BEFORE THE
OIL CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

IN THE MATTER OF THE APPLICATION OF e
SHAHARA OIL, LLC, FOR (1) APPROVAL OF THE -
PROPOSED SHAHARA STATE UNIT, (2) CREATION

OF A WATERFLOOD AND TERTIARY RECOVERY PROJECT

(3) APPROVAL OF TWO UNORTHODOX OIL WELL

LOCATIONS, AND (4) QUALIFICATION OF THAT

PROJECT FOR THE RECOVERED OIL TAX RATE,

LEA COUNTY, NEW MEXICO.
CASE NO. / / ?ﬂ? A/

APPLICATION

SHAHARA OIL, LLC, a New Mexico limited liability company,
the "Applicant," whose address is 207 W. McKay, Carlsbad, New
Mexico 88220, applies for an Order (1) approving the Shahara State
Unit in Lea County, New Mexico, covering the land and formations
hereafter described, (2) creating a secondary waterflood and
tertiary recovery project using micro-organisms for enhanced
recovery 6f oil from that Unit, (3) approving two new proposed
unorthodox oil well locations for producing wells along the west
edge of the Unit, and (4) qualifying that project for the recovered
0il tax rate pursuant to the "New Mexico Enhanced 0il Recovery

Act." 1In support thereof, Applicant states:

1. Applicant is the general partner of Mountaineer
Limited Partnership, which owns the majority (90.6775%) working
interest in the operating rights under the following described land

(the Unit Area) in Lea County, New Mexico, to wit:
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Township 17 South, Range 33 East, N.M.P.M.
Section 16: W%
containing 320 acres, more or less, from the surface to a depth of
5500 feet beneath the surface, which land is included in that
certain 0il and Gas Lease dated September 11, 1933, bearing Serial
Number B-2148, from the State of New Mexico, lessor, to Phillips
Petroleum Company, lessee.

2. The Unitized Formations shall be the Grayburg/San
Andres formations, the vertical 1limits of which extend from
approximately 4100 feet below the surface to a lower depth of 5500
feet within the Unit Area.

3. The Unit Area has heretofore been operated under an
informal working interest unit (letter) agreement dated
September 5, 1985 which established the Tract Participation as set
forth in Section 12 of the Unit Agreement, limited, however, to the
depths from the surface to 4600 feet under the N%SW% and SE%Sw,
4800 feet under the NW%, and 5200 feet under the SW%SW% of said
Section 16. The participation formula, as so set forth in the Unit
Agreement, allocates the produced and unitized o0il and other
hydrocarbons on a fair, reasonable, and equitable basis.

4. A copy of the proposed Unit Agreement, which
designates Applicant the Unit Operator, is filed with this
Application, marked Exhibit 1. Applicant believes that the terms
and provisions thereof are fair, reasonable and equitable to all
owners of interests.

5. The portion of the Unitized Formation included
within the Unit Area has heretofore been reasonably defined by
development and can be adequately controlled by Unit operations.
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6. By converting certain presently producing wells
within the Unit Area now known as the Phillips State Wells Nos. 1,
3, 4, 5, 6, 7 and 8 into injection wells, Applicant proposes to
inject water with micro-organisms into the Unitized Formation. The
Phillips State No. 2 Well located in unit D (NW/4NW/4) of said
Section 16 is now a duly permitted injection well; it will remain
an injection well under Unit operations. A copy of the 0il
Conservation Division’s (the "Division") Form C-108 with its
attachments is filed herewith, marked Exhibit 2.

7. As part of Unit operations, Applicant intends to
eventually drill a maximum of 12 new producing wells, two of which
will be at unorthodox locations along the west edge of the Unit
under a cooperative unit line agreement with The Wiser 0il Company,
unit operator of the Caprock Maljamar Unit which adjoins the
proposed Unit Area to the west. A copy of that agreement with its
exhibits is filed herewith, marked Exhibit 3. Those two unorthodox
location wells will be the Phillips State No. 100 Well located
1320’ FNL and 10’ FWL of said Section 16 and the Phillips State No.
101 Well located 2640’ FNL and 10’ FWL of said Section 16.

8. Produced water from the Unit will be delivered to
The Wiser 0il Company, which will return the same with additional
make-up water (as may be required for Unit operations) under
pressure, to which Unit Operator will add the micro-organisms
before injecting the same into the Unitized Formation through the
injection wells.

9. The method of operation proposed in the Unit
Operating Agreement which is filed herewith, marked Exhibit 4, will
prevent waste and result, with reasonable probability, in the
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increased recovery of substantially more oil from the Unitized
Formations than would otherwise be recovered.

10. The estimated additional costs of conducting Unit
operations are estimated to be $6,257,000, which sum includes both
capital expenditures of $3,731,000 and operating costs of
$2,526,000. The estimated value of the additional production to be
recovered thereby as a result of the proposed project 1is
$14,400,000.

WHEREFORE, Applicant requests that this Application be
set for hearing before one of the Division’s Hearing Examiners at
the earliest possible date, and that after such hearing, the
Division enter its Order approving (i) the Unit Agreement and Unit
Operating Agreement providing for the wunitized management,
operation, and further development of the Unitized Formations
within the Unit Area, (ii) the injection of water (with added
micro-organisms) into the Unitized Formations, (iii) the drilling
of two additional oil wells at unorthodox locations along the west
edge of the Unit, and (iv) the enhanced oil recovery project as
heretofore described, qualifying this waterflood and tertiary
recovery project for the recovered oil tax rate pursuant to the

"New Mexico Enhanced 0il Recovery Act."
Respectfully submitted,

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

By
Paul A. Cooter

500 Marquette NW, Suite 1200
P.0O. Box 1276

Albuquerque, New Mexico 87103
(505) 247-2315
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STATE OF NEW MEXICO
COUNTY OF EDDY

The undersigned Perry L. Hughes, being duly sworn upon his
oath, states that he is the president of Shahara 0il LLC, a New
Mexico limited liability company, that he is familiar with the
matters and facts set forth in the foregoing Application, and
that the same are true and correct.

v

Perry'L“dhughes, Pzﬂsident

ch
Subscribed and sworn to this lf day of December, 1997.

Inalba sl

Notary Public

Mj commission expires:
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

SHAHARA STATE UNIT AREA
LEA COUNTY, NEW MEXICO

NO.
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STATE/FEE
WATERFLOOD UNITS

UNIT AGREEMENT C
FOR THE DEVELOPMENT AND OPERATION OF THE
SHAHARA STATE UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT., entered into as of the day of July, 1997 . by and between the parties
subscribing, raufying or consenting hereto, and herein relerred 10 as “pacties hereto®;

WITNESSETH THAT:

WHEREAS, the parnies hereto sce the owners of working, royaiy or other il and gas interesus in the Unit Area subject o this
agreements tnd

WHEREAS. the Commissioner of Public Lands of the State of New Mexica is suthorized by law (Sec. 3, Chap, 88, Laws 1943) as
amended by Dec. | of Chapter 162, Laws o 1951, (Chap. 19, Ant. 10, Scc. 45, N.M, Suwutes 1978 Annot.), 1o consent to and approve the
development or operation of State lands under agreements made by lessees of State {and joindy or severally with cther lessees where such
agreements provide for the unit operation oc development of part of or all of any oil or gas pool, field or area; and

WHEREAS. the Commissioner of Public Landa of the State of New Mexico is authorized by sn Act of the Legislature (Sec. 1, Chap.
162, Laws of 1951; Chap. 19, Art. {0, Sec. 47, N.M. Stats. 1973 Annot.) 10 amend with the spproval of lessce, evidenced by the lessee's
execution of such agreement or otherwise, any oil and gas lease embaacing State lands 30 that the length of the term of said lease may coincide
with the term of such agreements for the unit operation and development of part or all of any oil or gas pool, field oc area; and

WHEREAS, the Oil Conservation Division of the Energy and Minenls Depariment of the State of New Mexica is authorized by law
(Chap. 72, Laws 1935, 1s amended, being Sec. 70-2-1 et seq. N.M. Statutes 1973 Annouted) to spprove this agreement and the conservation
provision hereal; and

WHEREAS, the parties hereto hold sufficient interests in the __Shahara State Unit Area, comprised of the land
hereinaftec designated, to give reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto 10 enable institution and consummation of secondary and/oc enhanced oil recovery
operations, conserve natural resources. prevent waste and secure the other benefits obuinable through development and operation of the ares
subject (o this agreement under the terms, conditions and limitatons herein set focth.

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

SECTION [. ENABLING ACT AND REGULATIONS: The oil and gus operating regulations in the effect as of the effective
date hereof governing drilling and producing operations not inconsistent with the terms hereof or the laws of the State of New Mexico are hereby
accepted and made a part of this agreement.

SECTION 2. DEFINTTIONS: For the purpose of this agreement, the following terms and expressions are used herein shall
mean:
() “Uait Arca” is defined as the land depicted on Exhibit *A” and described by Tracts in Exhibit “B® attached hereto and
said land is hereby designated and recognized as constituting the Unit Area. -
®) ‘Commissicner” is defined as the Commissioner of Public Lands of the State of New Mexico.
© *Division" is defined as the Oil Conservation Division of the State of New Mexico.
(@ *Unitized Formations" shall be the Grayburg/San Andres formations underlying the Unit Area, the vertical limits of which

extend from approximately 4100 feet below the surface to a lower depth of 5500 feet below the surface.

(e) *Unitized Substances’ is defined as all oil, gas, gascous substances, sulphur contsined in gas, condensate, distillate 1nd
all associated and con stituent liquid or liquefiable hydrocarbons within or produced from the Unitized Formation.
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O] “Working Interest® is defined as an interest in Unitized Substances by virtue of a lease, operating agreement or otherwise,
including a carried interest, which interest is chargeadie with and obligated 10 pay or bear, cither in cash or out of
production or otherwise, all or a portion of the cos of drilling, developing, producing and opersting the Unitized
Formation. Any interest in Unitized Substances which is 1 Working Interest as of the dats the owner thereof executes,
ratifies or consents to this agreement shail thereatter be treated as 3 Working Interest for all purposes of this agreement.

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

®) “Working Interes Owmer” is defined as a party hereto who owns 8 Working Interest.

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

@ “Tract” is defined 23 cach parcel of land described as such and given a Tract number in Exhibit *B”.

&) “Tract Participation” is defined as the percentages of Unitized Substances allocated hereunder to & Tract during Phase [
and Phase II, as hercinarter defined. The Tract Participation of the Tracts within the Unit Area is shown on Exhibit "C*
stached hereto.

Y] “Unit Participation® is defined as the sum of the percentages oblained by multiplying the Working [nterest of @ Working

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

(m) and (n) There is no distinction between "Phase " and “Phase 1" for production of Unitized Substances from the Unit Area
regardless of the subsequent use of those terms in this Agreement.

(o) *Unit Operating Agreement” is defined as any agr at or agr 3 entered into, separately or collectively, by and
between the Unit Operator and the Working Interest Owners as provided in Section 9, Accounting Provisions and Unit
Operating Agreement, infra, and shall be styled *Unit Operating Agreement, Shahara State Unit Area ,

Lea County, New Mexico®.
® *Unit Manager~ is defined as the person or corporation appointed by the Unit Working Interest Owners to perform the

duties of the Unit Operator until the selection and qualification of & miccessor Unit Operator 15 provided for in Section
8, Successor Unit Operator, hereof.

SéCI'ION 3. UNTT AREA: The area specified on the map attached hercto marked Exhibit A" is hereby designated and
recognized as consituting the Unit Area, containing 320 scres, more or less.

Exhibit *A”" to the extent known to Unit Operator, shows the boundaries and identity of Tracts and leases in the Unit Area. Exhibit
*B" anached hereto is a scheduie showing, t0 the extent known to Unit Operator, the acreage comprising cach Tract and the perceatage of
ownership of cach Working Interest Owner in each Tract. However, nothing herein or in said scheduie or map shail be construed 23 2
representation by any party hereto as 10 the ownership of any interest other than such interest as arc shown in said map or schedule as being
gwned by such party. Exhibit “C"~ attached hereto is a schedule showing the Tract Participation of each Tract in the Unit Area during Phase [
and II, which Tract Participation has been calculated upon the basis of il tracts within the Unit Area being committed to this agreement as of
the effective dats hereof.

Exhibits "A°, “B®, and "C* shall be revised by Unit Operator whenever changes render such revision necessary and not less than
two copics of such revision shall be filed with the Commissioaer and the Division.

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

(2) The Working Interest Owner or Owners of & Tract or Tracts desiring to bring such Tract or Tracts into the Unit Area shall
file an application therefor with Unit Operator requesting such sdmission.
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(b) Unit Operator shall circulate 1 notucs of the proposed expansion o each Working Interest Owner in the tract or tracts
proposed to be included in the Unit and/or arfected by the proposed expansion setting out the basis for admission, the Tract
Participatioa proposed to be allocated to such Tract or Tracts, and other pertinent dats. Afler negotiation (at Werking
Interest Owners' meeting or otherwise) if Working Interest Qwners having a combined Phase II Uait Participation of ninety
percent (90%) or more have agreed 10 such Tract or Tracus being brought inta the Unit Ares, thea Unit Operator shail,
after preliminary concurrence by the Commussioner and the Comnussion:

(1) Prepare 2 notice of proposed expansion describing the contemplated changes in the boundaries of the Unit Area, the
reason therefor, the basis for admission of the additional Tract or Tracts, the Tract Participation 1o be allocated thereto,
and the proposed cifective date thereof; and

(2) Furnish copies of said notice to the Commissioner and the Division. cack Working Interest Owner and to the lessee
10d lessor whose interests are proposed o be commuaed, advising such parties that thirty (30) days wiil be allowed for
submission 1o the Uit Operator of any objections 1o such proposed expansion: and

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

The expansion shall, afler due consideration of ail pertinent information and upon approvai by the Commissioner and Division, become
effective as of the date prescribed in the notice thereof. The revised Tract Participation of the respective Tracts included within the Unit Area
prior to such eniargement shail remain in the same ratio one o ancther.

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

SECTION §. UNTTIZED LAND AND UNTTIZED SUBSTANCES: All land commitied to this agreement as provided in
Section 13, Tracts Qualified for Unit Participation, as to the Unitized Formation defined in Section 2, Definitions, shall constitute land referred
to herein as “Uagitized Land® or "land subject o this agreement”. All oil and gas in the Unitized Formation in the Unitized Land are unitized
under the terms of this agreement and herein are called “Unitized Substances®.

SECTION 6. UNTT OPERATOR: Shahara 0il, LLC Company is hereby designated as Unit
Openator, and by signing this instrument as Unit Operator it agrees and consents to accept the duties and obligationa of Unit Openator for the
openation, development and production of Unitized Substances as herein provided. Whenever reference is made herein to the Unit Openator, such
reference means the Unit Operator acting in that capacity and not as an owner of interest in Unitized Substances, and the term "Working Interest
Ownmer® when used herein shail include or refer 1o Unit Operator 1s the owner of a Working Interest when such an interest is owned by it.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Operator shail have the right to resign at any
time, but such resignation shall not become effective 3o as 10 reiease Unit Operator from the duties and cbligations of Unit Operator and
terminate Unit Operator’s rights as such for a period of six (6) months aiter written notice of intention to resign has beea givea by Unit Operator
w0 all Working Interest Owners and the Commissioner and Division uniess a new Uait Operator shall bave taken over and assumed the duties
and obligations of Unit Operator prior 1o the expiration of said period.

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

In all such instances of resignation or removal, until a successor to Unit Operator is sclected and approved as hereinafter provided,
the Working Laterest Owners shall be joinuy responsible for the performance of the duties of the Unit Operator and shail, not later than thirty
(30) days before such resignation or removal becomes cffective, appoint 2 Unit Manager 10 represent them in any action to be takea hercunder.

The resignation or removal of Unit Operator under this agreement shall not terminate its right, title or interest as the owner of 2
Working Interest or other interest in Unitized Substances, but upon the resignation or remaval of Unit Operator becoming effective, such Unit
Openator shail defiver possession of all equipment. books and records, materials, appurtenances and other assets used in conducting the Unit
operations and owned by the Working Interest Owners (including any and all data and information which it might have gained or assembied by
reason of its operation of the Unit Ares) to the new duly qualified successor Unit Operttor or to the Unit Manager if no such new Unit Operator
is elected, to be used for the purpose of conducting Unit Operations hereunder. Nothing herein shail be construed as authorizing removal of any
material, equipment or appurtenances needed for the preservation of any wells. Nothing herein contained shall be conwtrued to relieve or
discharge any Unit Operator who resigns oc is removed hereunder from any lisbility or duties sccruing to or performable by it prior o the
effective date of such resignation or removal.
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SECTION 3. SUCCESSOR UNTT OPERATOR: Whenever Unit Operator wbail tender its resignation as Unit Operator or
shail be removed 18 hercinabove pravided, the Working [nteremt Owners, voting in the manner provided in the Unit Operating Agreement, shail
select 1 successor Unit Operator; provided, however, tiat the voting interex of the outgoing Unit Operator shail oo be considered for any
purpose if such outgoing Unit Operator fails 10 vote or votes only 0 succeed itself. Such selection of & successor Unit Operator shail not became
effective unni: (a) a Uit Operator 30 selected shall accept in writing the duties and respoaspilities of Uait Operator, and (b) the selection shall
have been approved by the Commiasioner and Division. If 0o successor Unit Operator is selected 13 herein provided, the Commissioner may
declare Lhis agrecement terminated.

SECTION 9. ACCOUNTING PROVISIONS AND UNTT OPERATING AGREEMENT: Costs and expenses incurred by Unit
Openwr in conducting Unit Operauocas hereunder shall be paid, apportioned among and borne by the Working [nterest Owoers in accordance
with the Unit Operating Agreement. Such Unit Operating Agreement shail also provide the manner in which the Working Interest Owners shall
be cntitled 1o receive their respective proporticnate and allocated shars of the benefits accruing hereunder in conformicy with their underiying
operating agreements, leases or other independent contracts and such other rights and obligations 13 betweena Unit Operator and the Working
Interext Owmners &8 may be agreed upon by the Uanit Operator and the Working Interest Owners: however, no such Unit Operating Agreement
shail be deemed cither to modify any of the terms and cooditions of this Unit Agreement or to relieve the Unit Operator of any right or obligation
esublished under this agreement., and in case of any inconsisency or conilict between this agreement and the Unit Operating Agreement, this
agreement shall prevail. One true copy of aay Unit Operating Agreement executed Pursuang to this Section shail be filed with the Commussioner.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Exceptas otherwise specifically provided herein, the
exclusive right. privilege and duty of exercising any and ail rigiits of the parues hereto which are necessary or convenient for prospecting for,
producing, storing, allocating, and distributing the Unitized Substances are hereby delegated to and shail be exarcised by the Unit Operator as
hercin provided. Upon request theretor, accepladle evidence of title to said rights shall be deposited with said Unit Operator, and together with
this agreement shail consitute and define the rignts, priviieges and obligations of Unit Operator. Nothing herein, however, shall be construed
10 traasfer ttle 1o any land or o any lease or operating agreement. it being underytood that uader this agreement the Uait Cperawor, in its capacity
as Unit Operator, shail exercise the rignts of possc1sion and use vesied in the parues herzto oniy for the purposes herein specified.

SECTION 11. PLAN OF QPERATTIONS: It is recognized and agreed by the parties hereto that all of the land subject to this
agreement has been reasonably proven 1o be productive of Unitized Substances in paying quantities or is necessary for Unit Operations and that
the object and purpose of this agreement is to {ormuiate and to put into effect a secondary enhanced oii recovery project in order to effect 8
greater recovery of Unitized Substances, prevent waste and conserve natural resources. The parties hereto agree that the Unit Operator may,
subject to the consent and approvai of a plan of operation by the Working Intsrest Owners, the Division and the Commissioncr, inject into the
Unitized Formation, through any well or wells completed therein, brine, water, air, gus, oil, liquefied petroleum gas, stcam and any other
subsances ot a combination of any said substances, whether produced from the Unitized Formation or not, and that the location of input weils
and the rates of injection therein and the rate of production shall be governed by standards of good geological and petroicum engincering practices
and conservation methods. Reasonable diligence shail be exercised by Unit Operator in compiying with the obligations of any approved plan
of operation. The parties hereto, to the extent they have the right so to do, hereby grant Unit Operator the right to use brine or water (or both)
produced from 2ay formation underiying the Unit Area for injection into the Unitized Formation: provided., however, that this grant of said right
shall not preciude the use of brine or water (or both) produced from any formation other than the Unitized Formation for injection into formations
other than the Unitized Formation. After commencement of secondary and or enanced oil recovery operations, Unit Operator shail furnish the
Commissioner and the Division monthly injection and production reports for cach well in the Unit. The Working Interest Owners, the
Commissioner and the Division shail be furnished periodic reports on the progress of the plan of operation and any revisions or changes thersto
necessary 0 meet changed conditions or to protect the interests of all partics (o this agreement: provided. however, that any major revisions of
the pian of operation involving 2 basic deviation from the initial pian of operation shail be subject o the consent and approval of the Working
Interet Owners, the Commissioner and Division.

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

Notwithstanding aoything to the conirary herein contained, the Unit Operator shall commence, if not aiready having dope so,
secondary recovery openations and/or eshanced oil recovery operations on the Unit Arex not later than six (§) months after the effective date
of this Agreement, or agy extension thercof spproved by the Commissioner and Division or this Agreement, shall terminate automatically in
which lagter event the Unit Operator shall notify all interested parties. After such operations are commenced, Ugit Operator shall carry on such
operations as wouid a reasonably prudent operator under the same or similsr circumstances.
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SECTION 12. TRACT PARTICIPATION: Tract Participation was cstablished by ail owners of working and overriding royalty intcrests

in a voluntary working interest unit (letter) agr dated Scptember 5, 1985 as foilows:
Land Description Number Tract
of Acres Participation

NASW%, SE4SW % (Talbert Lease)

120 59.0%
SWKSWHK (State 16 Lease) 0 31.9%
NW% (Pair Lease) 160 9.1%

320 100.0%

Those same Tract Participations are carried forward in this Agreement.

