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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 

HUF.CO SOUTH UNIT AREA 

HIDALGO COUNTY, NEW MEXICO 

NO . 

THIS AGREEMENT, entered I n t o as of the 1st day of May 2003, by and between the part ies 
subscribing, r a t i f y i n g or consenting hereto, and herein r e f e r r e d to as the " p a r t i e s hereto"; 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto are the owners of working, r o y a l t y , or other o i l or gas i n t e r e s t s 
i n the u n i t area subject to t h i s agreement; and 

WHEREAS, the Commissioner of Publi c Lands of the State of New Mexico i s authorized by an Act 
of the L e g i s l a t u r e (Sec. 3, Chap. 08, Laws 1943) as amended by Sec. 1 o f Chapter 162, Laws of 1951, (Chap. 19, 
A r t . 10, Sec. 45, N.M. Statutes 1 978 Annot.) , t o consent to and approve the development or operatio n o f State 
Lands under agreements made by lessees ot" State Land j o i n t l y or s e v e r a l l y w i t h other lessees where such 
agreements provide f o r the u n i t operation or development of p a r t of or a i l . of any o i l or gas pool, f i e l d , or 
a rea; and 

WHEREAS, the Commissioner of Public Lands of the State o f New Mexico i s authorized by an Act 
of the L e g i s l a t u r e (Sec. 1, Chap. 162), (Laws of 1951, Chap. 19, A r t . 10, Sec. 47, N.M. Statutes 1978 
Annotated) to amend w i t h the approval of lessee, evidenced by the lessee's execution of such agreement or 
otherwise, any o i l and gas lease embracing State Lands so t h a t the length of the term o f said lease may 
coincide w i t h the term of such agreements f o r the u n i t operation and development of pa r t or a l l o f any o i l or 
gas pool, f i e l d , or area; and 

WHEREAS, the O i l Conservation D i v i s i o n of the Energy and Minerals Department of the State of 
New Mexico ( h e r e i n a f t e r r e f e r r e d to as the " D i v i s i o n " ) , i s authorized by an Act of the L e g i s l a t u r e (Chap. 72, 
Laws 1935, as amended, being Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilation) t o approve 
t h i s agreement and the conservation p r o v i s i o n s hereof; and 

WHEREAS, the p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t s i n the Hueco South Unit Area covering 
the land h e r e i n a f t e r described t o give reasonably e f f e c t i v e c o n t r o l of operations t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto t o conserve n a t u r a l resources, prevent waste 
and secure other b e n e f i t s obtainable through development and operation o f the area subject t o t h i s agreement 
under the terms, c o n d i t i o n s and l i m i t a t i o n s herein set f o r t h ; 

NOW, THEREFORE, i n consideration of the premises and the promises herein contained, the 
p a r t i e s hereto commit to t h i s agreement t h e i r respective i n t e r e s t s i n the below defined u n i t area, and agree 
s e v e r a l l y among themselves as f o l l o w s : 

1. UNIT AREA: The f o l l o w i n g described land i s hereby designated and recognized as 
c o n s t i t u t i n g the u n i t area: 

SEE EXHIBIT 'B' 

E x h i b i t "A" attached hereto i s a map showing the u n i t area and the boundaries and i d e n t i t y o f 
t r a c t s and leases i n said area to the extent known to the u n i t operator. E x h i b i t "B" attached hereto i s a 
schedule showing to the extent known t o the u n i t operator the acreage, percentage and kind o f ownership o f o i l 
and gas i n t e r e s t s i n a l l lands i n the u n i t area. However, nothing herein or i n said schedule or map s h a l l be 
construed as a representation by any pa r t y hereto as t o the ownership of any i n t e r e s t other than such I n t e r e s t 
or i n t e r e s t s as are shown on said map or schedule as owned by such p a r t y . E x h i b i t "A" and "B" s h a l l be revised 
by the u n i t operator whenever changes i n ownership i n the u n i t area render such r e v i s i o n s necessary or when 
requested by the Commissioner of Public Lands, h e r e i n a f t e r r e f e r r e d t o as "Commissioner" or the O i l 
Conservation D i v i s i o n , h e r e i n a f t e r r e f e r r e d to as the " D i v i s i o n " . 

A l l land committed t o t h i s agreement s h a l l c o n s t i t u t e land r e f e r r e d t o herein as " u n i t i z e d 
land" or "land subject to t h i s agreement". 

2. UNITIZED SUBSTANCES: A l l o i l , gas, n a t u r a l gasoline, and associated f l u i d 
hydrocarbons i n any and a l l formations of the u n i t i z e d land are u n i t i z e d under the terms of t h i s agreement and 
here i n are c a l l e d " u n i t i z e d substances". 

3. UNIT OPERATOR: Dan A. Hughes Company, L.P. , whose 
address i s 208 East Houston S t r e e t , B e e v i l l e , TX 78104, i s hereby designated as u n i t operator and by 
signature hereto commits t o t h i s agreement a l l i n t e r e s t i n u n i t i z e d substances vested i n i t as set f o r t h i n 
E x h i b i t "B", and agrees and consents t o accept the d u t i e s and o b l i g a t i o n s of u n i t operator f o r the discovery, 
development and production of u n i t i z e d substances as herein provided. Whenever reference i s made herein t o the 
u n i t operator, such reference means the u n i t operator a c t i n g i n t h a t capacity and not as an owner of i n t e r e s t s 
i n u n i t i z e d substances, and the term "working i n t e r e s t owner" when used herein s h a l l i n clude or r e f e r t o u n i t 
operator as the owner of a working i n t e r e s t when such an i n t e r e s t i s owned by i t . 

4. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit operator s h a l l have the r i g h t t o r e s i g n 
at any time but such r e s i g n a t i o n s h a l l not become e f f e c t i v e u n t i l a successor u n i t operator has been sel e c t e d 
and approved i n the manner provided f o r i n Section 5 of t h i s agreement. The r e s i g n a t i o n o f the u n i t operator 
shal1 not release the u n i t operator from any l i a b i l i t y or any d e f a u l t by i t hereunder oc c u r r i n g p r i o r to the 
e f f e c t i v e date of i t s r e s i g n a t i o n . 

Unit operator may, upon d e f a u l t or f a i l u r e i n the performance of i t s d u t i e s or o b l i g a t i o n s 
hereunder, be subject to removal by the same percentage vote of the owners of working i n t e r e s t s determined i n 
l i k e manner as herein provided f o r the s e l e c t i o n of a new u n i t operator. Such removal s h a l l be e f f e c t i v e upon 
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notice thereof to the Commissioner and the D i v i s i o n . 

The r e s i g n a t i o n or removal of the u n i t operator under t h i s agreement s h a l l not terminate h i s 
r i g h t , t i t l e or i n t e r e s t as the owner of a working i n t e r e s t or other i n t e r e s t i n u n i t i z e d substances, but upon 
the r e s i g n a t i o n or removal of u n i t operator becoming e f f e c t i v e , such u n i t operator s h a l l d e l i v e r possession of 
a l l equipment, m a t e r i a l s , and appurtenances used i n conducting the u n i t operations and owned by the working 
i n t e r e s t owners t o the new duly q u a l i f i e d successor u n i t operator, or to the owners thereof i f no such new u n i t 
operator i s elected, to be used f o r the purpose of conducting u n i t operations hereunder. Nothing herein s h a l l 
be construed as a u t h o r i z i n g removal of any m a t e r i a l , equipment, and appurtenances needed for tho pr e s e r v a t i o n of 
w e l l s . 

5. SUCCESSOR UNIT OPERATOR: Whenever the u n i t operator s h a l l resign as u n i t operator or 
s h a l l be removed as hereinabove provided, the owners of the working i n t e r e s t s according to t h e i r r e s p e c t i v e 
acreage i n t e r e s t s i n a l l u n i t i z e d land s h a l l by a m a j o r i t y vote s e l e c t a successor u n i t operator; provided 
t h a t , i f a m a j o r i t y but less than seventy-five percent (75%) of the working i n t e r e s t s q u a l i f i e d t o vote i s 
owned by one party to t h i s agreement, a concurring vote of s u f f i c i e n t a d d i t i o n a l p a r t i e s , so as t o c o n s t i t u t e 
i n the aggregate not less than seventy-five percent (75%) of the t o t a l working i n t e r e s t s , s h a l l be required t o 
sel e c t a new operator. Such s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l (a) a u n i t operator so selected s h a l l 
accept i n w r i t i n g the dut i e s and r e s p o n s i b i l i t i e s of u n i t operator, and (b) the select ion s h a l l have been 
approved by the Commissioner. I f no successor u n i t operator i s selected and q u a l i f i e d as herein provided, the 
Commissioner at his e l e c t i o n , w i t h n o t i c e t o the D i v i s i o n , may declare t h i s u n i t agreement terminated. 

6. ACCOUNTING PROVISIONS: The u n i t operator s h a l l pay i n the f i r s t instance a l l costs 
and expenses in c u r r e d i n conducting u n i t operations hereunder, and such costs and expenses and the working 
i n t e r e s t b e n e f i t s accruing hereunder s h a l l be apportioned among the owners of the u n i t i z e d working i n t e r e s t s i n 
accordance w i t h an operating agreement entered i n t o by an between the u n i t operator and the owners of such 
i n t e r e s t s , whether one or more, separately or c o l l e c t i v e l y . Any agreement or agreements entered i n t o between 
the working i n t e r e s t owners and the u n i t operator as provided i n t h i s s e c t i o n , whether one or more, are herein 
r e f e r r e d to as the "Operating Agreement". No such agreement s h a l l be deemed e i t h e r t o modify any of the terms 
and c o n d i t i o n s of t h i s u n i t agreement or to r e l i e v e the u n i t operator o f any r i g h t or o b l i g a t i o n e s t a b l i s h e d 
under t h i s u n i t agreement and i n case of any inconsistencies or c o n f l i c t between t h i s u n i t agreement and the 
operating agreement, t h i s u n i t agreement s h a l l p r e v a i l . 

