CBL

31. 1 hereby certify that the information shown on both sides of this form is trve and complefe fo the best of my knowledge and befief

Printed
Name

John W. Wolt

Title

Date 8/20/99

Engineer




INSTRUCTIONS

,
» /' -

10 be filed with the appropriate District Office of the Division not later than 20 days after the comgletion of any newly-drilled
o £ well. It shall be accompanied by one copy of all electrical and radio-activity logs run on the well and a summary of ali specific
"’:‘:::;fed- including drill stem tests. All depths reported shali be measured depths. In the case of directionally drilled wells, true
/ jnscal depths shall also be reported. For multiple completions, items 25 through 29 shall be reported for each zone. The form is to be

" fled in quintuplicate except an state land, where six copies are required. See Rule 1105.

INDICATE FORMATION TOPS IN CONFORMANCE WITH GEOGRAPHICAL SECTION OF STATE

Southeastern New Mexico Northwestern New Mexico
T. Anhy T. Canyon 8260 T. Ojo Alamo T. Penn."B"
T. Satt T. Strawn 8750 T. Kirtland-Fruitiand T. Penn. “C”
B. Sat T. Atoka 9252 T. Pictured Cliffs T. Penn. "D”
T. Yates T. Miss 9704 T. Ciiff House T. Leadville
T. 7 Rivers T. Devonian T. Menefee T. Madison
T. Queen T. Siturian T. Piont Lookout T. Ebert
T. Grayburg T. Montoya T. Mancos T. McCracken
T. San Andres 1840 T. Simpson T. Gallup T. Ignacio Otzte
T. Glorieta T. McKee Base Greenhorn T. Granite
T. Paddock T. Ellenburger T. Dakota T.
T. Blinebry T. Gr. Wash T. Morrison T.
T. Tubb T. Detaware Sand T. Todiito T.
T. Drinkard T. Bone Springs T. Entrada T.
T. Abo T. Morrow - o554 T. Wingate T.
T. Wolfcamp 7020 T. T. Chirde T.
T. Penn T. T. Permain T.
T. Cisco (Bough C) 7900 T. T. Penn. "A” T.
OlL OR GAS SANDS OR ZONES
No. 1, from to No. 3, from to
No. 2, from to No. 4, from to
IMPORTANT WATER SANDS
JInclude data on rate of water inflow and elevation to which water rose in hole.
No. 1, from to feet
No. 2, from to feet
No. 3, from to ' feet
LITHOLOGY RECORD (attach additional sheet if necessary)
Thickness Thickness

From To in Feet Lithology From To in Feet Lithology
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- ’ .— s ;ux!\?’;
WELL NAME AND NUMBER Silver Streak State Com #1 %.“ RS

<" R
LOCATION Section 8, T-17-S, R-28-E, Eddy County, New Mexico Ki‘/ n A -
OPERATOR Chi Energy Inc., 212 N. Main, Suite 200, Midland, TexaL\ ZQ‘fgCE/[/[

DRILLING CONTRACTOR TMBR/Sharp Drilling, Inc., P. O. Drawer 10970, Mldjand T)?@WOZ

< e q /
%,
The undersigned hereby certifies that he is an authorized representative of the drilling ¢ B LoO dnlled

the above described well and that he has conducted deviation tests and obtained the following results:

Degrees @ Depth Degrees @ Depth . Degrees @ Depth Degrees @ Depth
.75 @ 255' 75 @ 3,720 —
1.00 @ 530" 1.00 @ 4,084' I
.75 -@ 568’ 1.00 @ 4,460' : —
25 @ 814" S50 @ 4,741 —_
25@ 1,116 1.00 @ 5,176 —_
S50 @ 1,425 1.00 @ 5,648' N
S0@ 1,706 .50 @ 6,030 —_
75 @ 1,929 .75 @ 6,521’ —
1.00 @ 1,990 .50 @ 7,000 e
1.50 @ 2,242' 25 @ 7,395' —
1.00 @ 2,430 .75 7,868 —_
1.25 @ 2,678' 1.00 8,330 ' —
1.00 @ 2,930' 1.00 8,800’ ' —
.75 @ 3,240' 1.50 9,365’ e
75 @ 3,490 3.50 9,860' —