In the event less than all of the Tracts are committed hereto as of the ¢ffective date hereof Unit Operator shail prompy file with the
Commissioner and Division at lesst two copies of revised Exhibits “B” and “C” setting forth on Exhibit *C*® the revised Tract Panicipations
opposite each of e qualified tracts, which shall be calculated by using the tract factors and formuia set forth hereinabove, but applying the same
only w0 the qusiified Tracts. The revised Exhibits “B® and *C* shall. effective as of the effective date of this agreement, supersede the original
Exhibits "B* and “C" attached hereto and shall thereaiter govemn the allocation of Unitized Substances unicss disapproved by the Commissioner
and Division within 30 days agter filing.

If, subsequent o the effective date of this agreement, any additional tract becomes commined hereto under the provisions of Section
3, Unit Arex. or Section 28, Non-joinder and Subsequent Joinder, or any commuted tract is exciuded herefrom under the provisions of Section
27, Loss of Tale, Unit Operator shail revise said Exhibits “B® and “C" or the latest revision thereol to show the new percentage participations
of the then coenmited tracts, which revised exhibit shail. upon its approval by the Commissioner and the Division supersede, as of its effective
date, the last previously cifective Exhibits “B® and *C”°. In any such revision of Exhibit “C” the revised percentage participations of the
respective teacts Listed in the last previously effective Exhibit “C” shall remain in the same ratio oge to anodher.

SECTION 13. TRACTS QUALIFTED FOR UNTT PARTICIPATTION: On and after the effective date hercof, the Tracts within
the Unit Arca that shall be entitied to participate in the production of Unitized Substances therefrom shall be the Tracts within the Unit Area
that are qualified as follows:

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

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

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

(if) Seventy-five percent (75%) of the combined voting interest of Working Interest Owmers in all Tracts meeting the
requirements of Section 13 (a) hereof have voted in favor of the commitment of such Tract. .

For the purposes of this Section 13 (b), a Working Interest Owner’s “voting interest” shail be equai to the ratio (expressed in percent)
which its aggregaie Phase O Unit Participation in all tracts qualifying under Section 13 (a) bears to the total Phase [ Unit Participation
of all Working Interest Owners in ail Tracts qualifying under Section 13 (a), as such Unit Participation is determined from the Tract
Participation set out in Exhibit "C”~,

(c) Each Tract as 1o which Warking Interest Owners owning less than one hundred percent (100 %) of the Working Interest therein
have become parties hercto, regardless of the percentage of Royalty Interest therein which is committed hereto and, further, a3 to
which:

() The Working Interest Owner operating 2ny such Tract and all of the other Working Interest Owners in such Tract-who
have become parties hereto have joined in a request for the commitment of such Tract to this agreement and have executed
and delivered an indemnity agreement indemnifying and agreeing 10 hoid harmiess the other Working Interest Owners in
the Unit Area, their successors and assigns, against al] claims and demands which may be made by the owners of working
interest in such Tract who are not parties hereto and which arise out of the commitment of such Tract to this agreement,
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and

(i) Seventy-iive percent (75%) of the combined voting interests of Working Interest Owners in all Tracta mecting the
requirements of Section 13 (a) and (b) have voted in favor of the commuunent of such Tract and acceptance of the
indemnity agreement.

For the purpose of this Section 13 (c), 2 Working Interest Owner’s “voting interest” shall be equai o the ratio (expreased in percent)
which its 21ggregate Phase I Unit Participation in ail Tracts quaiifying under Section 13 (a) and 13 (b) bears to the total Phase I Unit
Participation of 1ll Working [nterest Owners in ail Tracts quaiifying under Section 13 (a) and 13 (b) as such Unit Participation is
determined from the Tract Participations set out in Exhibit “C”. Upon the commiunent of such a Tract to this agreement. the Unit
Participation that would have been attributed to the nonsudbscribing owners of the Working Interest in such Tract, had they becoms
partics 10 this agreement and the Unit Operating Agreement, shail be aanbuted 1o the Working [nterest Owners in such Tract who
have become parties o such agreements in proportion to their respective Working interests in the Tract.

(d) Within Sixty (60) days after the requirements for commencement of Phase I or I have not beea met, the Operator will aotify
the Oil and Gas Division of the New Mexico State Land Office of such conversion 10 Phase II or Phase OL

SECTION 14. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Subsances produced and saved from the
commited Tracts within the Unit Area (less, save and except any part of such Unitizes Substances which is used ia conformity with good
operating practices on the Unit Area for drlling, operating, camp and other production. development and pressure maintenance purposes, or
which is unavoxisbly lost) shail be apporuoned among and allocated to the commined Tracts within the Unit Area in accordance with the Tract
Participation erfective hercunder during the respective periods, cither Phase [ or Phase [, in which such Unitized Substances were produced,
as such Tract Participation is shown in Exhibit "C” or any revision thereof. The amount of Unitized Substances so allocated 0 esch Tract. and
only that amount (regardless of whether it be more or {ess than the smount of the acaual productionof Unitized Substances from the well or wells,
if any, on suck Tact), shall, for all intents, uses and purposes, be deemed 1o have been produced from such Tract.

Tte Unitized Substances allocated to each Tract shall be distributed among or accounted for to the parties hercto entitled 1o share in
the producton rom such Tract in the same manner, in the same proportions, and upon the same conditions. as they would have participated
and shared in the production from such Tract, or in the proceeds thereof, had this agreement not beea entered into, and with the same legai force
and effect. No Tract committed to this Agreement and qualified for participation 23 heretofore provided shail be subsequenty excluded from
participation bersunder oa account of depiction of Unitized Substances from such Tract.

If the Working Intercst or the Royalty Interest in any Tract is, on oc after the effective date hereof, divided with respect to separate
parcels or portions of such Tract and owned sevenaily by different persons, the Tract Parnticipations assigned to such Tract shall, in the absence
of 4 recordable instrument executed by all owners and furnished to Unit Operator fixing the divisions of ownership, be divided among such
parceis or portions in proportion (o the number of surface acres in each.

The Unitized Substances ailocated to each Tract shall be delivered in kind to the respective Working Interest Qwners and parties
entitied thereto by virtue of the ownership of oil and gas rights therein or by purchase from such owners. Each Working Interest Owner 2ad
the partics entitled thereto shall have the continuing right to receive such production in kind at a common point withia the Unit Ares and to sell
or dispose of the same as it sees fit. Each such party shail have the right to construct, maintin and operate ail necessary facilities for that purpase
on the Unit Area, provided the same are 3o constructed, maintained and operated as nok to interfere with operations carried on pursuant hereto
or with operations upon or with regard to formations other than the Unitized Formation conducted within the Unit Ares. Subject to Section 16,
Royaity Sctlemeat, hereof, any extra expenditure incurred by Unit Operator by reason of the delivery in kind of any portion of the Unitized
Substances sasil be bome by the party (excepting the State of New Mexico) receiving the same ia kind.

If any party fails to take in kind or sepanately dispose of its proportionate share of Unitized Substances, Unit Operator shail have the
right, for the time being and subject to revocation at will by the party owning the share, to purchase for its own account or sell to others such
share at not less than the prevailing market price in the ares for like production: provided that, all contracts of saie by Unit Operator of any
other party’s share of Unitized Substances shall de only for such reasonable periods of time 23 are consistent with the minimum needs of the
industry under the circumstances, but in no event shail any such contract be for a period in excess of one year. The proceeds of the Unitized
Substances so dispased of by Unit Operator shail be paid to the party entitled thereto.

Axy purty receiving in kind or separately disposing of all or any part of the Unitized Substances allocated 10 any Tract or receiving
the proceeds therzirom shall be responsibie for making payment of all royalty to the parties entitled thereto. and shall indemnify all parties hereto,
including Uait Operator, against any liability for all royaities, overriding royaities, production payments, and all other payments chargeable
sgainst or payadle out of such Unitized Substances or the proceeds therefrom.

SECTION 15. O, IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shail make a proper and timely gauge
of all lease and other tanks within the Unit Area in order 10 ascertain the amount of merchantabie oil above the pipeline coanection in such tanks
a8 of 7:00 A.M. on the effective date hereof. All such oil which has then been produced legally shall be and remain the property of the Working
Interest Owner catitled thereto the same as if the Unit had not been formed; and such Working Interest Owner shall prompuy remove said oil
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from the Unit Area. Any such oil not so removed 1nall be s0id by Unit Openator for the account of such Working Interest Cwmer, subject 10
the payment of ail royaity to Royaity Owners under the terms and provisions of the Unit Agreement and any spplicable lcase or lesses and other
coantracts. All such oil as is in cxcess of the prior sllowabie of the well or weils from which the same was produced shail be regarded and trested
the same s Unitized Substances produced after the effective date hereof. If, 1s of ths effective date, hereof, 1y Tract is overproduced with
respect 10 the allowable of the weil or weils on the Tract and the amount of such overproduction has beea soid or otherwise dispased of, such
overproduction saall be regarded and included as a part of the Unitized Substances produced aiter the ¢ ffective dats bereof and the amount thereof
charged to rucn Tract as having been delivered to the persons entitled to Unitized Substances allocated to such Tract.

SECTION 16. ROYALTY SETTLEMENT: The State of New Mexico and ail Royalty Owners who, under existing contracts,
are entitled t0 take in kind a share of the substances produced from any Tract unitized hereunder, shail herearter be entitled to take in kind their
share of the Unitized Subsances allocated to smuch Tract, and Unit Operator shail make deliveries of mch Royalty share taken in kind in
conformity with the applicable cantracts, laws and regulations. Settlement for Royaity Interests not taken in kind shail be made by Working
Interest Gwmers responsible therefore under existing contracts, laws and reguiations. on or befors the last day of each moath for Unitized
Substances produced during the preceding caleadar month; provided. however, Lhat nothing herein contained shall operats 1o relieve the lessees
of any lacd from their respective leasc obligations for the payment of any Roysity due under their lcases, except that such Rayalty shall be
cornputed in accordance with the terms of this Unit Agreement.

If gas obtained from lands not subject to this Agreement is introduced into the Unitized Formaton for use in pressure maintenance,
stimulation of production, or increasing ultimate recovery, which shall be in conformity with a plan fire approved by the Commissioner aod
the Division a like amount of gas, less appropriate deductions for loss from any cause may be withdrawn from the formation into which the gas
was introduced, royalty free as to dry gas, but not o the products extracted therefrom: provided that such withdrawal shail be pursuant to such
conditions and formuia as may be prescribed or approved by the Commissioner; and Divisioa provided further, that such right of withdrawal
shall terminate o the lermination of this agreemeat. If liquetied petroleum gases obtained from lands or formations not subject to this agreement
be injected into the Unitized Formation for the purpose of increasing ultimate recover, which shail be in conformance with 2 plan first approved
by the Commuasioner and Division: part or all of such liquefied petroleum gases may be withdrawn royaity free pursuant to such conditions and
formuia as may be prescribed or approved by the Commissioner and Divisica.

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

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties due on leases commiced hereto  shall be paid by
Working Interest Owners responsible therefor under existing contracts, laws and regulations, provided that nothing herein contained shall operate
10 relieve the lessees of any land from their respective lease obligations for payment of any rental or minimum royaity in lieu thereof due under
their leases. Reatal for lands of the State of New Mexico subject to this agreement shall be paid at the rate specified in the respective leases from
the State of New Mexico, or may be paid at the rate specified in the respective leases fom the State of New Mexico, or may be reduced or
suspended under order of the Commissioner pursuant o applicable laws and regulations.

SECTION 13. CONSERVATION: Operations hereunder and production of Unitized Substances shall be conducted to provide
for the most economica] and efficient recovery of said substances without wastz, 1s defined by State laws and reguiations. The use of fresh water
in watertlood operations is prohibited unicss expressly approved by the Commissioner of Public Lands on the basis of excessive technological
or financial burden.

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

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED: The terms, conditions and provisioa of ail
leases, subleases and other contracts relating to exploration, driiling, development or operation for oil or gas on lands comminted to this
agreement are hereby expressly modified and amended to the extent necessary 1o make the same conform to the provisions hereof, but otherwise
to remain in full force and effect, and the parties hereto hereby consent that the Commissioner, as (o State lcases, shail by his approvai hercof
or by the approval hereof by his duly authorized representative, does hercby establish, alter, change or revoke the drilling, producing, rental
minimum roysity and royalty requircments of State leases committed hereto and the regulations in respect thereto 1o conform said requirements
1o the provisions of this agreement. Without limiting the generality of the foregoing, all lcases, subleases and contracts are particularly modified
in accordance with the following:

(&) The development and operation of lands subject to thia agreement under the terms hereof shall be deemed full performance of ail
obligations for development and operation with respect to each and every part or sepanately owned Tract subject to this agreement,
regardless of whether there is any development of any particular part or Tract of the Unit Area, nocwithstanding anything to the
contrary in the lease, operating agreement or other contract by and between the parties hereto, or their respective predecessors in
interest, or any of them. .

(b) Drilling, producing secondary recovery or enhanced oil operations performed hereunder upon any Tract of unitized lands shail
be accepted and deemed w0 be performed upon and for the benefit of cach and every Tract of unitized land, and no leasc shall be
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deemed 0 expire by reason of (silurs to dnll or produce wells siarated on land therein embraced.

(c) Suspemsion of drlling or producing operstions oa all unitized land jursuant o direction or consent of the Division and
Commissioner or their duly authonzed representsuves, shall be deemed w consunite rich suspensicn pursusnt 10 wuch direcuon or
consent A8 10 each and every Tract of uanitized lands.

(d) Each lease, sublease, or contract relating to the explocttion, drilling, deveiopment ot operauoa foe oil and gas which by its terma
might expure prior to the temmunauon of this agreement, is hereby extended beyond 1y mch term 30 provided therein, 30 that it shail
be conunued in full force and ciTect for and during the terms of this agreement.

(¢) Termination of this agreement shail oot afTect any lease which, purmiant 10 the terms thereof or any epplicable laws shail continue
in force and effect thereanter.

() Any lease which is mads subject 1o this agreement shall continue in force beyond the term provided therein a1 to the lands
¢commited herewo as long a8 such lands remain subject hereto.

(8) Any lease embracing lands of the State of New Mexico having only & porton of its land commided hereto, sball be segregated
1s 10 that porticn committed snd that pot comminted, and the lerms of mch lcase shail apply separately to such scgregated ponions
commencing as of the effective date hereol: provided, however that nocwithstanding ray of the provisions of this agrecment to the
contrary, such lease shall continue in fuil force and effect beyond the term provided therein as to all lands embraced in such leass
if od or gas is. or has heretofore been discovered in paying quantities on some part of the lands embraced in mch lease commined
to this sgreement or, 30 long a3 1 portion of the Unitized Subsances produced from the Unit Area is, under the terms of this
agreement, ailocated to the poruoa of the lands covered by such lease commiued to this agreement. or at any time during the term
hereof, 13 10 any Jease that is then valid and subsisting and upon which the lessee or the Unit Operator is thea engaged in bonadide
drilling, reworking, or secondary recovery operations on any part of the lands cmoraced in such lease, then the 1ame a5 (0 all lands
embriced therein shail remain in full force and eifect so long as such opentions are diligenuy prosecuted. and if they resuit in the
productioa of oil or gas. said lease shail continue in full force and effect as to all of the lands embraced therein, so [oag thereater
as oil or gas in paying quantities it being produced from any portion of said lands.

SECTION 1. COVENANTS RUN WITH LAND: The coveoants herein shall be construed 1o be covenants running with the
land with respect (0 the interests of the parties hereto and their successors in interest until this agreement terminates, and any grant, transfer or
conveyance of interest in land or leases subject herewo thall be and hereby is cooditioned upon the azsumption of all privileges and obligations
bercunder by the grintee, transieree, or other successor in interent. No assignment or tranafer of any Working Interest subject hereto shail be
binding upon Uait Operator uatil the first day of the calendar moath after Unit Operator is fumished with the ociginal, or accepuble photostatic
ot certified copy, of the record instrument of transier; and no assignment or transier or any Royaity Interest subject hereto shall be binding upon
the Working lnterest Owmer responsible therefor until the first day of the calendar month ailer said Working Interest Owner is furnished with
the original, or scceptable photostatic or certified copy, of the recorded instrument of transfer.

SECTION 22. EFFECTIVE DATE AND TERM: This sgreement shall become binding upon each party who executes or
ratified it as of the date of execution or ratification by such party and shall become cifective 13 of 7:00 A.M. of the first day of the month next
(ollowing:

(8) The execution or ratification of this agreement and the Unit Operuting Agreement by Working [ntecest Owners having s combined
Phase [I Unit Participation of at least eighty-Gve percent (85 %), and the executioa or ratification of this agreement by Royalty Owners
owning 3 combined interest of at least seventy percent (7O %) of the Phase II Royaity Interest in said Unit Area; and

(b) The spproval of this agreement by the Commissioner and the Commission; and

(¢) The filing of at least one counterpan of this agreement for record in the office of the County Clerk of Lea County, New Mexico,
by the Unit Openator; 2nd

(d) The filing in the office of the County Clerk of Lea County, New Mexico, of 2 certificate by Unit Operator to the etfect that (a),
(b) and (c) above have been accomplished, sod stating the effective date hereof’

and provided, fucther, that if (a), (b), (c) and (d) above are not accomplished on or befors December 31, 1998 , this
sgreement shall lerminate ipso facto on ssid date (hercinatter called “terminstion date”) snd thereasier be of no further force or cifect, unless
prior thereto this agreement has been executed or ratified by Working Interest Owners having a combined Phase I Unit Participation of at least
sixty-five percent (65%) and the Working Interest Owners having a combined Phase [ Unit Panticipation of at least eighty percent (30%)
commited 10 this agreement have decided to extend said termination date for a period not 10 exceed ooe (1) year (hercinatter cailed “extended
terminstion date”). If said termination date is 30 extended and (a), (b), (c) and (d) sbove are not sccomplished on or before said exiended
termination date this agreement thall terms.uate ipso (2cto on said extended termination date and thereaiter be of no further force or effect.
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The term of this agreement shall be for and during the ime that Unitized Substances are produced in paying quantities from the Uit
Ares and 22 long thereafter e diligent drilling, reworking or other operations (including wecondary recovery operations) are prosecuted thereon
without cessation of more than ainety (90) consecutive days, and 13 long thereaiter as Unitized Subwances are produced as aforesaid, uniess
sooner terminated by Working [nterest Owners in the manner hereinatter provided.

This agreemeat may be terminated at any lime with the approvai of the Commissioner by Working Interest Cwmners aving s least
ainety percent (30%) Phase [ Uait Panicipation. ss determined from Exhibit *C”. Notice of such termination skail be given by Unit Operuor
to all parties hereto.

Unit Operator shall within thirty (30) days after the termination date of this agreement, file for record in the office where a counterpart
of this agreement is recorded, a ceruficate w0 the erfect that this agreement has terminated according 0 its terms and mating further the
termination date.

If oot otherwise covered by the leases unitized under this agreement, Royaity Owners hereby grant Working Interest Oomers a period
of 3ix (6) moaths aiter termination of this agreement in which to salvage, iell, distribute or otherwise dizpose of the personal property and
facilities used in connection with Unit Operations.

SECTION 23. APPEARANCES: Unit Operator shail have the right 1o appear for or on behaif of any and all interests affected
bereby before the Commissioner and the Commission 1nd 10 sppeai from any order issied usnder the rules and reguiations of the Cammissioner
or the Commission or to apply for relief from any of said rules and regulstions or ia wny proceedings relative to operations before the
Commissioner or the Commission, or any other legally conmimted authority; provided. however, that aay other interested pmy 1oail also have
the right at his or its own expenso 10 be heard in sny such proceedings.

SECTION 24. NOTICES: All notices, demands. objections or statemnents required herzunder to be given or readered o the
partiea hereto sall be deemed fully given if made in writing and personally delivercd 10 the party or parties or sent by postpaid certified mail
addressed to such party or parties at their respective addresses set forth in connection with the signatures hereto or to the ratification or consent
hereof or to such other address a3 any such party or parties may have furmnished in writing 1o the party sending the notice, demand or sutement.

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

SECTION 26. LOSS OF TITLE: In the event that any Tract ceases to have sufficient Working Interest Owners commited to
this agreement 1o mest the conditions of Section 13, Tracts Qualified for Unit Participation, because of failure of title of any party hereto, such
Tract shall be automatically regarded a3 not commined to this agreement effective as of 7:00 A.M. on the first day of the calendar month in
which the failure of title is finaily determined: provided, however, that such Tract shall not be so regarded if said Tract can be requalified for
admizsion under Section |3 within ainery (90) days aiter the date on which such title failure was finally determined.

If any such Tract cannot be so requalified, Unit Operator shall revise the schedule previously filed with the Commissioner setting
forth the Tracts committed hereto, and Unit Operator shall revise Exhibit *C” to show the tracts in the Unit Area that remain commiced hereto
and the Tract Participation of each of said Tracts. which revised Tract Participation shall be caiculated and determined on the basis that the Tract
Participation shail be caiculated and determined on the basis that the Tract Parnticipation of cach of said Tracts shall romain in the same ratio
one o the other. Copies of the revised schedule and exhibit shail be filed with the Commissioner and same smu be cffective as of 7:00 A.M.
on the first day of the calendar month in which such failure of title is finaily determined.

1f title to a Working Interest fails, the rights and obligations of Working Interest Owners by reason of such failure shall be govemed
by the Unit Operating Agreement. If title to a Royalty Interest fails, but the Tract to which it relates remains commiaed to mi_x agreement, the
party whose title failed shail not be entitled to pasticipate hercunder insofar as its participation is based on such lost Royaity Interext.

In the event of a dispute as to the title to any Working Interest or Royalty Interest subject hereto, payment or delivery on account
thereof may be withheld without liability or interest until the dispute is finally senied: provided, that as 1o the State land or leases, no payments
of funds due ths State of New Mexico shall be withheld, but such funds shall be deposited 18 directed by the Commissioner to be held as
uncarned money pending final sewlement of title dispute, and then applied as camed or returmned in accordance with such final setlement.