1 . RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise s p e c i f i c a l l y provided 
herein, the exclusive r i g h t , p r i v i l e g e and duty of e x e r c i s i n g any and a l l r i g h t s of the p a r t i e s hereto which 
are necessary or convenient f o r prospecting f o r , producing, s t o r i n g , a l l o c a t i n g and d i s t r i b u t i n g the u n i t i z e d 
substances are hereby delegated t o and s h a l l be exercised by the u n i t operator as herein provided. Acceptable 
evidence of t i t l e to said r i g h t s s h a l l be deposited w i t h said u n i t operator and, together w i t h t h i s agreement, 
s h a l l c o n s t i t u t e ? and define the r i g h t s , p r i v i l e g e s and o b l i g a t i o n s o f u n i t operator. Nothing herein, however, 
s h a l l be construed to t r a n s f e r t i t l e t o any land or to any lease or operating agreement, i t being understood 
t h a t under t h i s agreement the u n i t operator, i n i t s capacity as u n i t operator, s h a l l exercise the r i g h t s o f 
possession and use vested i n the p a r t i e s hereto only f o r the purposes herein s p e c i f i e d . 

8. DRILLING TO DISCOVERY: The u n i t operator s h a l l , w i t h i n s i x t y (60) days a f t e r the 
e f f e c t i v e date of t h i s agreement, commence operations upon an adequate t e s t w e l l f o r o i l and gas upon some p a r t 
of the lands embraced w i t h i n the u n i t area and s h a l l d r i l l said w e l l w i t h due d i l i g e n c e t o a depth s u f f i c i e n t 
t o a t t a i n the top of the ABO formation or to such a depth as u n i t i z e d substances s h a l l be discovered i n paying 
q u a n t i t i e s at a lesser depth or u n t i l i t s h a l l , i n the opinion of u n i t operator, be determined t h a t the f u r t h e r 
d r i l l i n g of said w e l l s h a l l be unwarranted or im p r a c t i c a b l e ; provided, however, t h a t u n i t operator s h a l l not, 
i n any event, be required to d r i l l said w e l l t o a depth i n excess of 4,500 f e e t . U n t i l a discovery of a 
deposit of u n i t i z e d substances capable of being produced i n paying q u a n t i t i e s (to w i t : q u a n t i t i e s s u f f i c i e n t t o 
repay the costs of d r i l l i n g and producing operations w i t h a reasonable p r o f i t ) u n i t operator s h a l l continue 
d r i l l i n g d i l i g e n t l y , one w e l l at a time, a l lowing not mpxff^JJaaD^S-ix , months.,.between the compĵ tî on-.cat-„5ne w e l l 
and the beginni^g.^£,j^he.^r^x-t_ w e l l , u n t i l ' a w e l l capable of producing U n i t i z e d sul5stance's"ih paying quantTtTes 
i s completed tc> :he satisfaction'^'of the Commissioner or u n t i l i t i s reasonably proven t o the s a t i s f a c t i o n o f 
the u n i t operator t h a t the u n i t i z e d land i s incapable of producing u n i t i z e d substances i n paying q u a n t i t i e s i n 
the formation d r i l l e d hereunder. 

Any w e l l commenced p r i o r t o the e f f e c t i v e date o f t h i s agreement upon the u n i t area and 
d r i l l e d to the depth provided herein f o r the d r i l l i n g o f an i n i t i a l t e s t w e l l s h a l l be considered as complying 
w i t h the d r i l l i n g requirements hereof w i t h respect t o the i n i t i a l w e l l . J ^ ^ p j m 3 j . s ^ i 3 ^ e r _ may_^odiJy the 
d r i l l i n g requirements j ^ f _ t h i s _ _ sect ion by_ g r a n t i n g reasonable extensions of time when i n h i s opiniorT^such a^Ton*"" 
rs~wac r ant ecH "~ Upo "ti " f a i 1 u r e t o "compl y * wi'tifi ~£ne~d r'iTI Ing' provTs lonT "crF"tfi.rs' a r f l c l e ^ X h e ' T b ^ ^ 
T^S^onaBle"notice t o the u n i t operator and each working i n t e r e s t owner, lessee and lessor a t t h e i r l a s t known 
addresses, declare t h i s u n i t agreement terminated, and a l l r i g h t s p r i v i l e g e s and o b l i g a t i o n s granted and 
assumed by t h i s u n i t agreement s h a l l cease and terminate as of such date. 

9. OBLIGATIONS OF UNIT OPERATOR AFTER DISCOVERY OF UNITIZED SUBSTANCES: Should u n i t i z e d 
substances i n paying q u a n t i t i e s be discovered upon the u n i t area, the u n i t operator s h a l l on or before s i x 
months from the t ime of the completion of the i n i t i a i discovery w e l l and w i t h i n t h i r t y days a f t e r the 
e x p i r a t i o n of each twelve months per i o d t h e r e a f t e r , f i l e a re p o r t w i t h the Commissioner and D i v i s i o n of the 
stat u s of the development of the u n i t area and the development contemplated f o r the f o l l o w i n g twelve months 
perio d . 

I t i s understood t h a t one of the main considerations f o r the approval of t h i s agreement by the 
Commissioner of Public Lands i s t o secure the o r d e r l y development of the u n i t i z e d lands i n accordance w i t h good 
conservation p r a c t i c e s so as to obtain the greatest u l t i m a t e recovery of u n i t i z e d substances. 

A f t e r discovery of u n i t i z e d substances i n paying q u a n t i t i e s , u n i t operator s h a l l proceed w i t h 
d i l i g e n c e to reasonably develop the u n i t i z e d area as a reasonably prudent operator would develop such area 
under the same or s i m i l a r circumstances. 

I f the u n i t operator should f a i l t o comply w i t h the above covenant f o r reasonable development 
t h i s agreement may be terminated by the Commissioner as to a l l lands of the State of New Mexico embracing 
undeveloped regular w e l l spacing or p r o r a t i o n u n i t s , but i n such event, the basis of p a r t i c i p a t i o n by the 
working i n t e r e s t owners s h a l l remain the same as i f t h i s agreement had not been terminated as t o such lands; 
provided, however, the Commissioner s h a l l give n o t i c e t o the u n i t operator and the lessees or record i n the 
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manner prescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated), of i n t e n t i o n t o cancel on account of any 
a l l e g e d breach of said covenant f o r reasonable development and any d e c i s i o n entered thereunder s h a l l be subject 
t o appeal i n the manner prescribed by (Sec. 19-10-23 N.M. Statutes 1978 Annotated), and , provided f u r t h e r , i n 
any event the u n i t operator s h a l l be given a reasonable o p p o r t u n i t y a f t e r a f i n a l d e termination w i t h i n which to 
remedy any d e f a u l t , f a i l i n g i n which t h i s agreement s h a l l be terminated as t o a l l lands of the State of New 
Mexico embracing undeveloped regular w e l l spacing or p r o r a t i o n u n i t s . 

Notwithstanding any of the p r o v i s i o n s of t h i s Agreement t o the contrary, a l l undeveloped 
regu l a r w e l l spacing or p r o r a t i o n u n i t t r a c t s w i t h i n the u n i t boundaries etnbr^t-^rnq- -jrartd-s—of—bh-e • State—ef- New 
Mex-i-eo s h a l l be a u t o m a t i c a l l y e l i m i n a t e d from t h i s Agreement and s h a l l no longer be a part of the u n i t or be 
f u r t h e r subject to the terms of t h i s agreement unless at the e x p i r a t i o n of f i v e (5) years a f t e r the f i r s t day 
of the month f o l l o w i n g the e f f e c t i v e date of t h i s agreement d i l i g e n t d r i l l i n g operations are i n progress on 
said t r a c t s . 

10. PARTICIPATIQN AFTER PIS COVE RV: Upon completion of a w e l l capable of producing 
u n i t i z e d substances i n paying q u a n t i t i e s the owners of working i n t e r e s t s s h a l l p a r t i c i p a t e i n the production 
therefrom and i n a l l other producing wells which may be d r i l l e d pursuant hereto i n the p r o p o r t i o n s t h a t t h e i r 
respective leasehold i n t e r e s t s covered hereby on an acreage basis bears t o the t o t a l number of acres committed 
t o t h i s u n i t agreement, and such u n i t i z e d substances s h a l l be deemed t o have been produced from the r e s p e c t i v e 
leasehold i n t e r e s t s p a r t i c i p a t i n g t h e r e i n . For the purpose of determining any b e n e f i t s accruing under t h i s 
agreement and the d i s t r i b u t i o n of the r o y a l t i e s payable to the State of New Mexico and other l e s s o r s , each 
separate lease s h a l l have a l l o c a t e d to i t such percentage of said production as the number of acres i n each 
lease r e s p e c t i v e l y committed to t h i s agreement bears t o the t o t a l number of acres committed hereto. 

Notwithstanding any p r o v i s i o n s contained herein to the contrary, each working i n t e r e s t owner 
s h a l l have the r i g h t to take such owner' s p r o p o r t i o n a t e share of the u n i t i z e d substances i n kind or to 
p e r s o n a l l y s e l l or dispose of the same, and nothing herein contained s h a l l be construed as g i v i n g or g r a n t i n g 
t o the u n i t operator the r i g h t to s e l l or otherwise dispose of the p r o p o r t i o n a t e share of any working i n t e r e s t 
owner without s p e c i f i c a u t h o r i z a t i o n from time t o time so t o do. 