Drilling Contractor TMBR/Sharp Drilling, Inc. —

By Kzom ——

sz%D wllips, Vice President’

Subscribed and sworn to before me this 4th da August ,1999
KATHLEEN ROPER s Q(&\nb _
MY COMMISSION EXPIRES Notary Public Kathleén Roper

Septamber 25, 1999

Commision expires: 9/25/99 Midland County, Texas ___




R ~
Submit 3 Copies State of New Mexico Form C-103 J

to Appropriate Energy, Minerais and Natural Resources Department Revised 1-1-89
District Office
District | OIL CONSERVATION DIVISION
P. O. Box 1980, Hobbs, NM 88240 2040 Pacheco St.
Santa Fe, NM 87206 ] WELL API NO.

District f 30-015-30664
811 South First St., Artesia, NM 88210 s sindicate Type of Lease

STATE [a FEE D

District lll A L sState Oil & Gas Lease No.
1000 Rio Brazos Rd., Aztec, NM 87410 24696

(DO NOT USE THIS FORM FOR PROPOSALS TO DIRLE OR T PLUG BACK TO A (iease Name or Unif Agreement Name
DIFFERENT RESERVOIR. USA "APPLICATION FO

SUNDRY NOTICES AND R %; WELLS
{FORM C-101) FOR SUCH PROPOSALS )

1Type of Well: - S Silver Streak State Com.
olL GAS o Ce
werk ], wew [ X OTHER -
2Name of Operator i/ leWell No.
Chi Operating, Inc. #1
3Address of Operator sPool name or Wildcat 26840
P.O. Box 17898 Midiand, Texas 79702 Undes. Crow Flats; Morrow, Southwest
4+Well Location
Unit Letter G . 1400 Feet From The North Line and 1650 Feet From The East Line
Section 8 Township 173 Range 28E NMPM County Eddy
ToElevation (Show whether DF, RKB, RT, GR, etc.)
: 3517 GR
1 Check Approprlate Box to indicate Nature of Notice, Report, or Other Data
NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF:
PERFORM REMEDIAL WORK | PLUG AND ABANDON [ ] |REMEDIAL WORK | ALTERING CASING
TEMPORARILY ABANDON ] CHANGE PLANS 1 |commeNcE DRILLING OPNS. [] PLUG AND ANEANDONMENT
PULL OR ALTER CASING | - |CASING TEST AND CEMENT JOB  [X |
OTHER [ |otHer Completion attempt. 1

1zDescribe Proposed or Completed Operations {Clearly state all pertinent details, and give pertinent dates, including estimated date of starting any proposed
work) SEE RULE 1103.

MIRU Contr. Drilled 17.5" hole, set 13 3/8" 48# @ 440'. Cmtd. with 300 sks. of lead & 150 sks. tail. Circ. 128 sks.

WOC 18 hrs of cmt. Drilled 11" hole, ldgged. Set 8 5/8" 32# @ 1929". Tmtd. with 350 sks. of iead & 150 sks. of tail.

Circ. 93 sks. WOC 18 hrs. Drilled 7 7/8" hole 1o 9920". Logged. Set 5 12" N-80, S-95, P-110 20#&17# @ 9920". Cmtd. with
700 sks. on 7/28/99.

MIRU Completion unit on 8/9/99. TIH w/ scraper & cleaned out to 9825’. TOH, TIH & ran CBL/GR/CCL.. TOC @ 5900".
Perfed 9571-88' & 9664-72' with 4 SPF. With casing gun. Acidized & Fractured freated. Recovering treatment as of this day.

Will file Completion etc. or Sundry pending results.

| hereby certify tifat Yhe ihformation above is irue and complete to the best of my knowledge and belief.