Uait Operator, 22 such, is relieved from any responsibility for any defect or failure of 1ay tile hercunder.
SECTION 27. NONJOINDER AND SUBSEQUENT JOINDER: As the objective of this Unit Agreement is to have lands in

the Unit Area operated and entitled 10 participation under the terms hereof, it is agreed that, notwithstanding aaything cise herein, no joinder
shall be considered a commitment to this Unit Agreement unless the Tract involved is qualified under Section 13 hereof, Tracts Qualified for
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Unit Participation. Joindet in the Unit Agreement by a Working lnterest Owner, at any time must be sccompanied by appropriats joinder to the
Unit Operating Agreemest in order for the interest W be regarded as cifectively commicted to this Unit Agreement. Joinder by any owner of
a Royaity [aterest, st any time mus be accompanied by appropriate joinder by the owner of the corresponding Working Interest in order for
the interest W be regarded as commided heretwo.

Any o or 3as interest in the Unitized Formation in lands within the Unit Area not committed hereto prior tw final approval of this
sgreemeat by the Commissioner may thereater be communted hereto upoa compiiance with the applicable provisions of Section 13, Tracts
Quaiified for Unit Participation, hereof, within & period of two (2) months thereatter, on the same basis of participation as provided for in Section
12, Tract Panicipatioa. and et forth in Exhibit “C”, by the owner or owners thereof subscribing or consenting in writing to this agreement and,
if the interest is 2 Working [nterest, by the owper of such interest subscribing 1iso o the Unit Operating Agreement.

It is understood and agreed. however, that sitar two (2) months from the effective dats hereof, the right of subsequent joinder as
provided in this Section shall be subject o such requirements or approvais and on such basis as may be agreed upon by Working Interest Owners
having a combined Phase I Uait Participation of oot less than ninety percent (90%), provided that the Tract Participation of each previousiy
comnutted Tract shuil remain in the same ratio one o the other. Such joinder by & Working Interest Owner must be evidenced by its sxecution
or ratification of this Unit Agreement and the Unit Operating Agreement. Such joinder by a Royaity Cumer must be cvidenced by its execution
or ratfication of this Unit Agreement and must be conseated 10 in writing by the Working Interest Owner respousibie for the payment of any
beoetits that may accrue hercunder in behalf of such Royaity Owner. Except as may be otherwise herein provided. subsequent joinders shail
be etfective at 7:00 A.M. of the first day of the month following the filing with the Commissioner, of duly exascuted documents necessary 1o
establish effective commitment unleas reasonadle objection 10 such joinder by the Commissioner ia duly made withia sixty (60) days aiter smuch
filing. Nocwithstanding tay of the provisions to the contrary, alf commitmeats of State of New Mexico land must be approved by the
Comumissioner.

SECTION 28. COUNTERPARTS: This agreement may be executed in 1ny number of counterparts. o one of which needs
to be executed by il parties and may be rasified or consented to by separate instrument in writing specificaily referring hereto, and shail be
binding upon ail those panies who have executed such & counterpart, ratification, or consent hereto with the same force and effect a8 if all parties
had signed the same document, and regardless of whether or not it is executed by all other parties owning or claiming sn interest in the lands
within the above described Unit Area.

SECTION 29. JOINDER COMMITMENT: Execution as herein provided by any party cither as 2 Working Interest Owner
or as a Royalty Owner shall commit ai] interests that may be owned or controlled by such party.

SECTION 30. TAXES: Each party hereto shall, for its own account, reader and pay its share of any taxes levied againx or
measured by the amount or value of the Unitized Substances produced from the unitized land; provided, however, that if it is required or if it
be determined that the Unit Operawor or the several Working Interest Owners must pay or advance said taxes for the account of the parties hereto,
it is hereby expresaly sgreed that the partica s0 paying or advancing 1aid taxes shall be reimbursed therefor by the partica hereto, including
Rayajty Owners, who may be responsible for taxes on their respective allocated share of said Unitized Substances. No such taxes shall be charged
to the State of New Mexico, or t0 any lessor who has a contract with a leasee which requires his leasee 1o pay such taxes.

SECTION 31. PERSONAL PROPERTY EXCEPTED: All lease and weil equipment., materiais and other facilities heretofore
or hereatter place by any of the Working Interest Owners on the lands covered hereby shail be deemed o be and shail remain persooal property
belonging to and may be removed by the Working Interest Owners. The rights and interest therein as among Working Intercst Owners are
covered by the Unit Operating Agreement.

SECTION 32. NO PARTNERSHIP: The duties, obligations and [isbilitics of the parties hereto are intended to be several and
not joint or collective. This agreement is not intended to create, and shall not be construed 10 create, an association or trust, or to imposs &
partnership duty, obligation or liability with regard to say one or more of the parties hereta. Each party hereto shail be individually respansible
for ita own obligations 13 herein provided.

SECTION 33. CORRECTION OF ERRORS: It is hercby agreed by all parties 0 this agreement that Unit Operator is
empowered to correct any mathematical or clerical errors which may exist in the pentinent exhibits to this agreement: provided, however, that
correction of any error other than mathematical or clerical shall be made by Unit Operator ooly after first having obtained approval of Working
Interest Owners having a combined Phase [I Unit Participation of fifty percent (S0%) or more and the Commissioner.

Rev. 1/92 o



IN WITNESS WHEREOF, the parties hereto have caused this agreement 1o be executed as of the first above writtea and have set
opposits their respective names the dats of axecution.

BY: %’6 /\.—(\544/

207 West McKay
Carlsbad, New Mexico 88220

UNIT OPERATOR AND WORKING INTEREST OWNER

ATTEST:
BY:
Address:
Date:
ATTEST:
BY:
Address:
Date:
ATTEST:
BY:
Address:
Dats:

Rev. 1/92 i \



EXHIBIT A
Section 16, Township 17 South, Range 33 Bast N.M.DP.M.

Lea County, New Mexico

Tract No. 3

Tract No. 1l

Tract No. 2

21
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EXHIBIT C

Tract Tract
No. Acres WI Owners and Amounts Participation
1 120 Mountaineer Limited 95.0% 59.0%
Partnership
Dale McCarter 5.0%
100.0%
2 40 Mountaineer Limited 95.0% 31.9%
Partnership
Dale McCarter 5.0%
100.0%
3 160 Ogden Sharon 12.5% 9.1%
Hudnall
Lometa Hudnall Cox 12.5%
Ogden Sharon 12.5%
Hudnall Trust No. 2
Lometa Hudnall Cox 12.5%
Trust No. 2
Mountaineer Ltd. 47.5%
Partnership
Dale McCarter 2.5%
100.0%

100.0%



RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State 16 Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this rkkaay of 7QVIJ€NNJEfV- , 1995.

PHILLIPiyg)M COMPANY

(Signature) AK

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

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

STATE OF TEXAS )
) ss.
COUNTY OF ECTOR )
The foregoing instrument was acknowledged before me this _9th

day of _August ¢ 1995, by J. S. Welin. Attorney—in-Fact , “of
PHILLIPS PETROLEUM COMPANY PR - | Delaware corporatlon, on

behalf of the corporation.

FFi:.  DANNAC. THORNTON | E !ZH!!ZJC? : ééﬁj Ao
§ 5 MY COMMISSION EXPIRES M ;
5. 1 f:lonAﬂupaﬂ!S Notary Public

09638-00100/A50282.1



RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara

State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.
Dated thiscg (day ofﬁﬁ 1997

SARMAR, Z 5 ¢
ST Pl ?

Sdrey JWL%’, L

(Printed Name)

STATE OF
COUNTY OF

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

STATE OF NEew meXite
COUNTY OF Lea

The for g01ng instrument was ackn dged efore me this 2é

day o Ly 1997, by NTwesl , of
l\few Mex.ce i on

AR M&ﬁ L NC . corporation,

behalf of the zorporation.

My Commission Expires: Notary Publlc

52(_:7&-&3/: 28 /999




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this 25~ day of .2, /787 1997,

S

(Signatur%Zi>
éflm?-v 4%9. C

(Printed Name)

STATE OF Ntw MCXfca
COUNTY OF Le &

The [oreqﬁing instrument was ackno‘%éfged before me thlS41 4
day of by , 1997, AYcY AuTwerL .

@ yya

My Commission Expires: Notary Public

Sepremher s 11993

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by : , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this j%l_ day of tS;Y%;, , 1997.
E& e

(Signature)

8. &. Davis

(Printed Name)

STATE OF
COUNTY OF

The forggoing instrument was acknowleﬁgfdiﬁffof/ me this 30

day of ub , 1997, by

My Commission Expires: Notary Publlc

Seoeubee A, (3799

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public

o T



RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this £S5 tsday of {721119) , 1997.

e by

L 1. LOIL)AI7S

(Printed Name)

(Slgnature)

STATE OF New Mep i
COUNTY OF e &

The foregoing instrument was acknowledged before me this ;Lé’

day of o\-‘:-\_‘ , 1997, by LN, (i yams
My Commzission Expires: Notary Publlc

SepTember 25, 199

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of ; 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: : Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara

State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this Z&f-n'lday of J ULy , 1997.
Fon. T LW Mem7 Conp. QMMT /\,Lé,
_J_Az“zaQeffT—‘* (SlgnatuEF)

ROTAR Y £ g% (Printed Name)
959@ F8F New Neneo
X Q} N Eﬁd&

-..,.-‘-’ \3, “.

-ﬁéﬁieﬂégOLng instrument was acknowledged before me th155§
day Pzt uly , 1997, by _Pesty L, Hughes, .
My Commission Expires: Notary Public
STATE OF
COUNTY OF

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

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain

Unit Agreement for the Development and Operation of the Shahara

State Unit Area, Lea County, New Mexico, and hereby ratifies the
same for all purposes.

Dated this ZZLF day of J uLy , 1997.
rﬂ_{g—ﬂzﬂ,\{L/—Léb&g(/ f//ﬁ/
et e L VT ERE si natur
.“\‘\\\\}‘ IAA ?J‘( ’6/ (819
S . "',
ST ~e e
A5

S

Y e

(Printed Name)

aw

W)

STATE OB \" S New Negico
cotm YNeﬁ‘, o Edy

Piggpperid

The foregoing instrument was ackngqwledged before me this:Q‘[th
day of JuN » 1997, by Yegey L, H\E\)\\ec\

My Commission Expires:

Notary Public

STATE OF
COUNTY OF

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

behalf of the corporation.

My Commission Expires:

Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the
same for all purposes.

Dated this 30th day of July , 1997.

Petco Limited

S
By: V) A__

. L. McClymond, ral Partner ,
’ APPROVED
A8 TO FOR:

AS TO CONTENT
THE STATE OF TEXAS |} AS TO INTEREST
COUNTY O ‘ ADMINISTRATION
Y OF STEPHENS ) e

The fgregoing rjjijié:?s acknowledged before me, a Notary Public, on

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

of Petco Limited, a Téq;s limiésd partnership, on behalf of said partnership.

BARBARA BEENE @Cb{,@j@,\_@) M

NOTARY PUBLIC ¢ Notary Public, State of Texas

3 STATE OF TEXAS
My Commtssuon Exp:res 1-21-2000

COUNTY OF STEPHENS )
Th Oﬁrregoing i was acknowledged before me, a Notary Public, on
the ;5; 2" day of . 1997, by FRED ¥F. DUESER, General Partner

of Petco Limited, a Texpls limit partnership, on behalf of said partnership.

BARBARA BEENE @ﬁf(’&@\w @UAL

NOTARY PUBLIC Notary Public, State of Texas

STATE OF TEXAS
My Commission Expiras 1-21-2000
OIOSS




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this B)Sday of U/ULY , 1997.
1 - £
/g;h/fgwxi‘[:¢zi:i%m‘£é;ﬂ'// Zﬁ7lfJ@ ﬂéirfdfp”~/‘
(Signature) =

Rowlan® Cortis MBroom)

(Printed Name)

STATE oOF (ORCGoN
COUNTY OF (UN/on)

ST
The foregoing instrument was acknowledged before me this (3/“‘
day of Julky , 1997, by ; glg/r
Row LAND CURT IS B

4W Judith A. TurK

My Commission Expires: Notary Public

A-/4-97

: JUDITH A TURK

#2 NOTARY PUBLIC- OREGON
COMMISSION NO. 041596

MY CUHM#SSIOH EXPIRES FEB. 14, 1889

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public

[V



RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara

State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

r# S
Dated this ¢l 'day of S uly , 1997.
Mountaineer Limited W/\Lé

Partnership (Slgnatur?)

ey L. %gﬁes

(Printed Name)

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by .
My Commission Expires: Notary Public
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara

State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this _25th day of July , 1997.
%ﬁ’éﬁ{)

Ogden Sharon Hudnall,;l’ndividuélly
(Printed Name)

STATE OF TEXAS
COUNTY OF SMITH

The foregoing instrument was acknowledged before me this 25th

day of July , 1997, by _Ogden Sharon Hudnall .
/ SN
My Commission Expires: Notary Public (6

FLO DOWNING

12-11-97 2 MY COMMISSION EXPIRES
% Decembar 11, 1997
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this _/f day of él:m,,,,7 , 1997.
/;

mkg«mzﬁ, Arne &’9&

(Signature)

Lometa Anne Cox, Individually

Lometa Anne Cox
(Printed Name)

STATE OF
COUNTY OF

The Ejiegoing instrument was acknowledged before me this‘/?ZL
day of , 1997, by _ Lometa Anne Cox .

My Commission Expires:

/0 ,/k/é g

MELINDA PIPER
MY GOMMISSION EXPIRES
October 8, 1999

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain

Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the
1997.

14

same for all purposes.
July

Dated this _25th day of
P
) L Ko 7%
(Sfgnature) /

Ogden Sharon Hudnall, Trustee

(Printed Name)

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by .
My Commission Expires: Notary Public
STATE OF TEXAS
COUNTY OF SMITH
The foregoing instrument was acknowledged before me this 25th
, 1997, by Ogden Sharop Hudnall , of
Trustee -aexporation, on

day of July
Ogden Sharon Hudnall Trust #2 , a
behalf of the eerperatiocn.
Trust.

My Commission Expires:

Notary Public

FLO DOWNING
MY COMMISSION EXPIRES

",

December 11, 1967

o

12-11-97




RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this /§%day of ﬁiﬁj— , 1997.

it Yheelnall Cay

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

Iometa Hudnall Cox
(Printed Name)

STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this /EZ
day of [/Zi;fl,j , 1997, by _Lometa Hudnall Cox, Trustee

My Commission Expires:

Plaks

October 8, 1999

STATE OF
COUNTY OCF
The fqreg01ng instrument was acknowledged before me this ,- .
day of __ , 1997, by , of
) . A corporation, on

pehalf of the corporation.

My Commission Expires: Notary Public




R - e e et dma————

RATIFICATION OF UNIT AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Agreement for the Development and Operation of the Shahara
State Unit Area, Lea County, New Mexico, and hereby ratifies the

same for all purposes.

Dated this /pﬁi‘day of /CLAC/, z ////
(rgnature) Sam Roosth, Trustee
Lometa Hudnall Cox Tr. #2

Sam Roosth
(Printed Name)

STATE OF
COUNTY OF

The ﬁgﬁi?oing instrument was acknowledged before me this /?222
day of cte T , 1997, by _ Sam Roosth .

%@g

My Commission Expires: ( “Notay{ Public
Y% ?,/ 99
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




STATE OF NEW MEXICO " QI CONSERVATION DIVISION® FORM C-108

STAIE LANG OFFICE BUR.OWG

ENERCY AMD MINERALS DEPARTMENT ROST OFFCE BOX 7O Revised 7-1-81

SANTA FE NEW MEXICO 47301

APPLICATION FOR AUTHORIZATION TO INJECT

I.

1I.

111,
1v.

Y.

* VI.

YII.

*VIII.

IX.
. oxI.

XII.

XIII.

XIvV.-

Purpose: @Sccondary Recovery DPressure Haintenance Db'in ogsal Dstorage
Application qualifies for administrative approval? - E]yes E]no

Operator: Shahara 0il, LLC

_ Address: 207 W. McKay, Carlsbad, NM 88220
Contact party: Perry L. Hughes Phone: 505-885-5433

Well data: Complete the data required on the reverse side of this form for each well
proposed for injection. Additional sheets may be attached if necessary.

Is this an expansion of an existing project? Ej yes Ealwo
1f yes, give the Division order number asuthorizing the project

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

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

a schematic of any plugged well illustrating all plugging detail.

Attach data on the proposed operation, including:

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

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

5. If injection is for disposal purposes into a zone not productive of o0il or gas
at or within one mile of the proposed well, attach a chemical analysis of
the disposal zone formation water (may be measured or inferred from existing
literature, studies, nearby wells, etc.). '

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

Describe the proposed stimulation program, if any.

Attach apprapriate logging and test data on the well. (If well logs have been filed
"with the Division they need not be resubmitted.)

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

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

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

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

Name: Melanie g.,,Parker. /0 Title _Agent

Date: ///.24%7

Signature:

® If the information required undar Sectians VI, VIII, X, and XI above has been previously
submitted, it need not be duplicated and resubmitted. Plesse show the date and circumstancg
of the carlier submittal.

BISTRINUTIUN: Original and one copy to Santa Fe with one copy to the appropriate Division
district office. e .

Exhibit 2



IL.

III.

IV.

VL

VIL

ATTACHMENT TO OCD FORM C-108

SHAHARA OIL, LLC
SHAHARA STATE UNIT WATERFLOOD PROJECT

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

Operator - Shahara Oil, LLC

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

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

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

a proposed injection well.

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

Proposed Operations:

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

2. A closed injection system will be maintained.

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

Conservation Division.

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



VIIIL.

IX.

XII.

XIII.

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

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

underlying the proposed unit.

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

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

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

Not applicable.

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




Exhibit "A"
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Exhibit "A" -1

Shahara Oil, LLC
Attachment to OCD Form C-108

Development Plan
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Exhibit "B"

Well Data and
Schematic Diagrams of
Proposed Injection Wells

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

Shahara Oil, LLC
Injection Well Bore Diagram
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Phillips State No. 1
1980' FNL & 660' FWL, Unit E
Section 16, T17S, R33E
Lea County, New Mexico
Completed 06/27/59
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Phillips State No. 3
1980' FNL & 1980' FWL, Unit F
Section 16, T17S, R33E
Lea County, New Mexico
Completed 07/24/59
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Phillips State No. 4
660" FNL & 1980’ FWL, Unit C
Section 16, T17S, R33E
Lea County New Mexico
Completed 08/13/59
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Section 16, T17S, R33E
Completed 01/23/58

Phillips State No. 5
1980' FSL & 66Q' FWL, Unit L
Lea County, New Mexico
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Phillips State No. 6
1960' FSL & 1650' FWL, UnitK
Section 16, T17S, R33E
Lea County, New Mexico
Compieted 05/17/58
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Phillips State No. 7
660' FSL & 1980' FWL, Unit N
Section 16, T17S, R33E
Lea County, New Mexico
Completed 07/18/58
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Phillips State No. 8
660" FSL & 660' FWL, Unit M
Section 16, T17S, R33E
Lea County, New Mexico
Completed 04/14/79

e

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

2-3/8" tubing @ 4161' (136 jts.) OF
SN @ 4131!

2" X 1-1/16" X 12! pump

165 - 3/4" rods

5~1/2", 15.5# casing @ 4120!
Cmt. w/lSO SX.

41701,
€nt, side~
track plug
972 - CO 4012'-4265' (recover pieces of tally
frac gun

43051,

- CO 4265'-4315' Spot cmt. 4305'-4170’
1982 S:Ldetrack well to 4430°,

4-3/4% sidetrack hole

o
Sand Pump @ 45

T Bo3/4% O-H. to 4508

4-3/4" 0.H. to 4570"

TD - 4570°



Exhibit "C"

Well Data for
Wells Within the
Area of Review

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

Well Data and
Schematic Diagrams of
Plugged and Abandoned
Well Bores Within the
Area of Review

Shahara Oil, LLC
Attachment to OCD Form C-108
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Phillips Petroleum Company

Phillips "E" State #6
660" FSL & 660' FWL, Unit M
Section 9-T17S-R33E
Plugged 03/31/95
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Phillips Petroleum Company

Phillips "E" State #8
660' FSL. & 1980" FWL, Unit N

Section 9, T17S, R33E

Plugged 04/04/95
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Phillips Petroleum Company

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

Phillips "E" State #10
990' FSL & 1650' FWL, Unit O
Section 9-T17S-R33E

Plugged 04/06/95
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Phillips Petroleum Company

Leamex #11

2309' FSL & 1980' FWL, Unit K
Section 16-T17S-R33E

Plugged 10/07/61
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Phillips Petroleum Company
Leamex #14
660' FNL & 1980' FEL, Unit B
Section 21-T17S-R33E
Plugged 11/12/92
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Phillips Petroleum Company

Leamex #25
1650' FNL & 760' FWL, Unit E
Section 21-T17S-R33E
Plugged 03/13/83
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COOPERATIVE UNIT LINE INJECTION WELL
AND UNIT LINE INFILL DRILLING AGREEMENT

CAPROCK MALJAMAR UNIT
PHILLIPS STATE WATERFLOOD PROJECT

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

RECITALS:

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

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

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

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

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

ARTICLE 1
INJECTION WELLS
1.1 Wiser currently operates the following active injection wells:

Caprock Maljamar Unit #6 Located in NE/4 NE/4 of Section 17-T17S-R33E
Caprock Maljamar Unit #12 Located in SE/4 NE/4 of Section 17-T178-R33E
Caprock Maljamar Unit #22 Located in NE/4 SE/4 of Section 17-T17S-R33E
Caprock Maljamar Unit #32 Located in SE/4 SE/4 of Section 17-T17S-R33E
Caprock Maljamar Unit #44 Located in NE/4 NE/4 of Section 20-T17N-R33E
Caprock Maljamar Unit #45 Located in NW/4 NW/4 of Section 21-T17N-R33E

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

1.2 Shahara, within thirty (30) days after execution of this agreement, shall make application

before the New Mexico Oil Conservation Division to convert to injection or reactivate existing shut-
in injection wells as follows:

Exhibit 3
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Phillips State #2 Located in NW/4 NW/4 of Section 16-T17S-R33E
Phillips State #1 Located in SW/4 NW/4 of Section 16-T17S-R33E
Phillips State #5 Located in NW/4 SW/4 of Section 16-T17S-R33E
Phillips State #8 Located in SW/4 SW/4 of Section 16-T17S-R33E

Within one hundred twenty (120) days of receipt of approval by the New Mexico Oil Conservation
Division, Shahara shall convert, reactivate, and equip the above wells as necessary, for the injection
of water into one or ngcﬂ of the §,@venijE’ﬁ, %Féd‘ Grayburg, and San Andres formations. These
wells shall be equipped, maintained and of)erate' under this agreement, and the covenants of Shahara
under this agreement shall be performed at the sole expense and risk of Shahara.