11. ALLOCATION OF PRODUCTION: A l l u n i t i z e d substances produced from each t r a c t i n the 
u n i t i z e d area established under t h i s agreement, except any part thereof used f o r production or development 
purposes hereunder, or unavoidably l o s t , s h a l l be deemed to be produced equal l y on an acreage basis from the 
several t r a c t s of the u n i t i z e d land, and f o r the purpose of determining any b e n e f i t s t h a t accrue on an acreage 
basis, each such t r a c t s h a l l have a l l o c a t e d to i t such percentage of said production as i t s area bears to the 
e n t i r e u n i t i z e d area. I t i s hereby agreed t h a t production of u n i t i z e d substances from the u n i t i z e d area s h a l l 
be a l l o c a t e d as provided herein, regardless of whether any wells are d r i l l e d on any p a r t i c u l a r t r a c t s of s a i d 
u n i t i z e d area. 

12. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES: A l l r e n t a l s due to the State 
of New Mexico s h a l l be paid by the respective lease owners i n accordance w i t h the terms of t h e i r leases. 

A l l r o y a l t i e s due to the State of New Mexico under the terms of the leases committed t o t h i s 
agreement s h a l l be computed and paid on the basis of a l l u n i t i z e d substances a l l o c a t e d t o the respective leases 
committed hereto; provided, however, the State s h a l l be e n t i t l e d t o take i n kind i t s share of the u n i t i z e d 
substances a l l o c a t e d to the r e s p e c t i v e leases, and i n such case the u n i t operator s h a l l make d e l i v e r i e s of such 
r o y a l t y share i n accordance w i t h the terms of the respective leases. 

A l l r e n t a l s , i f any, due under any leases embracing lands other than the State of New Mexico, 
s h a l l be paid by the respective lease owners i n accordance w i t h the terms of t h e i r leases and a l l r o y a l t i e s due 
under the terms of any such leases s h a l l be paid on the basis of a l l u n i t i z e d substances a l l o c a t e d to the 
respective leases committed hereto. 

I f the u n i t operator introduces gas obtained from sources other than the u n i t i z e d substances 
i n t o any producing formation f o r the purpose of repressuring, s t i m u l a t i n g or increasing the u l t i m a t e recovery 
of u n i t i z e d substances therefrom, a l i k e amount of gas, i f a v a i l a b l e , w i t h due allowance f o r loss or d e p l e t i o n 
from any cause may be withdrawn from the formation i n t o which the gas was introduced r o y a l t y free as t o dry gas 
but not as to the products e x t r a c t e d therefrom; provided, t h a t such withdrawal s h a l l be at such time as may be 
provided i n a plan of operation consented t o by the Commissioner and approved by the D i v i s i o n as conforming t o 
good petroleum engineering p r a c t i c e s ; and provided f u r t h e r , t h a t such r i g h t of withdrawal s h a l l terminate on 
the t e r m i n a t i o n of t h i s u n i t agreement. 

I f any lease committed hereto i s burdened w i t h an o v e r r i d i n g r o y a l t y , payment out of 
production or other charge i n a d d i t i o n t o the usual r o y a l t y , the owner of each such lease s h a l l bear and assume 
the same out of the u n i t i z e d substances a l l o c a t e d t o the lands embraced i n each such lease as provided h e r e i n . 

13. LEASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY APPLY TO LANDS WITHIN THE 
UNITIZED AREA: The terms, c o n d i t i o n s and p r o v i s i o n of a l l leases, subleases, operating agreements and other 
c o n t r a c t s r e l a t i n g to the e x p l o r a t i o n , d r i l l i n g development or operation f o r o i l or gas of the lands committed 
to t h i s agreement, s h a l l as of the e f f e c t i v e date hereof, be and the same are hereby expressly modified and 
amended i n s o f a r as they apply t o lands w i t h i n the u n i t i z e d area to the extent necessary t o make the same 
conform to the p r o v i s i o n s hereof and so t h a t the respective terms of said leases and agreements w i l l be 
extended i n s o f a r as necessary t o coincide w i t h the terms of t h i s agreement and the approval of t h i s agreement 
by the Commissioner and the r e s p e c t i v e lessors and lessees s h a l l be e f f e c t i v e t o conform the p r o v i s i o n s and 
extend the terms of each such lease as t o lands w i t h i n the u n i t i z e d area t o the p r o v i s i o n s and terms of t h i s 
agreement; but otherwise t o remain i n f u l l force and e f f e c t . Each lease committed t o t h i s agreement, i n s o f a r as 
i t a p plies to lands w i t h i n the u n i t i z e d area, s h a l l continue i n force beyond the term provided t h e r e i n as long 

as t h i s agreement remains i n e f f e c t , provided, d r i l l i n g operations upon the i n i t i a l t e s t w e l l provided f o r 
herein s h a l l have been commenced or said w e l l i s i n the process of being d r i l l e d by the u n i t operator p r i o r t o 
the e x p i r a t i o n of the shortest term lease committed t o t h i s agreement. Termination of t h i s agreement s h a l l not 
a f f e c t any lease which pursuant t o the terms thereof or any a p p l i c a b l e laws would continue i n f u l l force and 
e f f e c t t h e r e a f t e r . The commencement, completion, continued operation or production on each of the leasehold 
i n t e r e s t s committed to t h i s agreement and operations or production pursuant t o t h i s agreement s h a l l be deemed 
to be operations upon and production from each leasehold i n t e r e s t committed hereto and there s h a l l be no 
o b l i g a t i o n on the p a r t of the u n i t operator or any of the owners of the respective leasehold i n t e r e s t s 
committed hereto t o d r i l l o f f s e t t o w e l l s as between the leasehold i n t e r e s t s committed to t h i s agreement. 
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except as provided i n Section 9 hereof. 

Any lease embracing lands of the State of New Mexico of which only a p o r t i o n i s committed 
hereto s h a l l be segregated as to the p o r t i o n committed and as to the p o r t i o n not committed and the terms of 
such leases s h a l l apply separately as two separate leases as to such segregated p o r t i o n s , commencing as of the 
e f f e c t i v e date hereof. Notwithstanding any of the pr o v i s i o n s of t h i s agreement to the contrary, any lease 
embracing lands of the State of New Mexico having only a p o r t i o n of i t s lands committed hereto s h a l l continue 
i n f u l l force and e f f e c t beyond the term provided t h e r e i n as t o a l l lands embraced w i t h i n the u n i t i z e d area and 
committed to t h i s agreement, i n accordance w i t h the terms of t h i s agreement. I f o i l and gas, or e i t h e r o f 
them, are discovered and are being produced i n paying q u a n t i t i e s from some pa r t of the lands embraced i n such 
lease which p a r t i s committed t o t h i s agreement at the e x p i r a t i o n of the f i x e d term of such lease, such 
production s h a l l not be considered as production from lands embraced i n such lease which are not w i t h i n the 
u n i t i z e d area, and which are not committed thereto, and d r i l l i n g or reworking operations upon some part of the 
lands embraced w i t h i n the u n i t i z e d area and committed t o t h i s agreement shalL be considered as d r i l l i n g and 
reworking operations only as t o lands embraced w i t h i n the u n i t agreement and not as to lands embraced w i t h i n 
the lease and not committed to t h i s u n i t agreement; provided, however, as to any lease embracing lands of the 
State of New Mexico having only a p o r t i o n of i t s lands committed hereto upon which o i l and gas, or e i t h e r o f 
them, has been discovered i s discovered upon that p o r t i o n of such lands not committed to t h i s agreement, and 
are being produced i n paying q u a n t i t i e s p r i o r to the e x p i r a t i o n of the f i x e d term of such lease, such 
production i n paying q u a n t i t i e s s h a l l serve to continue such lease i n f u l l force and e f f e c t i n accordance w i t h 
i t s terms as to a l l of the lands embraced i n said lease. 

14. CONSERVATION: Operations hereunder and production of u n i t i z e d substances s h a l l be 
conducted to provide f o r the most economical and e f f i c i e n t recovery of said substances without waste, as 
defined by or pursuant t o State laws or r e g u l a t i o n s . 

15. DRAINAGE: In the event a w e l l or we l l s producing o i l or gas i n paying q u a n t i t i e s 
should be brought i n on land adjacent t o the u n i t area d r a i n i n g u n i t i z e d substances from the lands embraced 
t h e r e i n , u n i t operator s h a l l d r i l l such o f f s e t w e l l or wells as a reasonably prudent operator would d r i l l under 
the same or s i m i l a r circumstances. 

16. COVENANTS RUN WITH LAND: The covenants herein s h a l l be construed to be covenants 
running w i t h the land w i t h respect to the i n t e r e s t s of the p a r t i e s hereto and t h e i r successors i n i n t e r e s t 
u n t i l t h i s agreement terminates, and any grant, t r a n s f e r or conveyance of i n t e r e s t i n land or leases subject 
hereto s h a l l be and hereby i s conditioned upon the assumption of a l l p r i v i l e g e s and o b l i g a t i o n s hereunder to 
the grantee, transferee or other successor i n i n t e r e s t . No assignment or t r a n s f e r or any working, r o y a l t y , or 
other i n t e r e s t subject hereto s h a l l be binding upon u n i t operator u n t i l the f i r s t day of the calendar month 
a f t e r the u n i t operator i s furnished w i t h the o r i g i n a l , p h o t o s t a t i c , or c e r t i f i e d copy of the instrument of 
t r a n s f e r . 