\
— (L\/\/M TITLE Engineer DATE 8/16/99

( N -—

TYPE OR PRINT NAME \LJohn W. Wolf TELEPHONE NO 915-685-5001

{This space for W . ﬁ w . .
. Tt St
APPROVED BY M M—}Q.‘@W TITLE y

pare §-2¢ 94

SIGNATURE

CONDITIONS OF APPROVAL, IF ANY:
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District | "

PO Box 1880, Hobbs, NM 88241-1980 State of New Mexico Form C-101
District fi Energy, Minerals & Natural Resources Department Revised October 18, 1994
811 South First, Artesia, NM 88210 Instructions of back
District Il

Submit to Appropriate District Office

1000 Rio Brazos Rd., Aztec, NM 87410 State Lease - 6 Copies

District V

OIL CONSERVATION DIVISION
2040 South Pacheco
Santa Fe, NM 87505

Fee Lease - 5 Copies
2040 South Pacheco, Santa Fe, NM 87505

[_]1 AMENDED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

1Operator Name and Address 20GRID Number
CHI OPERATING, INC. 4378
P.0.BOX 17989 3API Number
MIDLAND, TEXAS 79702 00| S-30664
4Property Code sProperty Name s\Well No.
A 6/& ?¢ SILVER STREAK STATE COM. #1
;ourface Location
UL or lot no. Section Township Range Lot ldn Feet from the | North/South line| Feet from the |East/West Line County
G 8 178 28E 1400 NORTH 1650 EAST EDDY
sProposed Bottom Hole Location If Different From Surface —
UL or lot no. Section Township Range Lot ldn Feet from the | North/South line| Feet from the | East/West Li 57}\' L?:aiu?m? >?>‘
(il <P
oProposed Pool 1 1Proposed Pool 2 / "V p o , Q’?ﬂ
u!&)n Crew ELATS MQI“!QW,SQZIE\EQ‘I qé%qo /";\’ 0’)’8{\ "‘2. -
= AR _\.
11¥Work Type Code 12Well Type Code 13Cable/Rotary 14L.ease Type Code 1 und Level % N
N G R s @@17 <5 w
/A <
1sMultiple 17Proposed Depth 1sFormation 1sContractor )%ud Date '7
10,400 MORROW ol 6%/
»Proposed Casing and Cement Program
Hole Size Casing Size Casing weightioot Setting Depth Sacks of Cement Estimated TOC
1712 1338" 48 425 + 200 &200 SURFACE
1" 858" 32 2000+ 350 & 200 SURFACE
778" S22 17 10,400 475 8000 +
77

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.

1) MIRU CONTR. DRILL SURFACE, RIH W/ CSG./F. EQUIP. & CIRC. CMT. WOC 18 HRS. NU CSG. HEAD & TST. 1000#.

2) DRILL INTERMEDIATE HOLE, RIH W/ CASING/FLOAT EQUIP. & CEMENT. WOC 18 HRS. NU CASING HEAD & BOP & TEST TO 5000 PSI.
3) DRILL PRODUCTION HOLE, LOG & EVALUATE, RIH W/ CASING/FLOAT EQUIP. & CEMENT.

NSL- 4284 s /1 7a

| hereby certify that{the i

ormation given above is true and complete to the

OIL. CONSERVATION DIVISION

best of my knowded ‘belief. N

Signature: b\j\/{/\ Approved By: M MM /560
rited Name: [ JOMN W. WOLF e Loce

Y ite: ENGlNkER 4127/99 approval Date: = (S = 79 IExpiration pate 6~/ S -GC

NS



State of New: Mexico

ot aE3c1—-198D gy, Minerals and Natorel Bswouzes Depsrtmant Wh‘,’i‘:’m‘:—lﬁ
Submit to Apropriats Diririct Office
,,,IIM X snz11-071% % Leaw ¢ m
. I - * 0OIL, CONSERVATION DIVISION
0 Rio Brazos Ri., sstec, Nl 87410 Santa F r;io. Di:x '20837504—2088
4 ,.msmcr w an e, New Mexico - [l AMENDED REPORT
‘PO Raz I8, Sants Fe, NM 375042088
WELL LOCATION AND ACREAGE DEDICATION PLAT
AP Number Poal Cods Pool Name
Property Codo Property Hame ¥Well Number
. S SILVER STREAK STCO M. 1
OGRID No. Operator Name Elevation
CHiI OPERATING, INC. 3517
Surface Location
UL or lot No, | Sectien | Towaship Range 1ot Jdn | Feat fram the | North/Savth line | Feet from e | Best/West line | County
G 8 17 S 28 ¢ 1400 NORTH 1650 EAST eDDY
Bottom Hole Location If Different From Surface
UL or Jot No. | Bection | Township Range Lot Idn Feot from tie | North/Sooth line | Peet from the East/West line County

Dedicated Acres Jolat or Infml Conwolidation Code Order No.

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