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

1.4 Replacement and Substitute Wells: It is recognized by the parties that the incremental

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

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

ARTICLE 2
OPERATION

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

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



results of each step-rate test and any fall-off tests conducted on its wells. Each month, each party
shall provide the other party with a statement showing the average daily injection rate and the

average daily injection pressure, for the previous month, along with the cumulative injection
volumes, for all wells within 700 feet of the common unit boundary.

2.3 Injection Profile: Each party shall run radioactive water tracer surveys as required on its

wells. Each party shall, upon request, provide a copy of its injection profile logs to the other party
hereto.

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

ARTICLE 3
INTERESTS AND OBLIGATIONS OF PARTIES

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

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

ARTICLE 4

FORCE MAJEURE

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

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

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

ARTICLE 5
NOTICES

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



Wiser: Shahara:

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

Project Manager

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

ARTICLE 6
EFFECTIVE DATE AND TERM OF AGREEMENT
6.1  Effective Date: The effective date of this agreement shall be November 1, 1997.

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

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

ARTICLE 7
INFILL DEVELOPMENT

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

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

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

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



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

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

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

ARTICLE 8
COMPLIANCE WITH LAWS AND REGULATIONS

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

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

ARTICLE 9
INDEMNITY

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

ARTICLE 10
MISCELLANEOUS
10.1 Entire Agreement: This agreement embodies the entire agreement between the parties

relating to the subject matter hereof and shall supersede all other agreements, assurances, conditions,
covenants or terms relating hereto, whether written or verbal or antecedent or contemporaneous with



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

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

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

WITNESS EXECUTION this ﬁ/‘ day of AP VEmtEL 1997,

THE WISER OIL COMPANY

o LIADN,

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

SHAHARA OIL, L.L.C.

o 2L

Title: éke ™1 ve lCéfL—'

LOMETA HUDNALL COX TRUST #2

By:

OGDEN SHARON HUDNALL TRUST #2

By:

LOMETA ANNE COX

OGDEN SHARON HUDNALL

DALE McCARTER




STATE OF TEXAS )
)SS
COUNTY OF DALLAS )

The foregoing instrument was acknowledged before me this [Q*/“ day of /)/LC"Ut /y(,(}@/}/
1997, by W. B. Phillips, Attorney-in-Fact of The Wiser Oil Company, a _[0s 04 4 { JaA corporation,
NANCY C. ISKE

on behalf of the corporation.
e Meney € Lop,
Notary Public, State of Texas

o G e Notary Public !
OCT. 8, 2001

STATE OF NEW MEXICO )
) SS

COUNTY OF _Eppy )

The foregoing instrument was acknowledged before me this _{ Qﬂday of DECEMBan,
1997, by pca—aa:LL , Hugwes , &ecunie & cenof Shahara Oil, LLE,a M (b. , on
behalf of the _Cone panry .

My Commission Expires: Noyembep (o, 4000 Nz 2% Ql/} ) @ M
S Notary Public

STATEOF _New Mewico )

) SS
COUNTY OF Ed§\| )
The foregoing instrument was acknowledged before me this day of ,
1997, by ., of the Lometa Hudnall Cox Trust #2.

My Commission Expires:

Notary Public
STATE OF )
) SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of ,
1997, by , of the Ogden Sharon Hudnall Trust #2.

My Commission Expires:

Notary Public



STATE OF )

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

1997, by Lometa Anne Cox, an individual.

My Commission Expires:

Notary Public
STATE OF )
) SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
1997, by Ogden Sharon Hudnall, an individual.
My Commission Expires:
Notary Public
STATE OF )
) SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

1997, by Dale McCarter, an individual.

My Commission Expires:

Notary Public



EXHIBIT “A”

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

CONTRACT AREA: OPERATOR:
CMU #400 1330' FSL & 110' FEL Sec. 17-T17S-R33E Wiser

CMU #401 110' FSL & 110" FEL Sec. 17-T17S-R33E Wiser
PHILLIPS STATE #100 1320' FNL & 10' FWL Sec. 16-T17S-R33E Shahara
PHILLIPS STATE #101 2640' FNL & 10' FWL Sec. 16-T17S-R33E Shahara

L ADDRESSES FOR NOTICE PURPOSES:

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

8115 Preston Road, Ste. 400 207 W. McKay

Dallas, Texas 75225 Carlsbad, NM 88220

Attn:  Matt Eagleston Attn:  Perry Hughes
Project Manager

IL PERCENTAGE WORKING INTERESTS OF THE PARTIES:

Percentage
Working Interest
Wells Parties in Contract Area
MU #400 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. 50,00%
Total 100.00%
CMU #401 The Wiser Oil Company 75.00%
Shahara Oil, L.L..C. 25.00%
Totals 100.00%
PHILLIPS STATE #100 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. 00%
Totals 100.00%
PHILLIPS STATE #101 The Wiser Oil Company 50.00%
Shahara Oil, L.L.C. 50.00%
Totals 100.00%
v, DESCRIPTION OF COMMITTED LEASEHOLD:
A. Leases committed by The Wiser Oil Company (100%):
LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroieum 9-11-33 12.5%
NM-B-2148-03
NM-B-2148-04
B. Leases committed by Shahara Oil, L.L.C. (100%):
LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-1 l-%'g 12.5%
Pt 1 (47

fAwpdocsMauri\shahara.cxa



EXHIBIT "B"

Attached to and made a part of that ce ~.t:ain Cooperative Unit Line

Injection Well and Unit Line Infill D;f _;lling Agreement dated November

1, 1997 by and between The Wiser 0il @bmpany, and Shahara 011, L.L.C.
.'-3‘;,

< l’“ 5

afr

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

~
~oA

OPERATING AGREEMENT

DATED

November 1 , 1997 ,

OPERATOR _See Exhibit "A"

CONTRACT AREA Limited to the infill development wells as sget

forth in Exhibit "A" attached hereto.

COUNTY ORXRARISH OF Lea STATE OF New Mexico

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

OPERATING AGREEMENT

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

both parties hereinafter designated and
» v nd POFR parties ) ) N .
referred to as *‘Operator”’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as ‘‘Non-Operator’’, and collectively as ‘‘Non-Operators”.,, in accordance with Exhibit "A" attached

hereto,

WITNESSETH:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE I
DEFINITIONS

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

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

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

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

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

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

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

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

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

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

ARTICLE I1.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
(B 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 agreement,
(5) Addresses of parties for notice purposes.

(O B. Exhibit ““B’’, Form of Lease.

{8 C. Exhibit “*C’", Accounting Procedure.

R D. Exhibit **D"’, Insurance.

(X E. Exhibit “‘E"’, Gas Balancing Agreement.

R F. Exhibit *‘F’*, Non-Discrimination and Certification of Non-Segregated Facilities.
(J G. Exhibit *‘G”’, Tax Partnership.

If any provision of any exhibit, except 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. -




[N R T VIR )

oo

62

o9
70

A.A.PL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IIL
INTERESTS OF PARTIES

A, Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area. that interest shall be treated for all purposes of this agreement
4nd during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B’". and the owner thereol
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid. and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parues as their interests are set
forth in Exhibit **A"". In the same manner, the parues shall also own all production ot oil and gas trom the Contract Area subject to the
payment of royalties to the extent of_total burdens due which shall be borne as hereinatter set torth.

Regardless of which partv has contributed the leasets) and/or o and gas interesus: hereto en which rovaity 1s due and
~ayable. each party enutled to receive a share ol production ot oil and gas trom the Contract Area shall bear and shall pay or deliver. or
cause to be paid or delivered. to the extent of its wnterest in such production. the rovalty amount stipulated heremnabove and shall hold the
other parues free from any kability therefor. No party shall ever be responsible. however. on a price basis higher than the price recesved
by such party, to any other party’s lessor or rovalty owner, and if anv such other party's lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional rovalty burden actributable o
such higher price.

Nothing contained in this Arucle [I1.B. shaii be deemed an assignment or cross-assignment ot interests covcred hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions. if the interest of any party in any lease covered herebv is subject to any rovalty,
overriding royalty, production pavment or other burden on production in excess of the amount supulated in Arucle 11.B.. such party so
burdened shall assurne and alone bear all such excess obligations and shall indemnify and hold the other parues hereto harmless from any
and all claims and demands for pavment asserted bv owners of such excess burden.

D. Subsequenty Created Interests:

If any party should hereafter create an overnding rovalty, production pavment or other burden pavable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A™", or
was not disclosed in writing to all other parucs prior to the execution of this agreement by all parues. or 1s not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinatter referred to as ““subsequently created interest ” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being heretnafter reterred
to as “‘burdened party '), and:

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

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

ARTICLE IV,
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement ot drilling operations or. if
:he Drilling Parties so request. title examination shall be made on the leases and/or oil and gas interests included. or planned to be includ-
«d. in the drilling unit around such well. The opinion will include the ownership of the working snterest. minerats. rovalty. overriding
rovalty and production payments under the applicable leases. At the time a well is proposed. each party contributine ieases andlor o1l and
gas interests to the drillsite. or to be included in such drilling unit. shall furnish to Operator all abstracts (includine tederal lease status
reports!. title opinions, title papers and curative matenal in its possession free ot charge. All such information not in the possession of or
made available to Operator by the parties. but necessary tor the examination of the title, shall be obtained by Operator. Operator shall
. ause utle to be examinea by attornevs on its statt or by outside attorneys. Copies ot all title opinions <hall be turnished to cach party
nereto. The cost incurred by Operator in this utle program shall be borne as tollows:

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

& Opdon No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attornevs for title examination
.including preliminary, supplemental. shut-in gas rovalty opinions and division order title opinions| shall be borne by the Drilling Parues
i the proportion that the interest of each Drilling Party bears o the total interest ot ail Drilling Parues as such interests appear 1n Ex-
hibit **A"". Operator shall make no charge for services rendered by its staif attorneys or other personnel in the pertormance of the above
tunctions.

Each party shall be responsible tor securing curative matter and pooling amendments or agreements reguired in connecton
with leases or oil and gas interests contrtbuted by such party. Operator shall be responsible for the preparation and recording ot pooiing
Jesignations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any partv trom appearing on 1ts own behalf at any such hearing.

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

B. Loss of Title:

ind gas leases and interests: and.

1a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the enure loss agd it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it mav have theretotgr® paid or incurred.
bur there shall be no additional liability on 1ts part 10 the other paruies hereto by reason of such title failure:

:b} There shall be no retroacuive adjustment ot expenses incurred or revenues recetved from the operatioprof the interest which has
been lost. but the interests of the parues shall be revised on an acreage vbasis. as of the ume 1t is determined paily that ude falure has oc-
curred, so that the interest of the party whose lease or interest s affected by the utle failure will therepfter be reduced in the Contract
Area by the amount of the interest lost: .

(c) If the proportionate interest of the other parties hereto in anv producing well theretgfore drilled on the Contract Area 15
increased by reason of the title failure, the party whase utle has failed shall receive the procegds atiributable to the increase in such in-
terest (less costs and burdens attributable therero) until it has been reimbursed for unrecovgfed costs paid by it in connection with such
well;

(d) Should any person not a party to this sereement. who is determined to hg/the owner of any interest in the title which has
failed. pav in any manner any part of the cost of operation. development. or equipgrent. such amount shall be paid 1o the party or parues
who bore the costs which are so refunded:

{e) Any hability 10 account to 4 third party for prior production of/bil and was which arises by reason ot utle failure shall be
borne by the party or parties whase utle failed 1n the same proportiong/in which they shared in such prior production: and,

{f) No charge shall be made to the joint account tor legal expeples. ices or salaries. in connection with the defense of the interest
claimed by any party hercto. it being the intenuon ot the parues hefeto that each shall defend title o its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Pavment 8l Amount Due: If. through mistake or oversight. uny rental. shutan well

payment. minimum rovalty or royalty payment. is ng€ paid or is erroneously paid. and as a result a lease or interest therein terminates.
there shall be no monetary liability against the paryf who failed 1o make such pavment. Unless the party who tailed to make the required
payment secures a new lease covering the same #iterest within ninety (X)) days trom the discovery of the failure to make proper payment.
which acquisition will not be subject to Aryde VIILB.. the interests of the parties shall be revised on an acreage basis. cffective as of the
date of termination of the lease involved 4nd the party who failed to make proper payment w1ll no longer be credited with an nterest 1n
the Contract Area on account of owngfship ot the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have bpén fully reimbursed. at the time of the loss, from the proceeds of the sale of oil and 2as attributable 1o
the lost intecest, calculated on 3 acreage basis. tor the develapment and operaung costs theretofore paid on account of such interest. 1t
shall be reimbursed for unregfivered uctual costs theretofore paid by it (but not for its share of the cost of anv dry hole previously drilled
or wells previously abangdned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of off and gas, less operating expenses, theretofore accrued to the credit of the lost interest. en an acreage basis.
up to the amount A unrecovered costs:

{b) Proceegf, less operating expenses. thereafter accrued atiributable to the lost interest on an acreage basis. of that portion of
ol and gas thereafter produced and marketed texcluding production from any wells thereatter drilled) which. in the abcence of such lease

{c) Any monies. up to the amount of unrecovered costs. that may be paid by any party who is. or becomes, the owner of the interest

S L b LY b . '
Ubbboimt o prisilei-oi-parteputnin-the-Contrrerriren-orberomnenparer-te-thrrercenent.

3. Other Losses: All losses incurred. s Huwe grdenicmacsnrkedeBdeamt B5BA=alwer. shall be joint losses
and shall be borne by alt parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion ot
the Contract Area.

corima,. o e
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

See Exhibit "A' shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of ali operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it 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 willful 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 action by Non-Operators, except the selection 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 receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit **A™"; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit ‘A’ remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the day of , 19 . Operator shall commence the drilling of a well for

oil and gas at the following location:

Four (4) infill development wells to be drilled in accordance with the terms of
the Cooperative Unit Line Injection Well and Unit Line Infill Drilling Agreement
dated November 1, 1997 between The Wiser 0il Company and Shahara 0il, L.Lﬁ,C.

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

LE S

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling |mprac¢x:sl is en-
countered at a lesser depth, or unless all parties agree 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 contammg oil and
N
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatiehs, m‘whu:h
event Operator shall be required to test only the formation or formations to which this agreement may apply. e 0

v
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ARTICLE VI
continued

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

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VILA., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a 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 constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the 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 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 parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual 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 operation, written notice proposing same must be resubriitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

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

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

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

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ues. Upon commencement of operations for the drilling. reworking, deepening or plugging back of any such well by Consenung Parues
n accordance with the praxisions of this Article. eacn Non-Consenting Party shall be deemed to have reiinquished to Consenting Parues.
and the Consenting Parties shall own and be enutied to receive. in proporuon to their respecuve interests. all of such Non-Consenung
Party's interest 1n the well and share ot producuon therefrom untl the proceeds of the sale of such share. calculated at the well. or
market vaiue thereot if such share is not sold. .atter deducung production taxes. excise taxes. fovaity, overriding rovalty and other in-
terests not excepted by Arucle 111.D. payvable out ot or measured by the production trom such weil accruing with respect to such interest
until it reverts) shall equai the total of the following:

a) 100% of each such Non-Consenung Partv’s share ot the cost of any newly acquired surface equipment bevond the wellhead
connections tincluding. but not limited to. stock tanks. separators. treaters, pumping equipment and piping), plus 100% of each such
Non-Consenung Party 's share of the cost of operauon of the well commencing with first producuon and continuing unui each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article. it being agreed that each Non-
Consenung Party’s share ot such costs and equipment will be that interest which would have been chargeable to such Non-Consentng
Party had 1t participated in the well from the beginming ot the operations; and

by _300_% of that portion of the costs and expenses of drilling. reworking. deepeming. plugging back. tesung and compleune.
atter deducung any cash contributions received under Article VIILC.. and _100 %, of that poruon ot the cost ot newl acquired equip-
ment in the well (to and including the wellhead connecuons), which would have been chargeable to such Non-Consenung Party if it had
parucipated therewn.

An election not to participate 1n the drilling or the deepening of a well shall be deemed an election not to parucipate in any re-
working or plugging back operation proposed in such a well. or portion thereot. to which the initial Non-Consent elecuon applied that is
conducted at any time prior to full recoverv by the Consenting Parties of the Non-Consenung Party's recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that poruon of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it parucipated theren. If
such a reworking or plugging back operation 1s proposea dunng such recoupment period. the provisions of this Arucle V1.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Pirties are entitled to receive Non-Consenting Partv’s share of production. or the
proceeds therefrom. Consenting Parties shall be responsible for the payment ot all production. severance. excise. gathering and other
taxes. and all royalty, overriding rovalty and other burdens applicabie to Non-Consenung Party's share of production not excepted bv Ar-
ucle HLD. '

In the case of anv reworkine. plugging back or deeper drilling operation. the Consenting Purties shall be permitted to use, tree
of cost. all casing. tubing and other equipment in the well. but the ownership ot all such equipment shall remain unchanged: and upon
sbandonment of a well after such reworking, plugging back or deeper drilling. the Consenung Parties shall account for all such equip-
ment to the owners thereot. with each party recerving 1ts proportionate part n kind or in value. less cost of salvage.

Within sixty (60) davs after the complction of any operation under this Artcle. the party conducting the operations for the
Consenting Parties shall furmish cach Non-Consenting Party with an inventory of the equipment in and connected to the well. and an
itemized statement of the cost of drilling, deepening. piugging back. tesung. completing. and equipping the well for production: or. at its
option, the operating party. in lieu of an itermzed statement of such costs of operation. may submit a detailed statement of monthly bill-
ings. Each month thereatter. during the ume the Consennng Parties are being reimbursed as provided above. the parry conducung the
aperations for the Consenung Purues shall furmisn the Non-Consenting Parties with 2n itermized statement of all costs and liabilities in-
curred in the operaton of the well, together with a statement of the quantity of oil and gas produced from 1t and the amount of proceeds
realized from the salc of the well’s warking interest production during the preceding month. In determining the quantitv of oil and gas
rroduced during any month. Consenung Parties snall 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 connection with anv such operation
which would have been owned by a Non-Consentine Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased :n determining when the interest of such Non-Consenting Partv shall revert to 1t as
shove provided: and if there 15 a credit balance. :t snail be paid to such Non-Consenting Party.
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ARTICLE V1
continued

If and when the Consenting Parties recover from a Non-Consenung 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-
Consenung Party shall own the same interest 1n such well. the matenal and equipment tn or pertamning thereto. and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling. reworking. deepening or plugging
back ot said well. Thereatter. such Non-Consenting Party shall be charged with and shall pay its proporuonate part ot the further costs ot
the operation of said well in accordance with the terms ot this agreement and the Accounting Proceaure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except 1a) as 10 Article VILD.1. (Option No. 2), if selected. or (b) as to the reworking. deepeming and plugging back ot such initial weil
aiter 1t has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a drv hole or. if initiaily completed for pro-
Juction. ceases w0 produce in paving 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 furnished to the parues. stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
:ng operation just completed. Stand-by costs subseguent to all parties responding, or expiration of the response nme permitted. whichever
urst occurs, and prior to agreement as to the parucipaung nterests of all Consenung Parues pursuant to the terms ot the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operauon. but if the proposal is subsequently
withdrawn because of insuificient 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 o a ““deepening’" vperation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called “‘sidetracking’"). unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to parucipate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall. upon electing to participate. tender to the well bore owners s proportonate share (equal
10 its interest in the sidetracking operationi at the value of that portion of the existing well bare to be uulized as tollows:

(a) If the proposal is for sidetracking an existing dry hole. reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation s 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 esumated cost of salvaging and the estimated cost of plugging and abandonina.

In the event that notice for a sidetracking operation is given while the drilling rig ta be wtilized 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
receive up to eight (8) additional days after expiration of the ‘ortyeight (48) hours within which to respond by pavine for all stand-by ime
incurred during such extended response period. If more than one party elects 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 electing par-
tv's interest as shown on Exhibit “*A"" bears to the total interest as shown on Exhibit **A*" of all the electing parties. In all other in-
<tances the response period to a proposal for sidetracking shall be limited to thirty (30} days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all cil and gas produced from the Contract Area.
exclusive of production which may be used in development and producing operations and in preparing and treatng oil and gas tor
marketing purposes and production unavoidably iost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. An¥parertakinmgis=shareol prodectos wridmdohe Fbe
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ARTICLE V1
continued

PRI NN P OF BFHY S “PROPOFRORETE=SHIre OF S pare 9O permorsssarace facilives-aiich=cusess

Each party shall execyte such division orders and contracts as may be necessarv tor the sale of its imnterest in production trom
the Contract Area. and. except as provided in Arucle VILB.. shall be enuted to receive payment directly trom the purchaser thereof for
is share ot all production.