17. EFFECTIVE DATE AND TERM: This agreement s h a l l become e f f e c t i v e upon approval by the 
Commissioner and the D i v i s i o n and s h a l l terminate i n 5 years a f t e r such date unless (a) such date 
of e x p i r a t i o n i s extended by the Commissioner, or (b) a valuable discovery of u n i t i z e d substances has been made 
on u n i t i z e d land during said i n i t i a l term or any extension thereof i n which case t h i s agreement s h a l l remain i n 
e f f e c t so long as u n i t i z e d substances are being produced i n paying q u a n t i t i e s from the u n i t i z e d land and, 
should production cease, so long t h e r e a f t e r as d i l i g e n t operations are i n progress f o r the r e s t o r a t i o n o f 
production or discovery of new production and so long t h e r e a f t e r as the u n i t i z e d substances so discovered are 
being produced as aforesaid. This agreement may be terminated at any time by not less than sev e nty-five 
percent (75%) on an acreage basis of the owners of the working i n t e r e s t s , s i g n a t o r y hereto, w i t h the approval 
of the Commissioner and wi t h n otice t o the D i v i s i o n . Likewise, the f a i l u r e to comply w i t h the d r i l l i n g 
requirements of Section 8 hereof, may subject t h i s agreement to t e r m i n a t i o n as provided i n said s e c t i o n . 

18. RATE OF PRODUCTION: A l l production and the disposal thereof s h a l l be i n conformity 
w i t h a l l o c a t i o n s , a l l o t m e n t s , and quotas made or f i x e d by the D i v i s i o n , and i n conformity w i t h a l l a p p l i c a b l e 
laws and l a w f u l r e g u l a t i o n s . 

19- APPEARANCES: Unit operator s h a l l , a f t e r n o t i c e to other p a r t i e s a f f e c t e d , have the 
r i g h t t o appear f o r and on behalf of any and a l l i n t e r e s t s a f f e c t e d hereby, before the Commissioner of Public 
Lands and the D i v i s i o n , and to appeal from orders issued under the r e g u l a t i o n s of the Commissioner or D i v i s i o n , 
or to apply f o r r e l i e f from any of said r e g u l a t i o n s or i n any proceedings on i t s own behalf r e l a t i v e t o 
operations pending before the Commissioner or D i v i s i o n ; provided, however, t h a t any other i n t e r e s t p a r t y s h a l l 
also have the r i g h t at h i s own expense to appear and t o p a r t i c i p a t e i n any such proceedings. 

20. NOTICES: A l l notices, demands, or statements required hereunder t o be given or 
rendered t o the p a r t i e s hereto, s h a l l be deemed f u l l y given, i f given i n w r i t i n g and sent by postpaid 
r e g i s t e r e d m a i l , addressed t o such p a r t y or p a r t i e s a t t h e i r respective addresses, set f o r t h i n connection w i t h 
the signatures hereto or t o the r a t i f i c a t i o n or consent hereof, or t o such other address as any such p a r t y may 
have furnished i n w r i t i n g t o p a r t y sending the n o t i c e , demand, or statement. 

21- LOSS OF TITLE: I n the event t i t l e t o any t r a c t of u n i t i z e d land or s u b s t a n t i a l 
i n t e r e s t t h e r e i n s h a l l f a i l , and the tr u e owner cannot be induced t o j o i n the u n i t agreement so t h a t such t r a c t 
i s not committed t o t h i s agreement, or the operation thereof hereunder becomes impracticable as a r e s u l t 
thereof, such t r a c t may be e l i m i n a t e d from the u n i t i z e d area, and the i n t e r e s t of the p a r t i e s readjusted as a 
r e s u l t of such t r a c t being e l i m i n a t e d from the u n i t i z e d area. In the event of a dispute as t o the t i t l e t o any 
r o y a l t y , working, or other i n t e r e s t subject hereto, the u n i t operator may wit h h o l d payment or d e l i v e r y o f the 
a l l o c a t e d p o r t i o n of the u n i t i z e d substances i n v o l v e d on account t h e r e o f , without l i a b i l i t y f o r i n t e r e s t u n t i l 
the dispute i s f i n a l l y s e t t l e d , provided that no payments of funds due the State of New Mexico s h a l l be 

wit h h e l d . Unit Operator, as such, i s r e l i e v e d from any r e s p o n s i b i l i t y f o r any defect or f a i l u r e of any t i t l e 
hereunder. 

22. SUBSEQUENT JOINDER: Any o i l or gas i n t e r e s t i n lands w i t h i n the u n i t area not 
committed hereto, p r i o r to the submission of the agreement f o r f i n a l approval by the Commissioner and the 
D i v i s i o n , may be committed hereto by the owner or owners of such r i g h t s , subscribing or consenting t o t h i s 
agreement, or executing a r a t i f i c a t i o n thereof, and i f such owner i s also a working i n t e r e s t owner, by 
subscribing to the operating agreement p r o v i d i n g f o r the a l l o c a t i o n of costs of e x p l o r a t i o n , development, and 
operation. A subsequent j o i n d e r s h a l l be e f f e c t i v e as of the f i r s t day of the month f o l l o w i n g the approval by 
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the Commissioner and the f i l i n g w i t h the D i v i s i o n of duly executed counterparts of the instrument or 
instruments committing the i n t e r e s t of such owner t o t h i s agreement, but such j o i n i n g p arty or p a r t i e s , before 
p a r t i c i p a t i n g i n any b e n e f i t s hereunder, s h a l l be required t o assume and pay t o u n i t operator, t h e i r 
p r oportionate share of the u n i t expenses incurred p r i o r to such party's or p a r t i e s j o i n d e r i n the u n i t 
agreement, and the u n i t operator s h a l l make appropriate adjustments caused by such j o i n d e r , without any 
r e t r o a c t i v e adjustment of revenue. 

23. COUNTERPARTS: This agreement may be executed i n any number of counterparts, no one of 
which needs t o be executed by a i l p a r t i e s , or may be r a t i f i e d or consented t o by separate instrument i n w r i t i n g 
s p e c i f i c a l l y r e f e r r i n g hereto, and s h a l l be binding upon a l l those p a r t i e s who have executed such a 
counterpart, r a t i f i c a t i o n , or consent hereto w i t h the same force and e f f e c t as i f a l l such p a r t i e s had signed 
the same document, and regardless o f whether or not i t i s executed by a l l other p a r t i e s owning or claim i n g an 
i n t e r e s t i n the lands w i t h i n the above described u n i t area. 

IN WITNESS WHEREOF, the undersigned p a r t i e s hereto have caused t h i s agreement to be executed 
as of the respective dates set f o r t h opposite t h e i r signatures. 

UNIT OPERATOR AND WORKING INTEREST OWNER 

Dan A.n Hughes,Company, L.P. 
OPERATOR 

By: Dan A. Hughes Management LLC 
I t s general partner 

By: J . Henry Kremers, Vice President of Land 

Date: 

OTHER WORKING INTEREST OWNERS 

Fort Worth Operating, Company, LLC 

BY: 
Bryce P. P h i l l i p s , Vice President 

Date: _ 

Yates Petroleum Corporation 

BY: 

Date: 

Attest: 

BY: 

Harvey E. Yates Company 

BY: 

Date: 
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PATRICK H. LYONS 
COMMISSIONER 

November 28, 2007 

State of${eiv Maqto 
Commissioner oftPuSCic Lands 

310 OLD SANTA FE TRAIL 
P.O.BOX 1148 

SANTA FE. NEW MEXICO 87504-1 148 

COMMISSIONER'S OFFICE 
Phone (505) 827-5760 
Fax (505) 827-5766 

www.nnisiaielands.org 

Stonebridge Energy, LLC 
14275 Midway Road, Suite 220 
Addison, TX 75001 

Attn: Mr. Larry Hunnicutt 

Re: Final Approval 
Hueco South Unit 
Hidalgo County, New Mexico 

Dear Mr. Hunnicutt: 

This office is in receipt of your letter of November 15, 2007, wherein on behalf of Dan A. Hughes 
Company, L.P. you have requested final approval to the Hueco South Unit Agreement, Hidalgo County. 
New Mexico. 

Please be advised that the Commissioner of Public Lands has this date granted final approval to the Hueco 
South Unit Agreement, Hidalgo County, New Mexico. Our approval is subject to like approval by the New 
Mexico Oil Conservation Division. 

It is our understanding that Tract Nos. 106, 107, 108, 111,113, 114, 117, and 119 are not committed to the 
unit agreement at this time. 

Enclosed are (5) Certificates of Approval. 

Your $4,320.00 filing fee has been received. 

Please notify this office when the initial well has been spudded and also submit continuous daily drilling 
reports until the initial well is completed. 

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

Very truiy yours, 

PATRICK H. LYONS 
COMMISSIONER OF PUBLIC LANDS 

.1AMI BAILEY", Director 
Oii, Gas and Minerals Division 
(505) 827-5744 
PL/JB/pm 
pc: Reader File. 

OCD-Santa Fe, Attn: Mr. Ed Martin 
TRD-Attn: Mr. V'aldean Severson 
RMD-Attn: Mr. Kurt McFall 

•State Land Office Beneficiaries -
Carrie Titigley Hospital « Charitable Penal & Reform • Common Schools • Eastern NM University • Rio Grand? Imptoventrm • Mine/?' Hospital ot NM •NM Buy;. 
School • NM Highlands University • NM Institute of Mining & Technology • New Mexico Military lmtilMe*NM School lor the Deal • NM School for tht Visually 
Handicapped • NM Stale Hospital • New Mexico State University • Northern Community College • Penitentiary ol New Mexico • ('tiblic Htiiltltnus :tt Capital • 
Stale Park Commission • University ol New Mexico • IfNM Saline Lands • Water Reservoir* • Western New Mexico University 



DAN A. HUGHES COMPANY, L.R 
Petroleum Exploration I And Production 

November 6, 2007 

Larry Hunnicutt 
14275 Midway Rd., suite 220 
Addison, Texas 75001 

Re: 1 l t n year Rentals - Hidalgo Co., NM 

Dear Larry, 

As per our conversation today, enclosed please find our check in the amount of 

$12,601.82 for the 11 t h year Rentals covering 52 State of NM Leases at secondary term 

rate of $0.50/acre made to the Commissioner of Public Lands. We look in anticipation to 

our Unit approval by the OCD and final approval by the Commissioner of Public lands. 

Thank you for all of the time and effort you have devoted to this project. Should you 

have any questions, or need anything further please do not hesitate to call me. 

P.O. DRAWER 669 • BEEVILLE, TX 78104-0669 . (361) 358-3752 • GENERAL FAX 362-2839 . GEOLOGICAL FAX 358-0598 

Sincerely. 

Robert Holder 
Landman 



DAN A. HUGHES C"- <PANY SOUTH TEXAS OPERATING ACCOUNT — " " -VILLE TEXAS 
INVOICE 

DATE 
INVOICE 

NO. 
PROPEI 

NO. ***"*' DESCRIPTION AMOUNT 

L - 6 - 0 7 0043 S t a t e o f New M e x i c o 

P e d r e g o s a B a s i n 

O i l and Gas L e a s e s 

$ 1 2 , 6 0 1 . 8 2 * * * * " 

DAN A. HUGHES COMPANY LP 

POST OFFICE BOX 669 ^ ^ 7 ^ " ^ ^ NO 0 0 2 2 6 7 
BEEVILLE, TEXAS 78104 C U 1 

PAY TO THE ORDER OF: 

Commissioner, of- Public Lands 
P. 0. Box 1148 
Santa Fe, NM 87504-1148 

»'00 8 5Et?it* i : U V i 0 2??7» : 

DATS ;CH6CK 
• NUMBER MO DAY VP 

;CH6CK 
• NUMBER 

11 6 07 002267 

AMOUNT 

$12,601.82** 

VOID AFTER 120 DAYS 
^iWNA^iUGHESiCb 

SOUTH TE)C/*5WERAT!NGACCeONT 

» , a c i a f l , 0 7Eii i , i ( 



FedEx | Ship Manager | Label 79245Q850105 Page 1 of 1 

From: Origin ID: CRPA (361)358-3752 
Kathy Young 
DAN A. HUGHES COMPANY 
208 E. HOUSTON 

BEEVILLE, TX 78102 

Fedlx. 
Express 

SHIP TO: (972)687-9060 BILL SENDER 

Larry Hunnicutt 
Stonebridge Energy LLC 
14275 MIDWAY RD STE 220 

ADDISON, TX 750013652 

Ship Date: 07NOV07 
AdWgt: 1 LB 
System*: 2387028/INET7091 
Account*: s « " " " " 

Delivery Address Bar Code 

Ref# 
Invoice # 
PO# 
Dept# 

S 7924 5085 0105 

AD-ADSA 

THU - 08NOV A2 
STANDARD OVERNIGHT 

DFW 
TX-US 

75001 

11 III IIII11 till I I I I I I ll •mi l l m a n 

Shipping Label: Your shipment is complete 

1. Use the 'Print' feature from your browser to send this page to your laser or inkjet printer. 

2. Fold the printed page along the horizontal line. 

3. Place label in shipping pouch and affix it to your shipment so that the barcode portion of the label can be read and scanned. 

Warning: Use only the printed original label for shipping. Using a photocopy of this label for shipping purposes is fraudulent and 
could result in additional billing charges, along with the cancellation of your FedEx account number. 
Use of this system constitutes your agreement to the service conditions in the current FedEx Service Guide, available on fedex.com. 
FedEx will not be responsible for any claim in excess of $100 per package, whether the result of loss, damage, delay, non-delivery, misdelivery, or 
misinformation, unless you declare a higher value, pay an additional charge, document your actual loss and file a timely claim. Limitations found in the current 
FedEx Service Guide apply. Your right to recover from FedEx for any loss, including intrinsic value of the package, loss of sales, income interest, profit, 
attorney's fees, costs, and other forms of damage whether direct, incidental, consequential, or special is limited to the greater of $100 or the authorized declared 
value. Recovery cannot exceed actual documented loss. Maximum for items of extraordinary value is $500, e.g. jewelry, precious metals, negotiable 
instruments and other items listed in our Service Guide. Written claims must be filed within strict time limits, see current FedEx Service Guide. 

https://www.fedex.com/ship/domesticShipmentAction.do?method=doShipContinue 11/7/2007 



INVOICE 
DATE 

INVOICE 
NO. 

DAN A. HUGHES.CQMPANY SOUTH TEXAS OPERATING ACCOUNT-BEEVILLE, TEXAS 

DESCRIPTION 
PRC 

AMOUNT 

11-7-07 0043 Pedregosa Basin Project 
Hueco South Unit - Application to State 
Commissioner of Public Lands as Unit 
F i l i n g fee $30/lease 

144 leases $4,320.00 

B ^ S r ^ S BEEVILLE, TEXAS NO. 0 0 2 2 6 8 . 

PAY TO THE ORDER OF: 

Commissioner of Public Lands 
State of New Mexico 

"••oa a & a •: uuqo 2 7 ? ?•: 

11-7-07 002268 

AMOUNT 

$4,320.00******** 
VOID AFTER 120 DAYS 

' DAN A. HUGHES COMPAN V LP 
SOUTH TEXAffpPERATINGA8etJC\T 

H'aiaB'OT&H'it 





Midland, TX 79705 ecspook@ju no, com 

Hjfvey Seismic SorYicos, inc. 
1625 Broadway, Suite 305 
Denver, Colorado 80202 

(3C3) 5V2-H23 

DAT dune 16, 2004 
FILE NO. 1 7 0 

LESSOR; 
Harvey Seismic Services 
#4 Village Ct. 
Mttleton, CO 80123 

Gentleman; 

Inc • LESSEE: pstroleum Investors, L. C. 
Attn: E- C Woodruff 
Six Dest.a Dr.. Ste. 3150 
Midland, TX 79705 

As negotiated through WM. HARVfY SEISMIC SERVICES, INC. 
. H* r v e y S e i s f f l 1 c ' f (hereinafter rvhvret to as LESSOR) 

qjcKit** rŜ ht to use geophysical data to 
Petroleum Investors, L. C. (hereinafter referred to as LESSEE;) 

LESSOR agrees to release to LESSt? the seismic information obtained from?00 - Smiles 
cf wSsffric data selected by LESSEE and shown on the map in red hereby attached as 
EXHIBIT A. 

Upon execution of this agreement LESSOR agrees to furnish LESSEE reproducible prints 
of the seismic data designated, LESSEE shall have access to copies of available row 
data, it cost, with respect to the said miles, such as magnetic tapes, whe>*e available, 
survey notes, observers sheets, and drillers logs, for a period of one (1) year from 
the date of this agreement, We understand that LESSEE' agrees that the data obtained 
will not be traded, sold or otherwise divulged by it to third parties, except that data 
furnished may be shewn in conjunction with joint operations or exploration contracts, 
but̂ Only for the purpose of analysis and interpretation, provided that such third parties 
shal] agree not to further disclose such information to other parties; provided further 
that copies of any such seismic data shall not be furnished to such third parties by 
LESSEE. 

LESSOR represents that it has the right to lease the data which is the subject of this 
agreement and that the data were gathered by competent ard experienced crews using 
instrumentation and field techniques available at the time of data acquisition. 

LESSOR makes no representation relative to the accuracy or completeness of the data. 

WM. HARVEY SEISMIC SERVICES, INC., is the commissioned agent for the lease of these data. 

This Agreement and the obligations of the parties hereto shall terminate thirty (30} 
years from the date hereof, except for any Data not then in the public domain. Upon 
termination hereof or in the case of a sublease terminating sooner, lessee and its sub­
lessee shall return all nhvc^si *,,,<A— - •• - • . £ a. I . 



puw , .V H I . ^P1'"1 

-̂m.nddon Hereof or in the case of a sublease terminate sooner, lessee ano its sub­
lessee, shall return all , ,s1cal evidence of the Data at ĥ 's expense to HSS, Lessee 
agrees to hold harmless and indemnify HSS from and against any loss sustained by reasons 
of Lessee's breach of its obligation. 

DESCRIPTION Of SEISMIC DATA 
So ut h we ste r_n_N &w_Mexi co AREA 

TOWNSMIP , R.AHliE 

m m ^ ^ Z , STATE ^ J ^ , X . , . _ _ _ 

k ^ i k J M ^ S - _ MILES; PRICE/HUE: COST; 

See Attached 200.935 $100-00 $20,000.00 

TERMS: LESSEE SHALL FAY WM. HARVEY SEISMIC SERVICES, INC., the sum of $ 20,000.00 
wn;ch wil l be invoiced to LESSEE immediately following the'receipt of theses cr ibid 
material. 

ACCEPTED AND AGREED TO THIS ACCEPTED AND AGREED TO THIS 

— i A l i i m OF _ J i J x • Vy2004' ^ . X M h P M OF June _ _ ^2004 

LESSOR . ^ J i L V i l J L L i i q ^ LESSEE , Petroleum Investors, L. C. 

3 V : O ^ ^ f . 7 ^ t y ^ A ^ - > _ _ BY 
Harvey W ^ ^ f f 'm ^ ^ o ^ T X ^ ^ « p 

«uu fEU AM) AuREED TO THx̂  E x c c V P ; petroleum Investors, L.C. 
DAY OF _ 19 

WM. HARVEY SEISMIC SERVICES, INC. 