In the event anv party shall fail to make the arrangements necessary to take in kind or separatelv dispose of its preporuionate share ot
:he oni produced from the Contract Area. Operator shall have the rignt. subject to the revocation at will by the partv owning tt. but not
the obligauon. to purchase such ol or sell it to others at any time and irom ume to tme,forsheaccount=ot-the FTIEPRAF H3IB
besep tameahle-in sheseagtarsueh-pradueuan. Any such purchase or sale by Operator shall be subject always 1o the right of the
owner of the production to exercise at any time 1ts right to take in kind. or separately dispose ol. its share of 1ii oii not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of

time as are consistent with the minimum needs of the industry under the particular circumstances. but in no event tcr a period in excess
* .
ot one (1) year, and shall account to such party for the actual net proceeds received

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

In the event one or more parues’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines andror
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respecuve proportionate share ct total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with anv gas balancing
agreement between the parues hereto, whether such an agreement is attached as Exhibit “'E'". or 15 a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable tmes. at its sole cost and risk to inspect or observe operations.
ind shall have access at reasonable times to informauon pertaining to the development or operation thereot. including Operator’s books
and records relating thereto. Operator. upon request. shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies. daily drilling reports. well logs. tank tables. dailv gauge and run uckets and reports ot stock on rind at the tirst ot
each month, and shall make available samples ot any cores or cutungs taken trom anv well drilled on the Conrract Area. The cost of
gathering and furnishing informanon to Non-Operator, other than that speaified above. shall be charged to the Non-Operator that re-
quests the information. Notwithstanding anything to the contrary, a non-operator who is in
default under Article VII B shall have no rights under this Article VI D.

E. Abandonment of Wells:

{. Abandonment of Drv Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. unv well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator. after diligent etfort. be unable to contact any partv. or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidavs) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed (o have consented to the proposed abandonment. All such wells shall be plugged ind abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parties who participated in the cost ot drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well una conduct further
operations in search of oil and/or gas subject to the provisions ot Article VI.B.

2. Abandonment of Wells that have Produced: Except for anv well in which 1 Non-Consent operation has peen conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment. the well shall
be plugged and abandoned in accordance with appiicable regulations and at the cost. risk and expense of all the parues hereto. If. within
thirty (30) days after receipt of notice of the proposed abandonment of any well. all parties do not agree to the abandonment of such well.
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender 10 each of the other
parties its proportionate share of the value of the well's salvable material and equipment. determined in accordance with the provisions of
Exhibit **C"", less the estimated cost of salvaging and the esumated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied. as ta utle or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment. together with its interest in the leasehold estate as to. but only as to, the in-
terval or intervals of the formation or formations then open to production. f the interest of the abandoning party 1s or includes an oil and
gas interest, such party shall execute and deliver 10 the non-abandoning party or parties an oil and gas lease. 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 thereatter as oil andior gas 1s pro-
duced from the interval or intervals of the formatior. or formations covered thereby. such lease to be on the form attached as Exhibit
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ARTICLE V1
continued

"*B”". The assignments or leases so limited shail encompass the '*drilling unit’* upon which the well is located. The pavments by, and the
Jssignments or leases to. the assignees shall be in a rauo based upon the relationship ot their respective percentage of rartcipation in the
Contract Area to the aggregate of the percentages ¢t participauon in the Centract Area ot all assignees. There shali be no readjustment ot
interests in the remaning poruon of the Contract Area.

Therearter. abandonine parues shuil have no iurther responsibiiity. cabilitv, or interest in the operanon ot or production trem
“he weii in the interval or intervais then open otrer tnan tne rovaites retained 1n any tease made under the terms ot this Article. Upon re-
quest. Operator shall conunue to operate the assigned weil for the account of the non-abandoning parues at the rates and charges con-
‘emplatec by this agreement. pius any additiona: czst ana charges wnich mav arise as the resuit o1 the separate ownersnip of the assigned
well. Upon proposed abandonment of the producing intervalis) assigned or leased. the assignor or lessor shall then have the option 1o
repurchase s prior interest 1n the weil (using the same valuauon formulas and parucipate in rurther operauons therem suoject to the pro-
visions hereot.

. Abandonment ot Non-Consent Operauons: The provisions of Arucle VIE.1. or VLE.2. above shall be appiicable as between
Consenung Parties in the event of the proposed abanaonment of any well excepted from said Arucles: provided. however. no well shall be
rermanently plugged and abandoned unless and unul all parues having the right to conduct further operauons theremn have been notified

ot the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions ot this Arucle
VIE.

ARTICLE VI
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The Lability of the parues shall be severai. not joint or collective. Each party shall be responsible only for ws obligations. and
shall be hiible only for 1ts proportionate share ot :he costs ot developine and operatng the Contract Area. Accordingiy. zhe liens granted
among the parues in Arucle VILB. are given to secure only the debts ot each severally. [t is not the intenuon ot the parues to create. nor
shall this agreement be construed as creating, a muning or other partnership or association. or to render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a securuty interest in its share
of oil and/or gas when extracted and its interest in ail equipment. to secure pavment 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
state. Operator shall be enutled to exercise the rignts and remedics of a secured party under the Code. The bringing of 1 suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereol. In addition. upon default by any Non-Operator in the pavment of its share
of expense. Operator shall have the right, without prejudice 1o other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non“Operator s share of oil and-or gas untl the amount owed by such Non-Operator. plus interest. has been paid. Each
purchaser shall be entitled to rely upon Operator 's written statement concerning the amount of any default. Operator grants a like lien
and security interest to 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 therefor 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 to the interest ot all such parues. Each party so paving its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

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

Operator. at its election. shall have the right trom ume 1o ume to demand and receive trom the other parties pavment in advance
ot their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month. which right mav bhe exercised only bv submission to euch such party of an itemized statement of such estimatea expense. together
with an invaice for its share thereof. Fach such stazement and invoice for the pavment 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 ot such estimate within
tiftcen 1151 days after such esumate and invoice is received. If anv party fails to pay its share of said estimate within said time. the amount
Jue shall bear interest as provided in Exhibit *C™" .nul paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and payv its proporuonate share of actual expenses incurred. and no more.

D. Limitation of Expenditures: .

1. Drill or Deepen: Without the consent ot :il parties. no well shall be drilled or deepened. cxcept any well drilled or deepened
pursuant to the provisions of Article VI.B.2. ot tius aereement. Consent to the drilling or deepening shall include:
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ARTICLE VII
continued
®  Option No. i: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well. including
necessary tankage andlor surface facilities.

Z~ Option No. 2: All necessary expenditures tor the drilling or deepening and wstng of the well, Wiien such well ' os rcachied -
authorized depth. and all tests have been compiciea. ind the results thereot turmished to the parties. Operator shall wive snneduate o,
10 the Non-Operatars who have the risht e parnaee i the completion costs. The parties secamvis such noeee st BV
18y hours (exclusive of Saturday. Sunuav ord legal nohidavs . in which to eiect to participate in the setunu v castng a1 2 aoletior
tempt. Such election, when made. hail mcade conncas o ail aecessaey expenditures tor the completing and -gapprme © oo wedl
<luding necessary tankage andior siirtuce tactittics. Eanure sl v party recerving such a0tice i replt Wi the penied 0 o ed
constitute an election by that party not to participate 1 the (ot of the compieuon attempt. i one or Sre. bur less thoan ah -+ e part. -
elect to set pipe and to attempt a completion. the pravisions ot Article VEB.2. hereor (the phrase reworking, devpening o plugg.
back ™" as contained in Article VI.B.2. shall be deemed o include “*compleung ™) shall appiv w the operations thereaier Cmtcted by b
than all parties.

2. Rework or Plug Back: Without the consent of sl parties, no well shall be reworkaed o plugied hack except a el rewarken o

plugged back pursuani 1o the provisions of Arucle VI.B.2. ot this agreement. Consent to the reworking ur plugging bacs v sl sidl
include all necessary expenditures in conducting such operauons und completing and equipping of sud well, including necessary tank ..
and/or surface facilities.

3. Other Operations: Without the consent ot all parties, Operator shall not undertake any single project teasonanly estnia
to require an expenditure in excess of_twenty-five thousand Doltars 13235,000.00

except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of wneh has reen

previously authorized by or pursuant to this agrecinent: provided, however. that, i case of explosicoa, tire, Hood v aher sadden
emergency, whether of the sumie or dilterent nuture, Operator may take such steps and mncue such eXpenses as i s opaee as e requed
to deal with the emergency to safeguard life und property but Operator, as promptly s possible. shall report the emergenaoy 1o the oticr
parties. If Operator prepares an suthority for expenditure AFE! for its own use, Operator shall furnish any Non-Operater o requess s @
an information copy thereof for anv single project c-nting in excess of__twenty-five thousand

Dollars (3.25,000,00 ; but less than the amount hirst set forth above i this paragraph.

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

Rentals, shut-in well payments and minimum rovalues which may be required under the terms of any lease shali e pud by the
party or parties who subjected such lease to this agreement at s or their expense. In the event two or more parties oun and hive con
tributed interests in the same lease to this agreement. such parties may designate one of such parties 1o oake sad paymens jor and v
behalf of all such parties. Any party may request. and shall be entitled to receive. proper evidence of ali such pavments. in the event ot
failure to make proper payment of any rental, shut-in well pavment or minimum royuaity through nustake or oversizht where such pa:
ment is required to continue the leuse in foree, any loss which results from such nonpaynient shall be borne w accordance wuh the pro
visions of Article IVB.Z.3,

Operator shall notify Non-Operator of the antiapated completion of a shutan gas well, or the shutting in or return o producuon
of a producing gas well, at least five (5) days texcluding Saturday, Sunday and legal halidays). or at the casliest opportumity permitted by
circumstances, prior to taking such action. but assumes no liability for failure to do so. In the event of failure by Operator to so noni
Non-Operator, the loss of any lease contributed hereto by Non-Operator for fatlure to make tmely pavments of any shutn well pavmenr
shall be borne jointly by the parties hereto under the provisions of Article 1V.B.A, '

F. Taxes:

Beginning with the first calendar vear after the ettecuve date hereot, Operator shall render for ad valorem taxanion all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed therenn hefore tivey
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information us to burdens wo include. but no
be limited to, royalties, overriding rovaities and production payments) on leases and oil and gas interests contributed v such Non
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess rovalties, oves
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner o r
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benetit ot such reduy
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest. then notwithstandine
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments
the manner provided in Exhibit "*C"".

If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the tme and manner
prescribed by law, and prosecute the protest to a final determination. unless all partics agree to abandon the protest prioe to final dewer
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest. all such tixes and ai
interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint a
count, together with any interest and penalty accrued. und the rotal 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 production. severance, excise, gathering and other tuxes imposed upon or with respect &
the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

- |LLEGIBLE
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ARTICLE VII
continued

G. Insurance:

At all umes while operauons are conducted hereunaer. Operator shall compiy with the workmen's compensaton .iw of
the state where the operauons are being conducted: provided. however. that Operator may be a seii-insurer tor habilitv under said com-
rensanon aws in waich event the only charge that shall be maae to the 1oint account snail be as provided i Exhibit "C™". Operator snall
diso carrv or provide insurance for the benetit of the joint account ot the parties as ouuined in Exhibit "D’ ittacnea to ana mace a part
hereos. Operator shall require all contractors engaged in work on or tor the Contract Area to compiy with the workmen's comgensatuon
liw of the state where the operations are being conducted and to maintain such other insurance as Operator mayv require.

In the event automobile public liabilitv mnsurance is specified in said Exhibit *'D"", or subsequently receives the approvai ot the
~irues. no direct charge shall be made by Operator tor premiums paid for such insurance tor Operator's automouve equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However. should any party desire to surrender its interest in any lease or i any poruon thereof. and the other parues do not
duree or consent thereto. the party desiring to surrender shall assign. without express or implied warranty of tile. all of its interest in
such lease, or portion thereof. and any well. matenal and equipment which may be located thereon and any rights 1n production
thereatter secured. to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an o1l and gas lease covering
sucn ol ung gas interest tor a term of one 1) vear and so long thereatter as oil and/or gas 1s produced from the land covered thereov. such
lease 1o be on the form attached hereto as Exhibit **B*'. Upon such assignment or lease. the assigning party shall be relieved from all
obligauons thereatter accruing, but not theretotore accrued. with respect to the interest assigned or leased and the operauon of anv well
attributable thereto. and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Artcle. The party assignee or lessee shall pav to the
party assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C"", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lcase is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such partes.

Any assignment, lcase 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 Contract Area: and the acreage
assigned, leased or surrendered. and subsequent operations thereon. shall not thereatter be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

I any party secures a renewal of any ol and gas lease subject to this agreement. all other parties shall be noufied prompdy. 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 ownership of the
renewal lease. insofar as such lease affects lands within the Contract Area. by payving to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be in proporuon to the
interests held at that time by the parties in the Contract Area.

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

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
by the acquiring party, without warranty of title, except as to acts by, through, or under
the acquiring party.

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

the provisions of this agreement.
The provisions in this Article shall also be applicable to extenstons of oil and gas leases.
C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts tor a contribution of cash towards the drilling of a well or any other
operation on the Contract Area. such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the pasty 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

e vt o B e - N o b
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ARTICLE YTII
continued
said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible. be
governed by provisions identical to this agreement. Each party shall promptly notity all other parties of any acreage or cash contributions
it may ootain in support ot any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are 1n support ot a well drilled inside the Contract Area.

' 1ny party contracts tor any consideration reiaung to disposition ot such party’s share of substances produced hereunder. such
conswaerauon shall not be deemed a contribution as contemplated i this Arucle VIIL.C.

D. Maintenance of Uniform Interest:

For the purpose ol mantaining uniformity ot ownership in the oi and gas leasehold interests covered bv this agreement. no
party shall sell. encumber. transter or make other disposition of its interest in the leases embraced within the Contract Area and in wells.
equipment and production unless such disposition covers either:

[. the enure interest of the party in all leases and equipment and producton: or
2. 4n equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale. encumbrance. transter or other disposition made bv anv partv shall be made expressiv subiect to this agreement
and shall be made without prejudice to the right ot the other parues.

If. at any time the interest of anv party is divided among and owned by four or more co-owners. Operator. at s discretion, may
require such co-owners 10 appont a single trustee or agent with full authority to receive notices. approve expenditures. recetve billings tor
and approve and pay such party’s share of the joint expenses. and to deal generally with, and with power to bind. the co-owners of such
party’'s interest within the scope of the operations embraced in this agreement: however. all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition ot their respective shares ot the oil and gas produced trom the Contract
Area and they shall have the right to receive. separately. payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permutted by the laws of the state or states in which the property covered hereby is located. each partv hereto owning an
undivided interest in the Contract Area waives anv and all rights it may have to parution and have set aside to it in severalty its undivided
interest therein.

1 include the

Area. it shall promptly give written notice to the other parties. with full informauon concerning its proposed sale, ahi

v merger, reorganization. consolidation. or sale of all or substantiallv all of its assets to a subsidiarv or parent com-

e PO P Ot Ot A PR =T Rt A SR PO MY A= O rt—al-the—atoek.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create. a relationship of partnership or an association
for profit between or among the parues hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if. for federal income tax
purposes. this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to lgéécluded
from the application of all of the provisions of Subchapter "*K"*, Chapter 1, Subtitle **A"", of the Internal Revenue Code ol& . as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator 1s authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service. including specifically, but not by way of limitation. all of the returns, statements.
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
Jiction inconsistent with the election made hereby. [ any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter K", Chapter 1.
Subtitle ** A", of the Internal Revenue Code of under which an election similar to that provided by Section 761 of the Code is per-
mutted. cach party hereby affected shall make such election as may be permitted 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.
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1 ARTICLE X.

2 CLAIMS AND LAWSUITS

)

4 Operator may settle anv single uninsured third party damage claim or suit ansing from operations hereunder 1t the expenditure
3 Jdoes not exceed__ten thousand Dollars
o $10,000.00 : and if the pavment 1s in complete settlement ot such claim or suit. If the amount requirea for settlement ex-

veeds the ubove amount. the parties hereto shall assume and take over the further handling of the claim or suit. uniess such authority is
s Jelegated to Operator. All costs and expenses ot handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties parucipating in the operauon trom which the claim or suit arises. If a clam is made aganst any party or if any party is
10 sued on account of any matter ansing from operauons hereunder over which such individual has no control because ot the rights given
11 Operator by this agreement, such party shall immediately noufy all other parties. and the claim or suit shall be treated as any other claim

12 or suit involving operations hereunder. ALl claims or suits involving title to any interest subject
13 to this agreement shall be treated as a claim or suit against all parties hereto,

14 ARTICLE XI.

1 FORCE MA JEURE

16

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

I8  the obligation to make money pavments. that partyv shall give to all other parties prompt written nouce ot the tcrce majeure with
19 reasonably tull paruculars concerning it: thereupon. the obligations of the party giving the notice. so far as thev are attected by the force
20  majeure. shall be suspended during. but no longer than. the continuance of the force majeure. The atfected party shail use all reasonable
21 diligence 10 remove the force majeure situation as quickly as practicable.

"

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

20

2 The term “force majeure . is here emploved. shall mean an act ot God. strike. lockout. or other 1ndustnai disturbance, act of
28  the public enemy. war. blockade. public riot. lightning. fire. storm. flood. explosion. governmental action. governmental delay, restraint
X3 orinaction. unavailability of equipment. and any other cause. whether ot the kind specifically enumerated above or otherwise. which is
30  not reasonably within the control of the party claiming suspension.

3

32 ARTICLE XII.

33 NOTICES

34

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

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

42

43 ARTICLE XIII.

+H TERM OF AGREEMENT

13

16 This agreement shall remain in full force and effect as to the oil and gas leases andfor oil and gas interests subiect hereto for the

47 period of time selected below: provided. however. no party hereto shall ever be construed as having anv right. title or interest in or to any

48  lease or oil and gas interest contributed by any other party beyond the term of this agreement.

19

50 ) Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are conunued in force as to any part

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

52

53 % Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of this
sS4 agreement, results in production of oil andfor gas in paving quantities. this agreement shall continue in force so long as any such well or
59 wells produce, or are capable of production. and for an additional period of _9Q___ days from cessation of all production; provided.
st hawever. if. prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling. reworking, deepen-
57 ing. plugging back. testing or attempuing to complete a well or wells hereunder. this agreement shall continue in force until such opera-
58  tions have been completed and if production resuits therefrom. this agreement shall continue in force as provided herem. In the event the
59 well described in Article VLA, or any subsequent well drilled hereunder. results in a dry hole. and no other well is producing. or Ccapable
o0 of producine oil andior gas from the Contract Area, this agreement shall terminate unless drilling, deepenina. pluggine back or rework-
61  ing operations are commenced within _ 901 days from the date of abandonment of said well.

62 -

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

69
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. ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservauon laws ot the state in wnich the Contract Area 1s located. to the vahd rules.
regulations. and orders of anv dulv constituted reguiatory body ot said state: ana to 4il other appiicabie federal. state. und local laws. or-
dinances. rules. regulations. and orders.

B. Governing Law:

This agreement and all matters pertaining hereto. including, but not imited to. matters o! pertormance. non-pertormance, breach.
remedies, procedures, rights, duties and interpretauon or construction, shall be governed and determined by the law ot the state in which
the Contract Area is located. If the Contract Area 1s in two or more states. the law ot the state of New Mexjico
shall govern.

C. Regulatory Agencies:

Nothing herein contamned 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 iaws or under rules. regulations or orders promulgated
under such laws in reference to oil. gas and minerai operations. including the location. operation. or production ot wells. on tracts offset-
ung or adjacent to the Contract Area.

With respect to operations hereunder. Non-Operators agree to release Operator trom any and all losses. damages. njuries. claims
and causes of action arising out of. incident to or resulung directly or indirectly trom Operator s interpretation or application of rules.
rulings. regulations or orders ot the Department ot Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator turther agrees to reumburse Operator tor any amounts apphicable to such Non-
Operator's share of production that Operator mayv be required to refund. rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result ot such incorrect interpretauon or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or enuty pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980"", as same may be amended from ume to tme {**Act’"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant tc said Act. Each party hereto agrees to furmish any and all cerufications or other informauon
which is required to be furnished by said Act in 4 umely manner and in sutficient detail t0 permu compliance wuth said Act.

ARTICLE XV.
OTHER PROVISIONS

)‘\1-
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ARTICLE XVI.
MISCELLANEOUS

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

This 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 effectiveasof _________ day of 19

b 6$ 33,209,374
Shahara 011, L.L.C. as Operator and

ATTEST: as Non-Operator as set forth on
Exhibig "A"
B CL(X) By: VAN é /LQ"‘ -
Title: t - - Title: caamue) OrFicen
Printed Name: . T gl o Narshall Printed Na e:p(__‘(ww L. MHueHes
IRQIKAXRERKXTAXRS
ATTEST: The Wiser 0il Company

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

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

C-15-
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EXHIBIT “A”

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

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

1. ADDRESSES FOR NOTICE PURPOSES:

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

8115 Preston Road, Ste. 400 207 W. McKay

Dallas, Texas 75225 Carlsbad, NM 88220

Attn:  Matt Eagleston Attn:  Perry Hughes
Project Manager

I PERCENTAGE WORKING INTERESTS OF THE PARTIES:

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

1v. DESCRIPTION OF COMMITTED LEASEHOLD:

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

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

NM-B-2148-04

B. Leases committed by Shahara Qil, L.L.C. (100%):
LESSOR LESSEE LEASE DATE LESSOR ROY.
NM-B-2148 Phillips Petroleum 9-1 l—_!s-g 12.5%
put e [a?

fAwpdocs\lauri\shahara.exa
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EXHIBIT “c 7

Attached to and made a part of that ¢
by and between The Wiser 0il Company and Shahara 0il, L.L.C.

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
maintenance of the Joint Property.

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

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 accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
fully described in detail.

3. Advances and Payments by Non-Operators

A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Non-Operators.

thirty (30)

B. Each Non-Operator shall pay its proportion of all bills within BRESKNEXdays after receipt. If payment is not made

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at NationsBank,
Dallas on the first day of the month in which delinquency occurs plus 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid
amounts.

4. Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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6.  Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make
every reasonable effort to conduect a joint audit in a manner which will result in & minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.
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I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.  Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollution control procedures as required by applicable laws and regulations.
2.  Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
3. Labor
A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of
Joint Operations.
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the overhead rates.
(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly
employed in the operation of the Joint Property if such charges are excluded from the overhead rates.
B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II.
Such costs under this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If
percentage assessment is used, the rate shall be based on the Operator’s cost experience.
C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 3A of this Section II.
4. Employee Benefits

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

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such
Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is
reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be
avoided.