8f: 

RECEIVED TIME NOV. 2. 12:05PM 



Robert Holder 

From: Lonemtncts@aol.com 

Sent: Monday, November 05, 2007 10:05 AM 

To: rholder@dahughes.net 

Cc: forsdick@dawson3d.com 
Subject: Hueco South 3-D Seismic 

Robert, 
Sony I didn't get back to you by 3:00 on Friday, i was waiting for a call back from Tom Holcomb the archaeologist with the Las 
Cruces BLM, I wanted to find out his schedule for the upcoming holiday and make"stlirelielivould'be available to sign off on the 
preliminary report. He told me he has decided that he will need a full final report and will no longer accept a preliminary report 
as he and I had discussed months ago. He said he needs to consult with the SHPO and cannot give clearance until he does. I 
reminded him of our earlier agreement and he said that because of the current climate between the BLM and the SHPO office 
that he has to follow protocol which entails a 30 day review and consultation with the state. He also told me that he will be off 
for Thanksgiving and the following week he will be in Santa Fe for the week for a state-wide BLM staff meeting. 

Given this turn of events, at this late date, we will not be able to meet the Dec. 1 deadline we discussed for clearance on the 
archaeology. With the number of archaeological sites we have encountered thus far it will take us at least 30 days to prepare a 
final report (based on BLM requirements) after we have finished the fieldwork. 

Regards, 

Cathy A. Travis 
President 
Lone Mountain Archaeological Services, Inc. 
2625 Pennsylvania NE, Suite 2000 
Albuquerque, NM 87110 
(505)881-0011 _ "7 7 
(505) 881-0020 fax 7 l c L 

lonemtncts@aol.com ••• <-., 
<h0 

\ -

See what's new at AQL.com and Make AOL Your Homepage. 

%T io - io V,^/ 

11/5/2007 

i>c(c C /A-

cor f z ~7 s'?f9 

f. v 

77' '7- i-tO&i 



Pedregosa Basin Project 
Hueco South Unit 82,622.60 acres 
Hidalgo County, New Mexico 

State of New Mexico mineral acres - 78,942.60 acres 
Pacific Western Land Co. Fee acres - 3,680.00 acres 

82,622.60 acres 

Timeline: 
Dan A. Hughes Company, L.P. Hueco South Unit 26 State #1 well and Hueco South Unit 

1. ) Unit under advisement at Oil Conservation Division 

2. ) Final Approval from State Land Office 

3. ) Obtain Permit to Drill DAHC, L.P. Hueco South 26 State #1 

A.) Apply for Permit to Drill Water Well 

4. ) Title Opinion for Sec 26, T32S R17W - in process 

5. ) Pay delay rentals on 52 Leases totaling $12,601.81 prior to expiration 

6. ) Make application for approval in advance to NM State Land Office 

7. ) Notify SLO of actual commencement of operations 

8. ) Archeological Study for BLM and State Historical Preservation Officer -

Approval of: 

a. Seismic Shoot 

b. Road to wellsite and wellpad from SHPO 

9. ) Must file report every 30 days 

10. ) CANNOT let 20 consecutive days lapse between operations 

11. ) Surface Use Compensation Agreement (Exhibit D) for Well 

12. ) Must be drilling by December 31, 2007 

13. ) Continuous Drilling is 6 months from completion of one well until 

proceeding with next well until discovery of production capable of producing in 

paying quantities (quantities sufficient to repay costs of drilling and producing 

operations with a reasonable profit) to the satisfaction of the Commissioner or 

until it is reasonably proven to the satisfaction of the unit operator that the 

unitized land is incapable of producing unitized substances in paying quantities in 

the formation drilled hereunder. 
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HUGHES EXHIBIT NO. A 

Exhibit "C" 

UNIT PARTICIPATION SCHEDULE 
HUECO SOUTH UNIT (82,622.60 acres) 

PARTICIPANTS NET ACRES UNIT PARTICIPATION % 

Dan A. Hughes Company, L.P. 62,128.19 75.195120 

Fort Worth Operating Company 15,532.05 18.798780 

Yates Petroleum Corporation 2,562.36 3.101300 

Harvey E. Yates Company 2,400.00 2.904800 

82,622.60 100.00000 



Schedule B -1 Overriding Royalty Ownership 
Attached to Exhibit B 

Hueco South Unit 
Hidalgo County, NM 

Monroe Mineral Corporation 
Partnership Equity, Ltd. 
Walter L. Farrington, III 
Bryan J. Tomasek 
Louis J. Buffington 
Stonebridge Energy, LLC 
Andrew D. Bell 
Mike H. Roberts 
Guyton Energy, L.P. 
George M. Young, Jr. 
Greenwood Estate 
Phillips Land Associates, Inc. 
Inland Scout, LLC 
Hinkle 

PetroQuest, Inc 
TOTAL 

1.21 
0.1 
0.5 

0.25 
0.2 

1 
0.25 
0.25 

0.5 
1 

0.25 

0.79 

0.5 
0.21 

1 
0.25 

0.25 
1 

0.99 
4 

6.5 

1.2 

0.5 
0.25 

0.2 
1 

0.25 

0.25 
1 

5.65 

1.21 
0.1 

0.05 
0.25 

0.2 
1 

0.25 
0.25 

0.5 
1 

0.25 

1 

1 
9 



HUGHES EXHIBIT NO. 5 

STONEBRIDGE ENERGY, LLC 
14275 MIDWAY ROAD 

SUITE 220 
ADDISON, TX 75001 

972-687-9060 

October 10, 2007 

Mr. Randy Patterson, Vice President 
Yates Petroleum Corporation 
200 West Fourth Street 
Artesia, NM 88200 

Re: Hueco South Unit 
Hidalgo County, NM 

Dear Mr. Patterson: 

Stonebridge Energy, LLC is working jointly with Dan A. Hughes Company, L.P. ("DAHC") to form the 
Hueco South Unit in Hidalgo County, NM for the drilling of a test well in December 2007. DAHC 
currently holds record title to 77,660.24 state and fee acres within the proposed unit boundary and through 
its predecessor applied with the State Land Office on March 7, 2005 for preliminary approval of the unit, 
then comprising 64,000.35 acres. Preliminary approval was granted April 5, 2005. 

Since gaining approval from the Commissioner, additional acreage has been acquired and a revised 
application was submitted on October 9, 2007 for expansion of the unit to 82,622.60 acres. In the unit 
agreement, DAHC is named as operator. 

A review of the state records indicates YPC holds title to four state leases within the proposed expanded 
unit boundary. They are LH-5359, LH-5360, LH-5361, and LH-5364 totaling 2,562.36 net acres. On behalf 
of DAHC, we invite you to contribute your leases to the proposed unit and participate Ln the initial unit 
well. Enclosed for your consideration is SLO State/Fee Exploratory Unit Agreement with Exhibits A, B, 
andC. 

You will note the agreement unitizes all formations and requires the initial test well be drilled to test the 
Abo formation at a depth not to exceed 4,500 feet. However, the well will be drilled to 6,600 feet to test the 
Percha Shale at a location in the SW/4 of Section 26, Township-32-South, Range-17-West and will spud as 
soon as possible after final approval of the unit by OCD and SLO. Enclosed is the AFE for the Dan A. 
Hughes Company, L.P., Hueco South Unit #26-State#l. 

Thank you for considering joining the Hueco South Unit and we look forward to visiting with you to 
further discuss this proposal. 

Regards, 

Larry Hunnicutt, 
Managing Member 

Enclosures: 
Cc: Robert Holder, Dan A. Hughes Company, L.P. 



STONEBRIDGE ENERGY, LLC 
14275 MIDWAY ROAD 

SUITE 220 
A DDISON, TX 75001 

972-687-9060 

October 10, 2007 

Ms. Melissa Randall 
Harvey E. Yates Company 
P.O. Box 1933 
Roswell, NM 88202 

Re: Hueco South Unit 
Hidalgo County, NM 

Dear Ms Randall: 

Stonebridge Energy, LLC is working jointly with Dan A. Hughes Company, L.P. ("DAHC") to form the 
Hueco South Unit Ln Hidalgo County, NM for the drilling of a test well Ln December 2007. DAHC 
currently holds record title to 77,660.24 state and fee acres within the proposed unit boundary and through 
its predecessor applied with the State Land Office on March 7, 2005 for preliminary approval of the unit, 
then comprising 64,000.35 acres. Preliminary approval was granted April 5, 2005. 

Since gaining approval from the Commissioner, additional acreage has been acquired and a revised 
application was submitted on October 9, 2007 for expansion of the unit to 82,622.60 acres. In the unit 
agreement, DAHC is named as operator. 

A review of the state records indicates HEYCO holds title to four state leases within the proposed expanded 
unit boundary. They are LH-5410, LH-5411, LH-5414, and LH-5416 totaling 2,400.00 net acres. On behalf 
of DAHC, we invite you to contribute your leases to the proposed unit and participate in the initial unit 
well. Enclosed for your consideration is SLO State/Fee Exploratory Unit Agreement with Exhibits A, B, 
andC. 

You will note the agreement unitizes all formations and requires the initial test well be drilled to test the 
Abo formation at a depth not to exceed 4,500 feet. However, the well will be drilled to 6,600 feet to test the 
Percha Shale at a location in the SW/4 of Section 26, Township-32-South, Range-17-West and will spud as 
soon as possible after final approval of the unit by OCD and SLO. Enclosed is the AFE for the Dan A. 
Hughes, L.P., Hueco South Unit #26 -State #1. 

Thank you for considering joining the Hueco South Unit and we look forward to visiting with you to 
further discuss this proposal. 

Regards. 

Larry Hunnicutt, 
Managing Member 

Enclosures: 
Cc: Robert Holder, Dan A. Hughes Company, L.P. 



PATRICK H. LYONS 
COMMISSIONER 

State ofO^ezu Me7(ico 
Commissioner of Public Lands 

310 OLD SANTA FE TRAIL 
P.O. BOX 1148 

SANTA FE. NEW MEXICO 87504-] 148 

October 15, 2007 

Stonebridge Energy, LLC 
14275 Midway Road, Suite 220 
Addison, TX 75001 

HUGHES EXHIBIT NO. 6 

COMMISSIONER'S OFFICE 
Phone(505)827-5760 
Fax (505) 827-5766 

www.nmstatelands.org 

Attn: Mr. Larry Hunnicutt 

Re: Amended Preliminary Approval 
Second Expansion of Proposed Hueco South Unit 
Additional 18,622.25 Acres 
Hidalgo County, New Mexico 

Dear Mr. Hunnicutt: 

On May 27, 2003 this office granted preliminary approval to the proposed Hueco South Unit area in 
Hidalgo County, New Mexico containing 56,096.94 acres. Your letter of March 7, 2005 requested our 
approval to expand the proposed unit boundaries to include an additional 7,903.41 acres for a total of 
64,000.35 acres. Your second expansion letter of October. 1,2007 advises that Dan A. Hughes Company, 
L.P. will be operating this unit and requests our approval to add an additional 18,622.25 acres that were 
previously withdrawn and have subsequently been leased. 

Please be advised that the Commissioner of Public Lands has this date granted you preliminary approval as 

to form and content for the expanded Hueco South Unit area containing 82,622.60 acres in Hidalgo County, 

New Mexico-

Preliminary approval shall not be construed to mean final approval of this agreement in any way and will 

not extend any short term leases, until final approval and an effective date have been given. 

When submitting your agreement for final approval, please submit the following: 

1. Application for final approval by the Commissioner setting forth the tracts that have been 
committed and the tracts that have not been committed. 

2. Pursuant to Rule 1.045, applications for approval shall contain a statement of facts showing: 

a. That such agreement will tend to promote the conservation of oil and gas and the better 
utilization of reservoir energy. 

b. That under the proposed unit operation, the State of New Mexico will receive its fair 
share of the recoverable oil and gas in place under its lands in the proposed unit area. 

c. That each beneficiary institution of the State of New Mexico will receive its fair and 
equitable share of the recoverable oil and gas under its lands within the unit area. 

d. That such unit agreement is in other respects for the best interest of the trust. 

-State Land Office Beneficiaries -
Carrie Tingley Hospiial • Charitable Penal & Reform • Common Schools • Eastern NM University • Rio Grande Improvement • Miners' Hospital of NM «NM Boys 
School • NM Highlands University • NM Institute of Mining & Technology • New Mexico Military lnstitute»NM School for the Deaf • NM School for the Visually 
Handicapped • NM State Hospital • New Mexico State University • Northern NM Community College • Penitentiary of New Mexico • Public Buildings at Capital • 
State Park Commission • University of New Mexico • UNM Saline Lands • Water Reservoirs • Western New Mexico University 



Stonebridge Energy, LLC 
October 15, 2007 
Page 2 

3. All ratifications from the Lessees of Record and Working Interest Owners. All signatures 
should be acknowledged by a notary and one set must contain original signatures. 

4. Order of the New Mexico Oil Conservation Division. Our approval will be conditioned upon 
subsequent favorable approval by the New Mexico Oil Conservation Division. 

5. Please submit two copies of the Unit Agreement. 

6. A copy of the Unit Operating Agreement. 

7. Copies of all the well records for the initial unit well. We need a definite initial well location 
prior to final approval. 

8. The filing fee for a unit agreement is $30 for every section or partial section thereof. Please 
submit a filing fee in the amount of $4,320.00. 

9. A statement that all owners within the unit boundaries have been invited to join the unit. 

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

Very truly yours, 

PATRICK H. LYONS 
COMMISSIONER OF PUBLIC LANDS 

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

PL/JB/pm 
cc: OCD-Santa Fe, Attention: Mr. David Catanach 



Dan A. Hughes Company 
P.O. Drawer 669 
Beeville, Texas 

HUGHES EXHIBIT NO. 10 
AUTHORITY FOR EXPENDITURE U 0284 

DATE 10/2/07 

WELL : Hueco South Unit 26 State #1 

COUNTY: Hidalgo 

PROSPECT: Pedregosa Basin (Hueco South Unit) 

P R O P O S E D DEPTH: 6600' 

LOCATION: Township 32S, Range 17W. Sect ion 26, SW/4 SW4, 660' FSL x 660' FWL 

INTANGIBLE COSTS (G/L #6010) 

LOCATION COSTS: 
Survey 
Location & Road (w/ damages) 
Location Cleanup 

DRILLING COSTS: 
Drilling Overhead 
Permit Fees 
Rig Mobilization 

Drilling ft to ft 
10 Days® $15,000.00 /Day 

Fuel 
Water 
Drilling & Completion Fluids 
Drill Bits 
Cementing Services 
Casing Crews/Labor 
Surface Equip. Rental 
Drillstring & Downhole Rental, Motors 
Directional Drilling Services 
Hauling & Freight 

Roustabout & Misc. Services 
Mud & Cuttings Disposal 
Communication Expenses 

Gate Guard 
Tubular / BOP Testing 
Plugging Costs (if necessary) 

EVALUATION COSTS: 
Electric Logging 
Mud Log Service 
Core & Paleo Analysis 
Drill Stem Testing 

COMPLETION COSTS: 
Completion Unit 
Cased Hole Wireline Services 
Well Testing 
Well Stimulation Treatments 

MISC COSTS: 
Supervision 
Drilling Liability Ins. 
Loss Of Well Control Ins. 
Contingencies(5%) 

Total 
Acct. Drilling Completion Estimated 

Codes Costs Costs Costs 

105 5,000 5,000 

121 25.000 3,000 28.000 

189 5,000 5,000 

101 2,000 1,000 3,000 
109 1.000 1.000 

119 70,000 70,000 

129 150.000 16.000 166,000 

248 20.000 20.000 

141 10,000 3,000 13,000 

133 0 3,000 3,000 

137 0 

169 0 30,000 30,000 

213 0 8,000 8.000 

210 0 5.000 5,000 

211 0 

139 

206 20,000 16,000 36,000 

218 6,000 5,000 11,000 

193 4,000 3,000 7,000 

230 

215 

541 

175 25,000 25,000 

149 33.000 33.000 

145 12.000 12,000 
157 
161 

181 18.000 18,000 

173 25,000 25,000 

266 
177 5,000 5,000 

551 0 8,000 8,000 
573 0 

576 0 

280 0 

Total Intangible Costs $383,000 $154,000 $537,000 



AFE # 

Well: 

Dan A. Hughes Company 
P: O. Drawer 669 
Beeville, Texas 

0284 

Hueco South Unit 26 State #1 

TANGIBLE COSTS (G/L #1150) 
Acct. 

Codes 
Drilling 
Costs 

Completion 
Costs 

WELLHEAD EQUIPMENT: 
Bradenhead 
Casing Spool 
Tubing Spool 
Christmas Tree 

435 
435 
430 
430 

3,000 

10.000 
20.000 

3,000 

10.000 
20,000 

COMPLETION EQUIPMENT: 
Packers 
Liner Hangers 
Downhole Pump 

425 
427 
482 

7.000 

TUBULARS: 
Conductor 
Surface 
Intermediate 
Liner 
Production 
Tubing 
Sucker Rods 

500' of 9-5/8". 36#, J-55 LT&C 

6200' of 5-1/2", 17# J55 LT&C 
6100' of 2-3/8", 4 7# J55 EUE 8rd 

402 
404 
406 
406 
410 
415 
481 

8,000 
45,000 

54,000 
27,000 

8,000 
45,000 

54,000 
27,000 

SURFACE EQUIPMENT: 
Line Heaters 
Heater Treater 
Tanks 
Dehydration 
Separation 
Gas Meas. Equipment 
Flowlines 
Pump Equipment 
Engines 
Elec. Equipment & Power lines 
Misc. Valves, Fittings, Etc. 
Installation Costs 

455 
455 
440 
470 
450 
475 
420 
480 
483 
462 
465 
495 

Total Tangible Costs $56,000 $118,000 $174,000 

GRAND TOTAL $439,000 $272,000 $711,000 

This AFE is an Estimate of Costs only. Approval of same is a commitment to pay your 
proportionate share of the actual costs in drilling to the objective depth specified or 
complete the work herein specified. 



t l i s i r i c U 

Ifc25 N . French i>r„ Hohbs, N'M RB240 

DiuxuaJU 

1.W1 W. Grand Avenue, A t t . i i a , N M 88210 

» u t r i a . l l l 

lOOflRio Bra/os R<L. Aziec, N M 87410 

t l i s i r k t l Y . 

U20 S. St. Francis D r „ Santa Fe. 8750S 

State of New Mexico 

Energy, Minerals & Natural Resources Department 

OIL CONSERVATION DIVISION 

1220 South St. Francis Dr. 

Santa Fe, N M $7505 

Form C-102 

Revised October 12,2005 

Submit to Appropriate District Office 

State Lease - 4 Copies 

Fee Lease - 7> Copies 
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WELL LOCATION AND ACREAGE DEDICATION PLAT 
' AIM Number 1 Pool Code ' Pool Nam* 

Property Code Property Name ' Wt-11 Number 

'OCKIUNo. ' OprraKir Name ' Kkvanoo 

Surface Location 
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as 
Towoship 

32 S 
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Ntrrflh'South line Feel from (he 
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was plotted from field notes of actual sui~\-eys made by 

me or under my supervision, and that the same is trw 

and correct lo tl 

3-76-01 
Dae o f Survey ^ ^ v ^ j 1 ^ " u / ^ , * * - j * ' * * 

Signature and Sea! ^ProfjpstoitSJ j & F V & F f i >. \ -

5-XS2 
Ccnificaif Number 



GEOLOGIC EXPLANATION 
for the approval of the 

HUGHES EXHIBIT NO 
HUECO SOUTH UNIT AREA 

HIDALGO COUNTY, NM 

Regional Setting 

The Pedregosa Basin is located in southwest New Mexico, southeast Arizona and 
Chihuahua Province of Mexico and originated in early Paleozoic time. A significant 
portion of the basin (and the main emphasis of this report) is positioned in the southeast 
corner of Hidalgo County, New Mexico (as is the Hueco South Unit area) and has a 
similar depositional history as the Midland and Delaware basins and many of the same 
rock units. 