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

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

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

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

Services

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

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed _eight percent { 8:00 _ %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petrolenm Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator'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 thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to

- protect or recover the Joint Property, except that no charge for services of Operator’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 Parties, except as provided in Section
I, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then
notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax value generated by each party’s working interest.
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Insurance

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

Abandonment and Reclamation

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

Communications

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

Other Expenditures

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

III. OVERHEAD
Overhead - Drilling and Producing Operations

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

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

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

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

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

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

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

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

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

Producing Well Rate $ _450.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date

the drilling rig, completion rig, or other units used in completion of the well is released, whichever

-4-
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is later. except that no charge shall be made during suspension of drilling or completion operations
for fifteen (15) or more consecutive calendar days.

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

(b)  Producing Well Rates

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

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

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

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

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

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

BrOuoshead-—Roreoniage-Basie

(a) Development

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

provided under Paragraph 10 of Section II and all salvage

(b)

Operating

2 - . il Emll
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For the purpose of determining charges on a percentage basis under Paragrap of this Section III,

interval on the Joint Property; also. prelipinery expenditures necessary in preparation for drilling and
expenditures incurred in abandonimg~When the well is not completed as a producer. and original cost of

discernible-asTTixed asset. except Major Construction as defined in Paragraph 2 of this Section IIl. All other

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expansion of
fixed assets. and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $
A5 9% of first $100.000 or total cost if less. plus

B.___ 3  %of costs in excess of $100.000 but less than 31.000.000. plus

xS}

C. % of costs in excess of $1.000.000.

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

3. Catastrophe Overhead

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

A.___ 5 % of total costs through $100.000: plus
B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus
C.___ 2 %of total costs in excess of $1.000.000.

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

4. Amendment of Rates

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

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

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

L Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed w the Joint Account

when adjustment has been received by the Operator.

2.  Transfers and Dispositions

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

A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods. sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill
published carload base prices effective as of date of movement plus transportation cost using the 80.000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered. the 70,000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain. Ohio

and casing from Youngstown. Ohio.

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

3
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(2) Condition D

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

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

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

{3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

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

(2) Material involving erection costs shall be charged at applicable percentage 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
Material at the Operator’s actual cost incurred in providing such Material. in making it suitable for use, and in moving it
to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right. by so electing and notifving Operator within
ten days after receiving notice from Operator. to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

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

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.  Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

(a)

(b)

{c)

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

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

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices
f.0.b. the supplier plus transportation costs. using the Oil Field Haulers Association interstate truck rate
per weight of tubing transferred. to the railway receiving point nearest the Joint Property.

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

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment.
plus 20 percent. plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain,
Ohio.

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

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

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.
Unused new Material, except tubular goods. moved from the Joint Property shall be priced at the current
new price. in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).
Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

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

(2) Material used on and moved from the Joint Property

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

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

{3)  Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material

t1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.
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overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

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

Expense of Conducting Inventories

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

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

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

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

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

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

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

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

f\wpdocs\auri\shahara.exd
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APPROVED FORM A.A.P.L NO. 610-E
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
NOTE: Instructions For Use of Gas Balancing é’é;’;ﬁg‘g;: N 99;-0_' i?i(’ggo’"s RE?IJEI}}SVAE’DOK 74101
Agreement MUST be reviewed before finalizing this
document.
EXHIBIT “E”
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED __November 1, 1997
BY AND BETWEEN ____The Wiser Oil Company | ,
AND _Shahara 0i1, L,L.C, ("OPERATING AGREEMENT")
RELATING TO THE Grayburg Jackson AREA,
Lea COUNTY ABMXXK, STATE OF __New Mexico
1. DEFINITIONS

The following definitions shall apply to this Agreement:

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

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

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

a

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

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

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

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

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

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

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

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

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

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

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

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

1.15 "Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken by a Parz and its

Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area. f
116 O (Optional) “"Winter Period” shall mean the month(s) of );J( in one
calendar year and the month(s) of in the succeeding calen: : year.

2. BALANCING AREA

TR

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area we? . covered

by separate bur identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Balag (g‘g Area
measured in (Alternative 1) K] Mcfs or (Alternative 2) [] MMBeus. e
4

2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes sub)ec(\rg,":v
maximum lawful prices, any Gas not subject to price controls shall be considered as produced from a si 6 § ﬂ'asl
and Gas subject to each maximum lawful price category shall be considered produced from a separate Balap(ﬁng A
3. RIGHT OF PARTIES TO TAKE GAS ‘\ &

3.1 Each Party desiring to take Gas will notify the Operator, or causix the rato tI .
nominated, the name of the transporting pipeline and the pipeline cSntract oo ava B’lg) -3 meter"s tiog reldning |

Bran

to such delivery, sufficiently in advance for the Operator, acting with reasonable dlllgence to meet all mmmalmnnand mhec |

i

ﬂOl

-1-



A.A.P.L. FORM 610-E - GAS BALANCING AGREEMENT - 1992
in accordance with each Party's interest in the well
! requirements. Opgraxor 15 authorized (o deliver the ‘vnh.Jmes SO nomln:g%dé%nijdcé)al:r%cgdé'fvcggi:rm:a.rxlxgn ﬁei’i““f‘é' éoagléble of
transporung pipeline in nccorugncf wich the terms of this Acreemen, B 1 s '
3 3.2 Each Purty shall mnkc"ﬁerealsxgaﬁ'er.]gooangi(gl ?}P&p?utgge }{?‘}:Hff‘%h;ﬁ? b E{}Scnatqgod]ﬂ%?‘o%lgd?%ﬁﬁﬁ BF qRarties.
extenc thar such production 15 required to maintain leases in effect. to protect the producing capacity of a weil or reservour. to

b

<L

»

preserve correlative rights. or 1o maintain o1l production.
o 33 When a Party fails for any reason to t2xe nts Full Share of Current Production (as such Share mav oe reduced by che
rient ot che otner Parties 1 maxe up tor Underproauction as provided hereins. the other Parties snall be enutled to rake anv
S Gas wnich sucn Parey fails to cake. To tne extent practicable. sucn Gas snall be made available iniuaiiy to eacn Underproaucea
 Party 1 the proporuon tnat its Percenrage incerest in the Bulancing Aces beuars tw the total Percentave interests or all
‘0 Underproduced Parties desiring to taxe such Gus. If all such Gas 1s nat taken ov the Underproaucea Parues. tne purtion not
:aken snail then be made avaiiable to tne vtner Puarties 1n tne proporuun i their respective Percentage incerests in the
12 Bualancing Area bear to the torai Percentage Interests ot such Parnes.
ia 3+ All Gus raken by a Party in accordance wath the provisions of this Agreement. regardiess ol whether such Party s
l4  underproduced or uvverproduced. shall be regaraed as Gas taken toc its own account with ntle thereto being in such taking
) Parry.
16 35 Notwithstanding the provisions of Section 3.3 hereotf. no Overproduced Party shall be entitled in any month to take any
17 Gus in excess of. .(h”ﬁn ndsred percent 4 5@0‘? b;)'f gifcggnrﬁfelgrcﬂgt é)&(()he Balancing Area’s then-currenr Maximum
18 Monthly Av:nlablhry{ provn%e:f hogever. that tnis”limitation shall not app§ to the extent that ic would preciude production
19 chat s required (0 maintain leases 10 effect. (o protect the producing capacity of a well or reservorr. o preserve correlatve
20 nghts. or o maintain oil production. "Maximum Monchly Availability” shall mean the maximum average monthly race of
1 production at which Gas can be delivered from the Balancing Area, as determined by the Operator. considering the maximum
21 erficient well rate for each well within the Balancing Area. the maximum allowablets) set by the appropriate regulatory agency.
23 mode of uperation, production facility capabiliies and pipeline pressures.
2 36 In the event that a Party fails to make arrangements to take its Full Share of Current Production required to be
25 produged 10 maintain lgascs n effect, to protect xhc' piogucin{g cagacérigéi well or reservoir. to preserve correlative nighes, or
36 to maincain il production, the Operator may sellény part ot sucsh Party s kuﬁ Share of Current Production thac such Parry fails
27 10 ke for the account of such Parry and render to such Party, on a current basis, the full proceeds of the sale. less any
28  reasonable marketing, compression. treatng, gathering or transporration costs incurred directly in connecuion with the sale o-f
29 such Fuil Share of Current Production. In making the sale contemplated herein. the Operator shall be obligated only 10 obtain
A0 such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
3l markets. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are consistent
32 with the minimum needs of the industry under the particular circumstances. but in no event for a period in excess of one
33 vear. Notwithstanding the provisions of Article’ 3 4 hereof. Gas sold by Operator for a Party under the provisions hereof shall
34 be deemed to be Gas taken for the account of such Party.
35 4. IN-KIND BALANCING reasonable notice
36 4.1 Effective the first day of any calender month following/at least thirty 30, days’ prior
37 written note to the Opcrator./ady %d&ﬁm&q’ah¥ msggrn?;akmg. in addition to s Full Share of Current
38  Production and any Makeup Gus taken pursuant to Section 3.3 of this Agreement. a share of current production determined
39 by multiplying ERIXEY-Five ooccenc (35 %) of the Full Shares of Current Production of all Overproduced Parties by
40 a1 fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which
41 s the roral of the Percentage Interests of all Underproduced Parties desiring tw take Makeup Gas. In no event will an
i2 Overproduced Party be required to provide more than thirty-five oercent (35 %) of its Full Share of Current
4} Production for Makeup Gas. The Operator will promptly nonfy all Overproduced Parties of the election of an Underproduced
+4  Party to begin taking Makeup Gas.

s 20w 5 b Limicasi Mal Ootioa 1L N . . o
16 average monthly amount of Makeup Gas raken by an Underproduced Pa i MTEr Feriod pursuant to Section 4.1
47 shall not exceed the avergge . o ceup Gas twken by such Underproduced Parrv during the

(L ————= —~ -menths+mmediaiely—preceding—heWinterLReriod.

|9 . i [] g - } Conconal 1 o . Ill : D . 2 ll I . - .

50  Overproduced Party will be required to provide more than percent (— . %) of us Fuil Share
51 otCorenrRRilHontor-Mekevp-irer-during-rhe=Xinter-Reried.

52 3@ (Optional) Nutwithstanding any other provision of this Agreement. at such time and for so long as Operator. or
53  unsofar as concerns production by the Operatory anv Underproduced Party. determines in good faith thut an Overproduced
5+ Party has produced all of s share ot the ulumateiy recoverable reserves in the Balanaing Area. such Overproduced Parcy may

99  be required to make available tor Makeup Guas. upon the demand of the Operator or any Underproduced Party, up to
s~ one hundred percent 0 %) ot such Overproduced Parry's Full Share of Current Production.

57 5. STATEMENT OF GAS BALANCES

58 5.1 The Operator will maintain appropriate accounting on a moathly and cumulative basis of the volumes of Gas ?E‘é fnch
59  Party 1s entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within 1).Ct >+ davs
60 after the month of production. the Operator will furnish a statement for such month showing (1) each Party’'s Full Share of
61 Current Production, (2) the rotal volume of Gas actually taken or sold for each Parry's account. (3) the difference Bétween
62  the volume raken by each Party und that Parry's Full Share of Current Production, (4) the Overproduction or
63  Underproduction of each Party, and (5) other dara as recommended by the provisions of the Council of Petroleum
¢4 Accountanes Societies Bulletin No. 24, as amended or supplemented hereafter. Each Party raking Gas will promptly prdvidc o
65 the Operator any data required by the Operator tor preparation of the statements required hereunder.

06 5.2 If any Party fails to provide the data required herein for four 14) consecunve production months, the Operator. vr
07 where the Operator has failed 1o provide duta. another Party, may audit the production and Gas sales and transportation
68  volumes of the non-reporting Party to provide the required data. Such audit shall be conducted only afrer reasonable notice and
9  Juning normal business hours in the office ot the Party whose records are being audited. All costs associated with such audit
70 will be charged to the account of the Party failing to provide the required data.

71 6. PAYMENTS ON PRODUCTION

72 6.1 Each Party raking Gas shall pay or cause to be paid all production and severance taxes due on all vohwpessof Gas
73 acrually taken by such Pary.
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60
61
02
063
[}
09
66
07
68
oY
70
71
72

71

. Beoducss
a2 g Soes E i ch-Seesi 6ed Alesrnasive—l Eacidd nrl I'nnn QLA [eQUEsSt—oi—g-
taking less than its Full Share of Current Production tn a given month t"Current Underproducer 1. aay ing more :han
ius Full Share of Currenc Production 1n such month  Current Overproducer s wil Currcnr Underproducer an
imount each month equal to the Royaity percentage ot the proce v the Currem Uverproducer tor that poruon ot
ine Current Underproducers Full Share or Cut Gcuon taken by tne Current Overproaucer: provided. however. tnat
~wucn pavment will not exce valty percentage tnar 15 common to all Rovairy burdens in tne Bulancine Area. Pavments

This Secrion 0.2.0 will be ueemed payments to the Underproduced Partys Rovauy uwners tar purpuses ot

o2 x (Alternative 2 - Salest Lach Puarev snall pav or cause 1o be pard Rovaity cue wan respect i Rovaite awners
wnom it s accountable based on the voiume ot Gas actually taken ror s account

03 In the evenr that any governmental suthority requires thar Rovaity payments be made on any utner basis chan tnac
provided for tn chis Section o. esch Parey agrees ro make such Rovalty pavmeants accordingly. commenciag on the effective date
required by such governmental authority. and the method provided for heretn shall be thereby superseded.
~. CASH SETTLEMENTS

~.1 Upon che eaclier of the plugging and abandonment of the last producing incervai in the Balancing Area. che termination
ot the Operating Agreement or any pooling or unit agreement covering the Balancing Area. or ar any ume no Gas is wken
trom the Balancing Area for a period of twelve (12) consecutive months. any Party may give written nouce cailing for cash
sertlement of che Gas production imbalances among che Parues. Such nocice shall be given o all Parues in the Balancing Area.

T2 Within sixty (60) days atter the nouce calling tor cash settlement under Section 7.1. the Operator will distribute (o each
Party 1 Final Gas Setrlement Sratement detailing the quantity of Overproduction owed by each Overproduced Party to each
Underproduced Party and idenufving the month v which such Overproduction s areributed.  pursuane 1o che
methodology set out in Section 7.{.

Rarevco-Rarev-Seslemens) Wichin sixry 60) dnv( alter receipe of the Final Gas

i D.
statement, each Overproduced Party wiil pay to each Underproduced Par
settlement, accompanied by approp R — At the ume of payment. the Overproduced Party will noufy the

7.5 &l (Alternative 2 - Settlement Through Operator) Within sixey (60) days after receipt ot the Final Gas Settlement
Scatement. each Overproduced Party will send its cash sectlement. sccompanied by appropriate accounung detail, to the
Operator. The Operator will distribute the monies so received, along with any settlement owed by the Operator as an
Overproduced Party, to each Underproduced Party to whom settlement is due within ninety (90) days after issuance of the
Final Gas Settlement Statement. In the event that any Overproduced Party fails to pay any setlement due hereunder, the
Operator may wrn over respoasibility for the collection of such settlement o the Party ww whom it s owed. and the Operator
will have no further responsibility with regard to such setciement.

731 @ (Optional - For use only with Section 7.3, Alternative 2 - Setdement Through Operator) Any Party shall have
the right ar any time upon cthirty (30) days’ prior written notice to all other Parties 1o demand that any sertlements due such
Party for Overproduction be paid directly o such Party by the Overproduced Party. rather than being paid through the
Operatwr. In the event that an Overproduced Party pays the Operator any sums due to an Underproduced Party at any ume
after thirty (30) days following the receipt of the nouce provided for herein. the Overproduced Party will continue to be liable
t0 such Underproduced Parry for any sums so paid. unui payment is acrually received by the Underproduced Parry.

74 (Alternative | - Historical Sales Basis) The amount of the cash sectlement will be based on the proceeds
received by the Overproduced Party under an Arm’'s Length Agreement for the Gas taken from ume to tme by the
Overproduced Party 1n excess ot the Overproduced Party's Full Share of Current Production. Any Makeup Gas taken by the
Underproduced Party prior to monerary settiement hereunder will be applied to offset Overproduction chronologically in the
urder of accrual. '

~9 The values used for calculating the cash settiement under Sectioa 7.1 will include il proceeds received for the sale of the
Gas by the Overproduced Party calculated ae the Balanang Area. atter deducting any production or severance taxes paid and any
Royaity actually paid by the Overproduced Party to an Underproduced Party's Royalty owner(s), to the extent said payments
smounted to a discharge of said Underproduced Party's Rovalty obligation. as well as any reasonable markeung, compression.
treating, gathering or transportation costs incurred directly in connection wich the sale of the Overproduction.

751 & (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas
purchase contract providing for payment based on a percentage of the proceeds obrained by che purchaser upon resale of
residue gus and liquid hydrocarbons extracted ac a gas processing plant. the values used for calculating cash settlement will
include proceeds received by the Overproduced Parry for both the liquid hydrocarbons and the residue gas attributable to the
Overproduction.

?ﬁi—g—fepnm“* Valaass for—R d-Cas
Overproduced Party ac a gas processing plant for the extraction of liquid hvdrocarbons, th
will be valued for purposes of cnsh sculement ar the v tite Overproduced Party for thc sale of the residue gas
Miout regard to proceeds .mrxburablc to liquid hvdrocarbons which may have been

aceributable o the Overpond

~5.2 [ (Oprional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of the
Overproduced Party at a gas processing planr for the excraction of liquid hydrocarbons. the values used for calculating cash
settiement will include the proceeds received by the Overproduced Party for the saie of the liquid hydrocarbons extracted from
the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to
transpore. fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.

7.6 To the extear the Overproduced Party did not sell all Overproduction under an Arm’s Length Agreement, the cash
settlement will be based on the weighted average price received by the Overproduced Party for any gas sold from the
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69
70
71
72
73
74

Balancine Area under Arm s Length Acreements during tne montns to wiicn such Overproduction 15 attridputed. In the evenc
that no sales under Arm s Length Acreements were made during any such montn. the cash settiement ror sucn month will be
based vn the sput sales prices published for the applicable geograpnic area during such month in a3 murually acceprable pricing
bulletin.

"7 Interest compounded at the rate of percent
rate or interest applicable to the Balancing Area. wnichever 1s less. wiil accrue tor all amounts que unaer Section 7 1. beginning
the nirst dav tollowing the' dite payment 15 due pursuant t Section .3 Such interest shall be borne by tne Operator or any

yr_in

‘71 per annum or tne maximum iawrul

Uverproauced Partv in the propurton T INelr Tespecuive deiags na_tne_deadlin 26¢110

LAPEEUES S5 1090 et PAUTE PO SN 5 Wich” Mlerest

wuntriputed 1o the accrual ot the interest. § £ i< has received payment from any Cverrrcduced Party

"8 in lieu ot the casn sectiement reausred by Section ~ %L un Overproduced Purey may deliver o the Underproduced Party
-0 ouer o seetle its Overproduction n-kind and at sucn rates. quanunies. nmes and sources s mav be iureed upon by (e
Undecproauced Parrv. If the Parues are unable to ugree upon tne manner in which such in-kind settiement gas wll be
rurnisned wichin sixey (00) davs atrter the Overproduced Partys ofter 1o sertle in kind. which period mav be extended by
agreement of said Parries, the Overproduced Parey shall make a cash settlement as provided in Section 7.3 The making of an
in-kind setrlement offer under this Section 7.8 will nor delay the accrual of interest on the cash settlement should the Parues
fail to reach agreement on an in-kind sertlement.

~9Kl] {Optional - For Balancing Areas Subject to Federal Price Regulation) That portion o1 any montes collected by an
Overproduced Party for Overproduction which is subject to refund by orders of the Federal Energy Regularorv Commission or
other governmental auchority may be withheld by the Overproduced Partv unnl such prices are fully upproved bv such
governmental authoriry, unless the Underproduced Parry furnishes a corporate undertaking, acceprable (o the Overproduced
Parry. sgreeing o hold the Overproduced Parry harmiess from financial loss due to refund orders by such governmental

authoriry.

210-L) (Ousicand h-Balanciogl Ar aox me duning - m.-af this Agreemen 0 .ecpeoduced Barn
may, 1n its sole discretion. make cash sertlementis) with the Underproduced Parues covering all or parro Gutstanding Gas
imbalance, provided thar such setclements must be made with all Underproduced Parees—pfoportionately based on the relative
imbalances of the Underproduced Parues. and provided furth uch seulements may not be made more often than once
every twenry-four (24) months. Such s s will be calculated in the same manner provided above for final cash
settlements. The Oueeprodiiced Parry will provide Operator a detailed accounting ot any such cash settlement within thirty (30)
8. TESTIN

Notwithstanding any provision ot this Agreemenc to the contrary. any Party shall have the nght, from time to time. 10
produce and take up to one hundred percent (100%) of a well's enture Gas stream to meet the reasonable deliverability tests)
required by such Parry’s Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party to
conduce such tests; provided. however. that such tests shall be conducted in accordance with prudent operating practices only
afrer thirty (_3.0_) days’ prior wrieren notice 1 che Operator and shall lList no longer chan

_seyen (—L— booxx days including prior shut-in time.
9. OPERATING COSTS

Nothing in this Agreement shall change or affect snv Party's obligation o pay its proportionare share of all costs and

liabilities incurred in operations on or 1n connection with the Balanaing Area. as uts share thereof is set forth in the Operating

Agreement, irrespective of whecher any Party s at any ume selling and using Gas or whether such sales or use are in
proportion to its Percentage Interest in the Balanaing Area.
10. LIQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated
for the joint account in accordance with their Percentage Interests in the Balanaing Acea.
11. AUDIT RIGHTS

Nocwithscanding aay provisiva tn this Agreement or aay other agreement between the Parties hereto, and furcher
notwithstanding any terminacion or cancellation of this Agreement. tor a period of two (2) years from the end of the caletdar
vear in which any information to be furnished under Section § or 7 hereof 15 supplied. any Parcy shail have the righe to audic
the records of any other Party regarding quanuty, including bur not limited w0 infarmacion  regarding  Bru-content.
Any Underproduced Parry shall have the right for a period of two 12) years from the end of the calendar vear in which any
cash settlement is received pursuant to Section 7 to audit the records of any Overproduced Party as to all matters concerning
values. including but not limited to information regarding prices and disposition of Gas from the Balancaing Area. Any such
sudic shall be conducted ar the expense of the Party or Parues desining such audit. and shall be conducted. after reasonable
notice. during normal business hours in che otfice ot the Party whose records are being sudited. Cach Party hereto agrees tw
mainaain records as o the volumes and prices of Gas sold each monch and cthe volumes of Gus used in 1ts own operations,
slong with the Royalty paid on any such Gas used by 1 Party in us own operations. The audit rights provided for in this
Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement.