The Hueco South Unit, if approved, will be located west of the Alamo and Big Hatchet 
Mountains and offers extraordinarily attractive structural targets, dramatic stratigraphic 
traps and major reef trends that remain untested for oil and natural gas reserves. Also the 
Percha shale (Woodford equivalent) holds superlative potential and is laterally pervasive 
over the entire unit area. The only well located within the unit area was drilled in 1958 at 
a location on the eastern down dip portion of the unit. The Humble #1 BA State well 
tested gas at 86 MCFGPD from the Permian Epitaph formation (Abo equivalent) and is 
on the western margin of the U-Bar syncline that defines the depo-center of the basin 
(through time) within the USA. Reserves for the US Pedregosa Basin have been 
estimated at 13TCF and 2 billion barrels of oil. 

Dan A. Hughes Company, L.P., the Operator of the proposed Hueco South Unit, has 
recently contracted with Dawson Geophysical Company to acquire 3-D seismic data to 
better define drilling targets near the old Paleozoic basin center in Hidalgo County. 
Seismic operations are expected to commence in November 2007 or as soon as a field 
crew is available to the site. 

However, in the event the final processed and interpreted 3-D seismic data is unavailable 
for determining a superior location prior to December 1, 2007, it is the intent of the 
operator to drill the initial well (Hueco South Unit 26 State #1) in the unit to test the 
Percha Shale (and the Permian Abo reef formation) in Township 32 South, Range 17 
West, Section 26, in the southwest quarter at 660' FWL and 660' FSL achieving a 
proposed total depth of 6,600' subsurface. This location has been selected utilizing 2-D 
seismic data acquired and reprocessed in 2005 and is currently being surveyed and 
platted (along with the source and receiver lines) by Dawson's surveying contractor. 

Deposition History 



Ordovician through Mississippi Age 

The basin is characterized by four main depositional cycles, which are separated by major 
hiatuses and erosional truncation. The oldest cycle is Ordovician through Mississippian 
and is dominated carbonate deposition. Both conventional and unconventional plays are 
attractive targets in this sequence of rocks. The two major reservoir units in this cycle are 
the Ordovician El Paso dolomites and the Montoya dolomite. The El Paso is equivalent 
to the Ellenberger Formation in the Midland and Delaware basins. These pays are 
expected primarily on structural highs such as those observed in the Heuco South Unit 
area. 

The unconventional gas play in this sequence is the Percha shale, which is age equivalent 
to the Woodford shale in the Midland and Delaware basins as well as the Mid-Continent 
region. The Woodford is a hotly pursued play in these areas and is yielding considerable 
success. However, it should be noted that the Percha shale within the Hueco South Unit 
area ranges in thickness from 300 to 350 feet as opposed to less than 100 feet of shale 
encountered in most of the areas where the Woodford is actively being explored and 
developed. 

The TOC values measured in the Percha, measure less than what might be expected due 
to inherently poor quality samples. The readings are from composite well cuttings that 
were stored "open-shelved" for decades prior to analysis. Outcrop samplings were also 
used. Consequently the reported values (see section on Source Rock and Thermal 
Maturity) are lower than those that are freshly sampled and properly obtained. Therefore, 
it is reasonable to assume original TOC values of 2.5%, or better, are characteristic for 
the Percha. Thermal maturity values are primarily in the dry gas window. The Percha 
shale, due to its pervasive nature through out the Hueco South Unit area, is a most 
attractive exploration target. 

Pennsylvanian through Permian Age 

The second depositional cycle is Pennsylvanian through Permian age. This cycle exhibits 
the most attractive opportunities in the Pedregosa Basin in the Permo - Penn sequence 
which was deposited in a dramatically smaller basin than the previous cycle. Large well-
developed reef tracks, depositional onlap, depositional terminations and erosional 
truncations characterize the Permo-Penn cycle in the Hueco South Unit area. 

Sparse drilling in the region, however, failed to test any of these targets. 2D seismic data 
and nearby reef outcrops verify the presence of these plays in the subsurface. Seismic 
reef profiles are observed in the Hueco South Unit trending from south to north at 
(varying depths) across major portions of the unit. Therefore, the main objectives within 
the unit area are reef sequences and depositional on lap in the Horquilla formation whose 
Midland and Delaware age equivalents are the Wolfcamp, Cisco, Canyon, Strawn, Atoka 
and Morrow formations. 



Additionally, the Permian age Epitaph and Concha formations are also characterized by 
reef buildups, depositional bed terminations and erosional truncation of their upper 
members. These formations are age equivalent to the San Andres, Bone Springs and Abo 
formations in the Midland and Delaware basins and are significant targets within the unit. 

Cretaceous Age 

The third depositional cycle is early Cretaceous in age and duration and appears as a thin 
veneer of sediments that were deposited across the basin with an extraordinarily thick 
sequence of rocks being deposited in the U-Bar syncline. The syncline is a deep basinal 
trough, which trends from northwest to southeast through southwest New Mexico and 
into Mexico. Rich source beds and good reservoir units are expected in the U-Bar 
formation, which may exceed 3500' in total thickness in syncline. The eastern margin of 
the unit is at the western edge of the U-Bar syncline. 

Tertiary and Quaternary Age 

The forth and final depositional cycle is the Tertiary and Quaternary age sequence of 
rocks. These units were deposited as lacustrine, marginal lacustrine and fluvial sediments 
in the Playas and Hachita Valleys. They form a relatively thin veneer and do not hold 
significant hydrocarbon value. In addition both intrusive and extrusive rocks were 
unplaced at this time but it appears the overall effect of volcanic activity in the area is 
limited since most of the wells in the area are not thermally altered. Consequently, most 
of the source rocks in this portion of the basin are in the early to late gas window and the 
vast majority of the hydrocarbon reserves in the Hueco South Unit area are expected to 
be natural gas. 

Tectonic History 

The Pedregosa basin has been subjected to extensive tectonic activity throughout its 
history creating major concerns about maintaining trap integrity. Our analysis which 
includes the use of seismic data, demonstrates the existence of undisturbed basinal 
sequences in the Hueco South Unit area where the sediment packages (of the Permo-Penn 
and Cretaceous age sequences) remain in tack. These packages are highly prospective 
over the targeted unit area. 

Furthermore, it can be reasonably assumed from the data that basinal packages containing 
Pennsylvanian through Permian section are undisturbed by the sequence of tectonic 
events that effected the region and that reef trends extend laterally from the east boundary 
to west boundary of the Hueco South Unit. It is within the unit that these packages, that 
trap and seal hydrocarbon accumulations, remain in tack and represent the greatest 
opportunity for finding significant reserves. The assembled leasehold acreage within the 
Hueco South Unit has been selected for unitization for the purpose of exploiting these 
sequences and other structural traps. 

Additionally, localized regional uplifts (during the Paleozoic and Mesozoic age) have 
resulted in erosional truncation and non-deposition of various stratigraphic units. Later 



tectonic events involved late Cretaceous thrust faulting, followed by basin and range 
extensional faulting, with the most recent event being the localized emplacement of 
volcanics. The volcanic event involved both surface Hows and intrusions. However, 
despite the extensive tectonic activity in the region undisturbed basinal sequences 
(particularly in the Permo-Penn sequence as well as several large structural features) 
remain intact. 

Source Rock and Thermal Maturity 

Generally, southwest New Mexico (and specifically the Hueco South Unit area) is prone 
to generating (and accumulating) natural gas throughout most of the objective horizons. 
Geochemical data confirms this fact and proves the existence of source rocks with 
adequate kerogen and necessary thermal maturity to produce gas in quantities warranting 
exploration activities. 

Also, it is important to recognize that throughout most of the region the later igneous 
activity did not overcook sediments and only adversely affects thermal maturity in 
localized areas. TOC values of .88 to 1.36% are described with thermal maturity levels 
ranging from 2 to 4 TAI (thermal alteration index) or late oil through late gas generation. 
It is also important in any analysis of these figures to recognize that the foundational 
source of these measurements were poorly preserved well samples and outcrop data. 

Consequently, the TOC numbers reported in published data are inherently low and do not 
adequately represent adjusted projected values. It is expected that carefully obtained 
shale samples within the Hueco South Unit area will yield TOC values in the range of 
2.00%, or greater. 

In closing, we refer you to an extensive rock study of the Pedregosa Basin that was 
conducted by Sam Thompson of the New Mexico Oil Conservation Division in 1981. He 
concluded in his report that the US portion of the basin could possibly yield ultimate oil 
and gas reserves in the range of 13 TCF and 2 billion barrels of oil. A major portion of 
these hydrocarbons may underlie the Hueco South Unit. 

Gary Kornegay, Geologist 
Stonebridge Energy, LLC 
14275 Midway Road 
Suite 220 
Addison, TX 75001 
AAPG #434471 
Texas License #4239 
Wyoming Certified Geologist #PG-745 
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