12. MISCELLANEOUS

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

12.2 Each Party agrees to defend. indemnify and hold harmless all other Parues from and against any and all liability for
any claims. which may be asserted by any third party which now or hereafter scands in a contractual relationship with such
indemnitying Party and which arise out of the operation of this Agreement or any acivities of such indemnifying Party under
the proviswns of this Agreement. and does further agree to save the other Parties harmless from all judgments or damages
sustained and costs incurred in coanection therewith.

123 Except as otherwise provided in this Agreement. Operator is authorized to adminiscer the provisions of this
Agreement. but shall have no liabilicy to the other Parties for losses sustained or liability incurred which arise out of or
wnnection with the pertormance of Operator’s duties hereunder. except such as may result from Operator s gross negligence or
willful misconduct. Operator shall not be liable 1o any Underproduced Party toc the failure of any Overproduced Party (other
than Operator) to pay any amounts owed pursuanc to the terms hereof.

12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall remaia in force and
effect as to the Balancing Area. aad thereafter unul the Gas accounts between the Parties are sertled in full. and shail inure 1o
the benetit of and be binding upon the Paruies hereto. and their respective heirs, successors. legal represencatives

*A3aeg pasonpoadaspup NIt
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i)

.ou assens. i any. The Parties nereto duree o oive potce ot the existence ot this Agreement 1o anv successor in interest ot
2av sucn Party and o provide tnat any sucn successor shall be bouna by this Agreement. and shall furtner make any transter ot
:0v interest subject to the Operating Agreement. or any part thereot., alsu subiect to the terms of this Agreement.

12,5 Unless the context clearly indicates otherwise. waords used in tne stngular include the plural. che plural includes the
«:ineuiar. and the neuter cenaer includes tne mascunine and the teminine

20 In the event tnac anv Oprionai” pravision ot this Agreement 15 not adopted by the Parues to this Agreement by 2
Vpea. priAted or NAnAwritten mdicaton. sucn provision siall noc torm 2 pare ot this Apreement. 2na no interence shall be

“aae coneerning tne intent of e Parties i suen event. in the event tnar anv Alernatve  provision of this Azreement 1s not
«- auoptea by the Parues. Alternative 1 in esen sucn nstance snaii be ueemed to have peen adoprea ov tne Farties as 1 resust
1 any such umussion. [0 those clses WRere 1t 1y indiclted that an Uptonai provision may be used oniv if 1 specific Alternanve
Letected 1 an erecton o nciude said Optonat provision shall not oe ettecuve unless the Alternanve tn guestion s selectea.
.03 - the election 1o anclude said Optional provision must be expressty indicaced hereon. it seing unaerstood that che
svtection ot 2n Alternanve eicher expressiv or by detault as provided heremn shudl not 1n and ot iseir. consttute an election to
:nciude an associated Opaional provision.

127 This Agreement shall bind the Parues in accordance with the provisions hereof. and nothing nerein snall be conscrued
or interpreted as creaung any rights in any person or entty not a signatory hereto. ur as being a supulation in favor of any
such person or entity.

128 I contemporaneouslv with this Agreement becoming effective. or thereatter. any Partv requests that any other Parry
¢xecute an appropriate memorandum or notice uf this Agreement 1n order to give third parnes notce of record of same and
submits same for execution in recordable form. such memorandum or notce shall be dulv executed by the Parry to which such
request s made and delivered promptly thereatter to the Party making che request. Upon receipr. the Party making the request
shall cause the memorandum or notce to be duly recorded in the appropriate real property or ocner records affecung the
Balancing Area.

129 In the evenr Internal Revenue Service regulations require a uniform method of computng raxable income by all

Parties. each Party agrees 1o coumpute and report income to the laternal Revenue Service (select onet-g-ns—n-ﬁuéh—llme
retate—to—enetlement—methad 13 s—ompUtations~ur m based on the quantity of Gas taken for its account in accordance with
such regulations. insotar as same relate 1o sales method tax computatons.
13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1 Subject to the provisions of Sectuons 13.2 (if elected) and 13 3 hereot. and notwithstanding anvthing in this Agreement
or 1n the Operaung Agreement 1o the contrary, f any Party assigns uncluding any sale. exchange or other transfer) any of its
working interest in the Balancing Area when such Party is an Underproduced or Overproduced Party. the assignment or other
act of transfer shall, insofar as che Parties hereto are concerned. include all interest of the assigning or transferring Party in the
Gas. all rights to receive or obligations to provide or take Makeup Gus and all rights to receive or vbligations to make any
monetary payment which may ultimately be due hereunder. us applicable. Operator and each of the other Parties hereto shail
thereafter treat the assignment accordingly, and che assigning or cransferring Parcy shall look solely o its assignee or other
teansferee for any interest in the Gus ur monetacy paymenc that such Party may have or o which it may be enutled. and shall
«duse its assignee or other transferee to assume 1ts obligations hereunder.

limited to the provisions of Section 3.1 hereofs or 1n the Operauing Agreement to the contrary, and subject to the pravisions
of Section 13.3 hereof, in the event an Overproduced Party intends o sell. assign, exchange or ortherwise traasfer any of uts
incerest 1n 2 Balancing Area. such Overproduced Party shaill noufy in wriing the other working iptefest owners who are
Parties hereto in such Balancing Area of such fact ar least ( davs prior w closing the
transacuon.  Thereafter. any Underproduced Purty may demand from such Ovegproduced Partry in writing, within

( ) days after receipt of the Overproduced try's notice. 4 cash  setdement of s
Underpriduction from the Buluncing Area. The Operator shall be noutied-0t any such demand and of any cash setclement
pursuant to this Section 13, and the Overproduction and Underpre on ot each Parcy shall be adjusted accordingly. Any cash
settlement pursuane to this Section 13 shall be pawd by the produced Party on or before the earlier to occur 1) of sixey (60)

davs ateer receipe of the Undecpraduced Party s degoarid or iy ar the dosing of the transaction in which the Overproduced

Party sells. assigns, exchanges ur otherwise ¢ ers its interest 1n a Balancing Artea on the same basis as utherwise set torth in
Sections 7.3 through 76 hereot. and bear interest at the rate set forth in Secuon 7.7 hereot. beginning sixey (60Y days
after the Overproduced Party saafe. assignment. exchange ur transfer of s intecest in che Balancing Area for any amouncs not
pard. Provided. howey, anv Underproduced Party does not so demand such cash settlement ot wws Underproduction from the
Bulancing Aceg~sGch Underproduced Party shall look exclusively o the assignee or other successor in interest ot the
OverproddCed Party giving nouuce hereunder tor the sausfaction ot such Underproduced Party's Underproduction in accordance

A - DG - 0 g » A

13.3 The provisions of this Sectivn |3 shall not be applicable in the event any Party morcgages its interest ur disposes of its
incerest by merger. reorganization, consolidation or sale of substanually all of its assets o a subsidiary or parent company. or
any company in which any parent or subsidiary ot such Party owns 1 majoruy of the stock of such compaay.

1. OTHER PROVISIONS

See attachment.
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OTHER PROVISIONS

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

under this provision.

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

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

(GBA)
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5. COUNTERPARTS

This Agreement may be executed 1n counterparts, eacn of which when ciken with all uther counterparts shall consticuce
1+ binding agreement between tne Purties hereto: provided. however. that it 3 Party or Parues owning a Percenrtage lnterest in

the Balancing Area equal o or greater than 4 percent T} therein tailisy o execute s
Aureement on or before . this Agreement snail not be bindine upon any Purtv and shail be or
1no turther torce and effect,
IN WITNESS WHEREQF. zius acreement snall be etfective s ur the dav of
8]
ATTEST OR WITNESS: OPERATOR
BY:

Type or print name

Title

Date

Tax ID ar 535 No.

NON-OPERATORS

SNaHas O, LLC

JM.OAQ. ﬂZﬂM)ﬁ(M BY. \\/ E/J««Qu,
| é;/:{\g L. /gazéftff

Type or print name

Title é%éC.uLTI :Je; 0%@1«
Date { T tl(" I T+

Tax ID or 3.5 No.

Type ur print namne

Title

Date

Tax 1D or 5.5 No.
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! ACKNOWLEDGMENTS
2 Note: The following ‘forms or acknowiedgment are tne shore forms approvea by the Uniform Law on Notarial Aces. The

L waiidine and effect of thesé torms i any state wiil depena upon tne scatutes ot tha stace.

< indiviguai acknowiedgmenc:

" stare ot

A

¥ County of )

) This inscrument was acknowiedged before me on

W0 by

i2 Seal. if anyi

0 Tidde tand Rank)

14 My commission expires:

16 Acknowledgment in representative capacity: )

17 State of )

18 } ss.

19 County of )

20 This inscrumenc was acknowledged befure me on

i by as

22 ol

23 «Seal. i any)

X Title tand Runk)

I My commission expires

26

[
~

29
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EXHIBIT “F”

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

EQUAL EMPLOYMENT OPPORTUNITY AND
NON-DISCRIMINATION SUPPLEMENT

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

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

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

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

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

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

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

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

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

——— 3.

with a subcontractor or vendor as a result of such direction by the contracting agency, the

3



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

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

Contractor certifies that it does not and will not maintain or provide for its employees any
segregated facilities at any of its establishments, and that it does not and will not permit its
employees to perform their services at any location, under its control, where segregated facilities
are maintained. For this purpose it is understood that the phrase "segregated facilities” includes
facilities which are in fact segregated on a basis of race, color, religion, or national origin, because
of habit, local custom or otherwise. It is further understood and agreed that maintaining or
providing segregated facilities for its employees or permitting its employees to perform their
services at any location under its control where segregated facilities are maintained is a violation
of the equal opportunity clause required by Executive Order 11246 of September 24, 196S.
Contractor agrees to obtain similar certification from its subcontractor prior to the award of
subcontract which are not exempt from the provisions of the equal opportunity clause.
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OPERATING AGREEMENT
THIS AGREEMENT, cniered i by and between SHAHARA OIL, LLC

hereinalter designated and relerred 1o as "Operator,” and the signatny party or parties other than Opetator, sometimes

hereinalier referred 1o individually as "Non-Operator,” and collectively as “Noa-Operators.”
WITNESSETH:

WHEREAS, the parties to this agreemcnt are owners of Qil and Gas Leases and/oc Oil and Gas laterests in the land
identificd in Exhibic A" and the parties herew have reached an agreement o explore and develop these Leases and/or Oil
and-Gas Interests for the produciion of Ol and Gas 1o the extent and as hereinafier provided,

NOW, THEREFORE, it is agreed as [ollows:

ARTICLE L
DEFINITIONS

As used in this apreement, the Inllowing words and terms shall have the meanings bere ascribed 1o them:

A The term "AFE" shall mean an Authorisy for Expenditure prepared by a party o this agreement for the purpose of
estimating the costs 10 be incorred in conducting an operation herevnder.

B The tenn "Completion” or “Compleie” shall mean a single operation intended 1o complete a well as a praducee of Qil
and Gas in one or more Zones, induding, but not limised 10, the setting of production casing, perforating, well stimulation
and production testing conducted in such operation,

C. The term “Contract Area”™ shall mcan all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended 1o be
developed and operated for Qil and Gas purposes under this agrecment. Such lands, Qi and Gas Leases and Qil and Gas
tnterests are described in Exhibit "A.”

D. The term "Deepen™ shall mean a single operation whereby a well is drilled to an objective Zone below che deepest
Zowne in whidh the well was previously drilled, or below the Deepest Zane proposed in the associated AFE, whichever is the
lesser.

E. The terins "Drilling Pacty™ and “"Consenting Party” shall mean a party who agrees to join in and pay its shace of the
cost of any operation conducied under the provisions of this agreement.

F. The term "Drifliagy Uait” shall mcan the area fixed for the deilling of one well by order or rule of any state ur federal
binly having authority. 1f a Drilling Unic is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as
established by the patiern of drilling in the Contrace Area unless fixed by express agreement of the Drilling Parties.

G. The term “Drillsite” shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be
located.

11. The terin “Initial Well” shall mean the well required to be drilled by the parties hereto as provided in Article VLA,

I. The term "Non-Conscnt Well” shall mean a well in which less than all parties have conducted an operation as
provided in Article VIL.B.2,

J. The terms "Non-Drilling Party” and “"Non-Consenting Party” shall mean a party who elects not o participate in a
propused operation.

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

[.. The term “0Oit and Gas Interests” or “Interests” shall inean unleased fee and mineral interests in Qif and Gas in tracts
of land lying within the Contract Area which are owned by parties to this agreement.

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

N. The term “Plug Dack” shall mecan a single operation whereby a deeper Zone is abandoned in urder ta attempt a
Completion in & shallower Zone.

0. The term “Recomnpletivn™ or “Recamplete” shall mean an aperation whereby a Completion in one Zone is abaandoned
i urder to atempt a Completion in a different Zone within the existing wellbore.

. The tern “"Rewark™ shall imean an operation conducted in the wellbore of a well alter it is Completed to secure,
restore, or improve production in 2 Zone which is cutrently open to production in the wellbore. Such operatioas include, but
are mt limited to, well stimulation operations but exclude any routisic repair ar maintenance work or deilling, Sidecracking,
Deepening, Completing, Recompleting, ur Plugging Back of a well.

. The term “Sidetrack™ shall mean the directional control and intentional deviation of a well from vertical so as to
change the bottom hole focation unless done to straighten the hole ot to deill around junk in the hole to overcome other
mechanicai difficulties.

R. The term “Zone™ shall mean a steatum of earth containing or thought to comtain a2 common accumulation of Oil and
Gas separately producible from any other common accumulation of Oil and Gas.

Ualess the context otherwise clearly indicates, words used in the singular include the plural, the word “person” includes
aatural and antificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

ARTICLE 1L
EXHIBITS
The following cxhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:
X A Exhibit "A," shall include the following information:
(1) Description of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Parties to agreement with addresses and telephone numbers for notice purposes,
(1) Peccentages or fractivnal interests of parties to this agrecimeant,
(3) Oil and Gas lLeases and/or Oil and Gas laterests subject to this agrecment,
{6) Bucdens on production.
B. Exhibit “B,” Form of Lease. o

C. Exhibit "C,” Accounting Procedure. £ *

D. Exhibit "1D,” Insurance. : b

E. Exhibit "11,” Gas Dalancing Agreement. - "?

F. Exhibit "', Non-Discrimination and Certification of Non-Segregated Facilities. ___,_-\)‘lh?”'.f o BF o
G. Exhibit "G,” Tax Pactnership. WITE e a3 vash o goeubgiod
H Other: Preap wbew guthecirad o wariiag by the
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If any provision of any exhibit, except Exhibits “E,” “F* and “G,” is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail.
ARTICLE 111
INTERESTS OF PARTIES
A. Oil and Gas Interests:

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

B. Interests of Parties in Costs and Production:

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

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

No party shall ever be respoasible, on a price basis higher than the price received by such party,.to any other party's
lessor or royalty owner, and if such other party’s lessor or royalty owner should demand and receive settlement on a higher
price basis, the party contributing the affected Lease shall bear the additional royalty burden actributable to such higher price.

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

C. Subsequently Created Interests:

If any parcty has contributed hereto a Lease or Interest that is burdened with an assignmens of production given as security
for the payment of money, or if, after the date of this agreement, any party creates an overriding royaity, production
payment, net profits interest, assignment of production or other burden payable out of production ateributable to its working
interest hereunder, such burden shall be deemed a “Subsequently Created Interest.” Further, if any party has contributed
hereto a Lease or Interesc burdened with an overriding royalty, production payment, net profits interest, or other burden
payable out of production created prioc to the date of this agreement, and such burden is not shown on Exhibit "A,” such
burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's
Lease or Interest to exceed the amount stipulated in Article I1L.B. above.

The party whose interest is burdened with the Subsequently Created Interest (the “Burdened Party”) shall assume and
alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other
parties from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses
chargeable hereunder, all provisions of Article VILB. shall be enforceable against the Subsequently Created Interest in the
same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is required
under this agreement to assign or relinquish to any other party, or parties, all or a portion of its working interest and/or the
production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of
said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or
parties, from any and all cla2ims and demands for payment asserted by owners of the Subsequently Created Interest.

ARTICLE 1V,
TITLES
A. Title Examination:

Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examinacion shall be made on the entire
Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contriburing
Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator
all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of
charge. All such information not in the possession of or made available 1o Operator by the parties, but necessary for the
examination of the title, shall be obtained by Operator. Operator shall cause citle to be examined by actorneys on its staff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Parry. Costs incurred by Operator in
procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty
opinions and division order title opinions) and other direct charges as provided in Exhibit "C” shall be borne by (he Drilling
Parties in the proportion that the interest of each Drilling Party bears to the toral interest of all Drilling Pames as such
interests appear in Exhibit “A.” Operator shall make no charge for services rendered by its staff attorneys or other! pcrsonncl
in the performance of the above functions. “!{

Each party shall be responsible for securing curacive matter and pooling amendments or agreements r uired in
connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the: preparanon
and recording of pooling designations or declarations and communitization agreements as well as the conduct of hRarings
before governmental agencies for the securing of spacing or pooling orders or any other orders necessaty:or. apptoPrlatc o
the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf ar " such’ henrmgs
Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings bcfmmmal
agencies, and which costs are necessary and proper for the activities contemplated under this agreement, ‘shall be direce®
charges to the joint account and shall not be covered by the administrarive overhead charges as provldcd m Exfnbu "Q,",J
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Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.
No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has

been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by
all of the Drilling Parties in such well.

B. Loss or Failure of Tide:

1. Failure of Title: Should any Oil and Gas Interest or Qil and Gas Lease be lost through failure of title, which results in a
reduction of interest from that shown on Exhibit “A,” the parry credited with contributing the affected Lease or Interest
(including, if applicable, 2 successor in interest to such party) shall have ninety (90) days from final determination of title
failure to acquire a new lease or other instrument curing the entirety of che ticle failure, which acquisition will not be subject
to Article VIILB,, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas
Leases and Interests; and,

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

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

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

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

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

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

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

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas
Lease or Interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary
liability against the party who failed to make such payment. Unless the party who failed to make the required payment
secures a2 new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure to make
proper payment, which z2oquisition will not be subject to Article VIILB,, the interests of the parties reflected on Exhibit "A”
shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the parcy
who failed to make proper payment will no longer be credited with an interest in the Contract Area on account of ownership
of the Lease or Iaterest which has terminated. If the party who failed to make the required payment shall not have been fully
reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest,
calculated on an acreage basis, for the development and operating costs previously paid on account of such Ledse or Interest,
it shall be reimbursed for unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole
previously drilled or wells previously abandoned) from so much of the following as is necessary to effect reimbursemeant:

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

(b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed
to make payment, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafter produced and
marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination,
would be attributable to the lost Lease or Interest on an acreage basis and which as a resule of such Lease or Interest
termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties
in proportion to their respective interests reflected on Exhibic "A”; and, 4f

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

3. Other Losses: All losses of Leases or Interests committed to this agreement, other than those set forth in. Antclcs
IV.B.1. and 1V.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests shown on
Exhibit “A.” This shall include but not be limited to the loss of any Lease or Interese through failure 1o develop ot because
express or implied covenants have not been performed (other than performance which requires only the payment oi.moncy),
and the loss of any Lease by expiration ar the end of its primary term if it is not renewed or extended. Thc:c shlll be no
readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. R

4. Curing Title: In the event of a Failure of Title under Article IV.B.1. or a loss of title under Article IV. B.2 abow: any
Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) durmgme mnety
(90) day period provided by Article IV.B.1. and Article IV.B.2. above covering all or a portion of the interest xhu.,hu imlcd
or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article YIIIB
shall nor apply to such acquisition. e
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ARTICLE V.
OPERATOR
A. Decsignation and Responsibilities of Operator:

SHAHARA OIL, LIC shall be the Operator of the Contract Area, and shall conduct

and direct and have full control of all operations on the Contract Area as permitied and required by, and within the fimits of
this agreement. Inits performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance
with the clection pracedures contained in this apreement. Operator shall not be deemed, or hold itself out as, the agent of the
Non-Opetators with authority to hind them to any obligation or liability assumed or incurred by Operator as to any third
party. Operator shall conduct its activities under this apreement as a reasonable prudent operator, in a good and workmanlike
manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and
regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred
except such as may result from gross negligence or willful misconduct.
V. Resignation or Removal of Operator and Selection of Successor:

I, Resignation or Removal of Operatwr: Operator may resipn at any time by giving weitten notice thereof to Non-Operators.

I Operator 1erminates its legal existence, no lonper owns an interest hereunder in the Contract Area, or is no longer capable of

serving as Operator, Operator shall be decined 1o have resigned without any action by Non-Operators, except the selection of a
<uccessor. Operator may be removed only for goad cause by dhie afficmacive vote of Non-Opecators owniog a majority interest
hased on awnership as shown on Exhibit "A” remaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until a written notice has been delivered 10 the Operator by a Non-Operator detailing the alleged defaulr and
Operatwr has failed to aire the default within thirty (30) days {rom its receipt of the notice or, if the default concerns an
uperation then being conducted, within forty-cight (48) hours ol its receipt of the notice. For purposes hereof, “good cause” shall
mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of
uperation contained in Acticle V.A. or material failure or inability o perform its obligations under this agreement.

Subject to Article VILIML, such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been sclected and assumes the duties of
Operator at an eatlier date. Operator, after elfective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator’s interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a

successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Arca at the titne such successor Operator is selected. The successor Operatac shall be selected by che
allinmative vote of two (2) or more partics owning a majority interest based on ownership as shown on Exhibic "A”;
provided, however, if an Operator which has been removed or is deemed to have resigned [ails to vote or votes only o
succeed itself, the suceessor Operator shall be selected by the alfirmative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data celating o
the operations conducted by the former Operator to the exteat such records and data are not already in the possession of the
successor operator, Any cost ol obtaining ot copying the former Operator’s records and data shall be charged to the juint
account.

3. Effect of Dankruptey: If Operator becomes insolvent, bankcupt or is placed in receivership, it shall be deemed to have
resigned without any action by Non-Operators, except the selection of a successor. 1f a petition for relief under the federal

hankrupicy laws is filed by or against Operator, and the semoval of Operasor is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an interitn operating committee to serve until Operator has elected to reject or
assume this agreement pursuant to the Dankruptcy Code, and an election to reject this agreement by Operator 3s a debtor in
possession, or by a trustee in Uankruptcy, shall be deemed a resignation as Operator without any action by Non-Operatars,
cxcept the selection of a successor. During the period of time the operating committee controls operations, all actions shall
require the approval of two (2) or more partics owning a majority interest based on ownership as showa on Exhibit "A." In
the event there are only two (2) parties to this agreement, during the period of time the operating committee controls
opetations, a thind party acceptable to Operator, Non-Operator and the federal bankruptey court shall be selected as a
member of the vperating committee, and alt actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A

C. Employees and Contractors:

The number of employees or contractors used by Operator in conducting opetations hereunder, their selection, sad the
hours of labor and the compensation {or services performed shall be determined by Operator, and all such employees or
contractaes shall be the employees or contractors of Operator.

D. Rights and Duties of Operator:

I. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive

contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in

the drilling of wells, but its charges therefor shall ot exceed the prevailing rates in the area and the rate of suctt charges
<hall be agreed upon hy the parties in writing before drilling operations are commenced, and such work shall be pcrf}ifmcd by
Operator under the same terms and conditions as are customary and usual in the area in contracts of independent cotitractors
who are doing wark of a similar nature. All work performed or materials supplied by affiliates or refated parties of bpcr:mr
shall be performed or supplicd at competitive rates, pursuant o written agreement, and in accordance with cu#tb.ms and
standards prevailing it the industry.

hpltly pay
and discharge expeases incurred in the development and operation of the Contract Area pursuant to this agreemen h‘d shall

2. Discharge of Juint Account Obligations: Except as hercin otherwise specifically provided, Operator shall pr

Operator shall keep an accurate record of the joine account I\creumler showing expenses incurred and Ilrgcs ‘n rcdus

inade and received. X ";
3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and pﬂl“ulﬂm

of contractors and suppliers and wages and salacies for services rendered or performed, and for materials sﬂpbhtd 6, o at M

respect of the Contract Arca or any upcnnmns for the joint account thereof, and shall keep the Coulnct Area fxce l(om

charge each of the parties herewn with their tespective propoctionate shares upon the expense basis pmV( id n Lexhlblg o
¢
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1 liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or
2 materials supplied. A
3 4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
4  or paid to the Operaror, either for the conduct of operations hereunder or as a result of the sale of production from the
5  Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
6 used for their intended purpose or otherwise deliveted to the Non-Operators or applied toward the payment of debes as
7 provided in Arricle VILB. Nothing in this paragraph shall be construed to establish a fiduciary telatioaship between Operator
8  and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
10 parties otherwise specifically agree.
11 5. Access to Contract Area and Records: Operator shall, except as otherwise provided herein, permic each Non-Operator
12 or its duly authorized representative, ac the Non-Operator's sole risk and cost, full and free access ac all reasonable times w0
13 all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of
14  operations conducted thereon or production therefrom, including Operator’'s books and records relating thereto. Such access
15 rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not obligate
16  Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
18  and all reports and information obtained by Operator in connection with production and related items, including, without
19 limitacion, meter and chart reports, production purchaser sratements, run tickets and monthly gauge reports, but excluding
20  purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
21  information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
22 shall be conducted in accordance with the audit protocol specified in Exhibic "C.”
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to
24 each requesting Non-Operator not in default of its payment obligations, all operational norices, reports or applications
25 required ro be filed by local, State, Federal or Indian agencies or auchorities having jurisdiction over operations hereunder.
26 Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings.
27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, includiag but not
28  limited to the Initial Well:
29 (a) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which
30  drilling operstions are commenced.
) (b) Operator will send to Non-Operacors such reports, test results and notices regarding the progress of operations on the well
32 as the Non-Operators shall reasonably request, inchuding, bur not limited to, daily drilling reports, completion reports, and well logs.
33 (c) Opentor shall adequacely tese all Zones encountered which may reasonably be expected to be capable of producing
34  Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores ar tests conducted
35  hereunder.
36 8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulstive costs
37  incurred for the joint account at reasonable intervals during the conduct of any operstion pursuaac to this agreement
38  Operator shall noc be held liable for errors in such estimates so long as the estcimates are made in good faich.
39 9. Insurance: At all cimes while operations are conducted hereunder, Operator shall comply with the workers
40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
41  insurer for liability under said compensation laws in which event the only charge that shall be made to the joint sccount shall
42

be as provided in Exhibit “"C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties
43  as outlined in Exhibit "D” attached hereto and made a part hereof. Operator shall require sil contractors engaged in work on
or for the Contract Area to comply with the workers compensation law of the state where the operstions are being conducted
45  and to mainmin such other insurance as Operator may require.
In the event automobile liabilicy insurance is specified in said Exhibit "D,” or subsequeatly receives the spproval of the
47  parties, no direct chacge shall be made by Operator for premiums paid for such insurance for Operator's sutomotive
48  equipment.

ARTICLE VT.
62

DRILLING AYD DEVELOPMENT

69 Subsequent Operstions: e ' WA

70 1. Proposed Operations: If any parry hereto should desire to drill any well on the Contract Area other (han the' lmtnl Well, or
71 if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no. kmgct msnblc of
72 producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed
73 this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shle glve wnnen
74 notice of the proposed operation to the parties who have not otherwise relinquished their interest in such’ ob):cuve ‘Zoge .

-5.



L]

"A'APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989

|(|
17
14
19
20
21
22
PR
Al
29
26
27
R
20
30
3
32
3
34
13
6
37
18
39
40
41
42
43
44
49
A6
47
48
49
50
51
52
53
54
99
56
57
58
59
60
61
62
(3]
64
(5}
66
67
1G]
69
70
7
72
73
74

noder this agrecment and 1o all othee panties i the case of a2 proposal for Sidetracking or Deepening, specifying the work to be
petformed, the loation, proposed depth, ohjedive Zone and the estimated cast of the operation, The parties 1o whom such a
natice is delivered shall have thinty (3D days alter receipt of the notice within which to notify the party proposing to do the work
whether they eledt o participate in the cost of the proposed operarion, Il a drilling rig is on lucation, notice of a proposal to
Rewark, Sidetrack, Recomplese, Pl Back or Deepen may be piven by telephione and the response period shall be limited to forty-
cight ¢18) hours, exclusive of Sawurday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply
within the period above fixed shall constitute an election hy that party not to participate in the cost of the proposed operation.
Any proposal by a party 10 conduct an apevation conflicting with the operation initially proposed shall be delivered to all parties
within the time and in the manner provided in Article VLIBG.

If all partics 1o whon such natice is delivered elect ) participate in such a proposed operation, the parties shall be
contractually committed o participate dierein provided such operations are commenced within the time period herealter set
forth, and Operator shall, no Jater than ninety (90) days after expiration of the notice period of thirty (30) days (or as
promptly as practicable after the expivation of the forty-cight (A8) hour period when a drilling rig is on location, as the case
may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating theecing provided, however, said commencement date may be extended upon written notice of samne
by Operator o the other parties, for a peciod of up to thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably necessary 1o obtain permits from governmental authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative mauer required for title approval or
acceprance. If the actual operation has not been commenced within the time provided (including any extension thereof as
speafically permitted hierein or in the force majeure provisions of Article X1) and if any party hereto still desires to conduct
said operation, written notice proposing same must be resubmitted o the other parties in accordance herewith 2s if no prior
proposal had been made. Those partics that did not participate in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such partics desire to patticipate in the proposed Deepening or Sidetracking operation,
reimburse the Drilling Partics in accordance with Article VLA in the event of a Deepening operation and in accordance
with Article VLILS. in the event of a Sidetracking vperation.

2. Operations by Less Than All Pactics:

(7) Detennination of Participation. If any party to whom such notice is deliveted as provided in Acticle VIB.1. or
VICIL (Option No. 2) elects not to participate in dhe proposed operation, then, in order to be entitled 10 the benefits of this

Acticle, the party or parties giving the nouce and such other parties as shall elect to participate in the operation shall, no
fater than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the
cxpiration of the forty-cight (48) hour perind when a drilling rig is on location, as the case may be) actually commence the
proposed aperation and complete it with due diligence. Operator shall perform all work for the account of the Consenting
Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party,
the Consenting Parties shall cither: (i) request Operator to perform the work required by such proposed operation for the
account of the Consenting Parties, or (i) designate one of the Consenting Parties as Operator to perform such work. The
rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party
designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Parties, when
condutting operations on the Contract Arca pursuant to this Article V1.B.2,, shall comply with all terms and conditions of this
agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the
applicable notice perind, shall advise all Parties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Pary,
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the
proposing party of its desire to (i) limit participation to such party’s interest as shown on Exhibit "A” or (ii) carry oaly its
proportionate part (determined by dividing such party’s interest in the Contract Area by the interests of all Consenting Parties in
the Conteact Area) of Non-Consenting Parties’ interests, or (iii) carry its proportionate part (determined as provided in (ii)) of
Non-Consenting Parties’ intercsts together with all or a portion of its proportionate part of any Non-Consenting Partics’
interests that any Consenting Party did not clect to take. Any interest of Non-Consenting Parties that is not carried by »
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its
proposal. Failure 1o advise the proposing party within the time required shall be deemed an election under (i) . In the event a
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a
total of forty-eight (48) houes (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may
withdraw such proposal if there is less dhan 100% participation and shall notify all pardies of such decision within ten (10)
days, ue within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable tesponse period.
1f 100% subscription to the proposed operation is obtained, the proposing party shall promptly notjfy the Consenting Parties
of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the
perind provided in Article VLB.1,, subject to the same extension right as provided therein.

(b) Relinquislinent of Iaterest for Non-Participation. The entire cost and risk of conducting such operations shall be

borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operativns of the Consenting Parties. If such an operatidn results
in a dry hole, then subject to Articles VIDB.G6. and VLE.3,, the Consenting Parties shall plug and abandon the well ard restore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties that
participated in the drilling, Deepeaing vr Sidetracking of the well shall remain liable for, and shall pay, their prol'):égtionalc
shares of the cost of plugging and abandoning the well and restoring che surface lucation insofar only as those cosd; Were not
increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, ';épcncd,
Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/dr Gas in
paying quancicies, the Consenting Parties shall Complete and equip the well to produce at their sole cost and iisu’a'nd the
well shall then be turned uver to Operator (if the Operator did not conduct the operation) and shall be o '.'-nfcxl‘ll j ?t' at the
expense and for the account of the Consenting Parties. Upon commencement of operations for the vf:{lit‘g, e\#o\rking,
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in atcordanc® ‘with the
provisions of this Acticle, each Non-Consenting Party shall be deemed to have relinquished to Consemigg"-‘ﬂﬂkiépfgl;:df;;hc
Consenting Parties shall owa and be entitled to receive, in proportion to their respective in(crekts,"all ‘of" $uth Nod:"'
Consenting Party’s interest in the well and share of production therefrom or, in the case of a RelLlor‘clng,glde'traclung,'

|
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Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article VI.C.1. Option No. 2, all of such Non-
Consenting Party’s interest in the proaduction obtained from the operation in which the Non-Consenting Party did not elect
to participate. Such relinguishiment shall be cllective until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
1oyalty, overriding royalty and other interests not excepted by Article I11L.C. payable out of or measured by the production
from such well accruing with respect to such interest until it reverts), shall equal the total of the following:

() =2 " of cach such Non-Consenting Party’s share of the cosc of any newly acquired surface equipment
beyond the wellhead connections (induding but not limited 1o stock tanks, separators, treaters, pumping equipment and
piping), plus 100% of each such Non-Consenting Pacty’s share of the cost of operation of the well commencing with first
production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other
provisions of this Artide, it being agreed that each Non-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 participated in the well from the beginning
of the operations; and

(i) % of (a) that portion of the costs and cxpenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Dack, testing, Campleting, and Recompleting, alter deducting any cash contributions received uader Acticle VIILC,,
and of (1) that portioa of the cost of newly acquired equipment in the well (to and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated thereia.

Notwithstanding anything to the contrary in this Article VLI, if the well does not reach the deepest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable
substance ur other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each
Non-Consenting Party who submitted or voted fuor an alternative proposal under Article VLD.G. to drill the well to a
shallfower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
Consenting Party shall have the option to participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well o its actual depth, calculated in the manner provided in Article VI.BA. (a). If any such Non-
Consenting Party does not elect to participate in the first Compledion proposed for such well, the relinquishment provisions
of this Article V1.B.2. (b) shall apply 10 such party’s imerest.

(¢) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or
Deepening of a well shall be deemed aa election not to participate in any Reworking or Plugging Dack operation proposed in
such a well, or portion thereof, to which the initial non-consent clection applied that is conducted at any time prior to full
recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Similarly, an election not to
participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking
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 recoupment amount. Any such
Reworking, Recompleting or Plugging Dack 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 1o be recouped by the Consenting Parties 300 _ 9 of
that portion of the costs of the Rewarking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operstion is
proposed during such reconpment period, the provisions of this Ardicle VLB, shall be applicable as between said Consenting
Pasties in said well.

(d) Recoupment Matters. During the period of time Consenting Parties are entitied to receive Non-Consenting Pacty’s

share of production, or the proceeds therefrom, Consenting Pacties shall be responsible for the payment of all ad valorem,
production, severance, excisc, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to
Non-Consenting Party’s share of production not excepted by Article 111.C.

In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting
Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well aflter such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each
party receiving its proportionate part in kind or in value, less cost of salvage.

Within ninety (90) days after the completion of any operation under this Article, the pacty conducting the operations
for the Consenting Partics shall fuenish each Noa-Consenting Party with an inventory of the equipment in and connected to
the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement
of such costs of operation, may subinit a detailed statement of monthly billings. Each month thereafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quaatity 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 Parties shall use industry accepted methods such as but not limited to metering or
petiodic well tests. Any amount realized {rom the sale or other disposition of equipment newly acquired in connection with
any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited
against the total unreturned costs of the work done and of the equipment purchased in determining when the mtcrc!t of such
Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to sdEh Non-
Consenting Party. Fiy

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amountj rpvided
for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. " :lhc day
following the day on which such reconpiment oceurs, and, from and alter such reversion, such Non-Consenting l_’jr shall
own the same interest in such well, the material and equipment in or pertaining thereto, and the production th shom as
such Non-Coasenting Party would have been cntitled to had it pacticipated in the drilling, Sldctracklﬁge' %rking,
Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall bé"] hjr ed ®ith and

h tes“iu) of this

shall pny its proportioance pare of the fucchee costs of the aperation of said well in accordance with’
agreement and Bxhibic "C” attached hereto.

3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth
been campleted aad the results thereof furnished to the pacties, or when operations on the well! Hd!/é BeEH™ 'NlérW?ﬂ

ST L Ry
terminated pursuant to Articde VLU, stand-by costs incurred pending response to a party's notice p opgsing s. Rcwor\mg,,

a
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Sidetracking, Decpening, Recompleting, Plugging Dack or Coinpleting operation in such a well (including the period required
wider Articde VINLG. 10 resolve competing proposals) shall be charged and borne as part of the drilling or Deepening
operation just completed. Stand-by costs subsequent to all pacties responding, or expiration of the response time peemitted,
whichever first occurs, and prior to agreement as to the pacticipating interests of all Consenting Parties pursuant to the terms
of the second prammatical pacageaph of Artide VIBL2. (a), shall be charged to and borne as pare of the proposed operation,
bot il the proposal is subsequently withdrawn hecause of insufficient participation, such stand-by costs shall be allucated
hetween the Consenting l’nrtics in the proportion each Consenting Party’s interest as shown on Lxhibit “A” bears to the total

interest as shown on Exhibit A" of all Consenting Parties.

In the event that notice fnr a Sidetracking operation is given while the drilling rig to be utilized is on location, any pany'
may request and receive wp to five (3) additional days alter expiration of the forty-eight hour response period specified in
Article VLBL within which 1o respond by paying for all stand-by costs and other costs incurred during such extended
response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending
the response period. I more than one party eleats to take such additional time to respond to the notice, standby costs shall be
allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing parcty’s
interest as shown on Exhibit "A” hears to the total interest as shown on Lixhibit "A* of all the electing parties.

4. Deepening: I less than all the parstics elect o participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant to Arcicle VIR, the interest relinguished by the Non-Consenting Parties to the Consenting Parties under Article
VIB2 shall relate only and be limited 1o die lesser of (i) the total depeh actually drilled or (ii) the objective depth or Zone
ol which the parties were given notice under Article VIB.L ("Initial Objective™). Such well shall not be Deepened beyond the
Initial Objective without firse complying with this Article to afford the Non-Consenting Partics the opportunity to participate
in the Deepening operation. -

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof, complying with the requirements of Acticle VI.B.L, to all parties (including Non-
Consenting Pacties). Thereupon, Articles VEILL and 2. shall apply and all pardes receiving such notice shall have the right to
participate or not pacticipate in the Deepening of such well pursuant o said Articles VIDL and 2. If a Deepening operation
is approved pursuant o such provisions, and if any Non-Consenting Party elects to participate in the Deepening operation,
such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

() 1F the proposal to Deepen is made prior to the Completivn of such well as a well capable of producing in paying
quantitics, such Non-Canscating Party shall pay (or ceimburse Consenting Parties lor, as the case may he) thar share of costs
and expenses incurred in connection withy the drilling of said well from the surface to the Initial Objective which Non-
Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party’s share of the cost of Deepening and of participating in any further operations on the well in accordance with the ather
provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well
incurred by Consenting Partics prior to the point of actual operations to Decpen beyond the Initial Objective shall be for the
sule account of Consenting Parties.

(b) If the proposal is made for a Non-Consent Well that has bccn previously Completed as a well capable of producing
in paying quantities, but is no longer capable of producing in paying guaatities, such Non-Consenting Party shall pay (or
reimburse Consenting Partics for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share af all costs of re-entering said well. The Non-Consenting Parties” proportionate part (based
on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materials and cquipment remaining in the hole and salvable surface equipment used in
connection with such well shall be determined in accordance with Exhibit "C" If the Coasenting Parties have recouped the
cost of deilling, Completing, and cquipping the well at the time such Deepening operation is conducted, then a Non-
Conscating Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the
well for Deepening. .

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

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

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

(1) 1f the proposal is {or Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party’s proportionate share of drilling and equipping costs incurted in the initial drilling of the well down to the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Article V1.B.A(b) above. Such party's
proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking
upcmuuu is initiated shall be determined in accordance with the provisions of Exhibit "C.” £

6. Order uf Preference of Qperations. LExcept as otherwise specifically provided in this agreement, if any party ﬂéstrcs to

propose the conduct of an operation that conflicts with a proposal that has been made by a party under this Amcle“‘ll such
party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or to‘Pcrform
an operation on a well where no drilling rig is on Jocation, or tweaty-four (24) hours, exclusive of Saturday, Sunda)j hd legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operatiar # to be
conducted, to deliver o all parties eatitled to participate in the proposed operation such party's alternative proﬁsil such
alternate proposal to contain the same information required to be included in the initial proposal. Each party- recei ifg such
proposals shall elect by delivery of notice to Operator within five (5) days afier expiration of the proposnl pdrmd or ‘within
twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location fo(l e WC“ lhhl;l: the
subject of the proposals, to participate in one of the competing proposals. Any party not electing withih hie cidlé required

shall be deemed not to have voted. The proposal receiving the vote of parties owning the Iargeu lgggegi(ﬁ,bg‘gmage
interest of the partics voting shall have priority over all other competing proposals; in the casb of 4 'tié " vote, llie
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initial proposal shall prevail. Operator shall deliver notice of such result 1o all parties entitled to participate in the operation
within five (5) days aflter expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling rig is on location). Lach party shall then have two (2) days (or twenty-four (24) hours if a rig
is on location) from receipt of such nutice o clect by delivery of notice to Operator to participate in such operation or to
relinguish interest in the allected well pussnant o the provisions of Article VIB.2,; failure by a party to deliver nutice within
such period shall be deermed an election ot to participate in die prevailing proposal.

7. Conformity to Spacing Pattern, Notwithstanding the provisions of this Article V1.B.2,, it is agreed that no welis shall be
proposed to be drilled 0 or Completed in or produced from a Zone from which a well located elsewhere on the Contrace
Arca is producing, unless such welt conforms o the then-existing well spacing pattern for such Zone.

4 Paying Wells, No party shall condoce any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantitics except
with the consent of all parties that have not relinquished interests in the well at the time of such operation.

C. Completion of Wells; Reworking and Plugging Back:

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

®x Option No. 1: All nccessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and

equipping of the well, including necessary tankage and/or surface facilities.

{J  Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When

such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the resules
thereof furnished o the partics, Operator shall give immediate notice to the Non-Operators having the right 1o
participate in a Completion atempt whether or not Operator recommends attempting to Complete the well,
togethee widh Operator’'s AFL for Completion costs if aot previously provided. The parties receiving such notice
shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of
notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal with an
accompanying AL Operawr shall deliver any such Completion proposal, or any Completion proposal conflicting
with Operator’'s proposal, to the other pacties entitled to participate in such Completion in accordance with the
procedures specified in Article VLB.G. Flection to participate in a Completion attempe shall include consent to all
necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. Faifure of any party
receiving such notice to reply within the period above fixed shall constitute an election by that party pot to
participate in the cost of the Completion attempt; provided, that Article VI.B.6. shall control in the case of
conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt 2 Completion, the
provisions of Article VL.B.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Back™ as contained in Article VL.IL2, shall be deemed to include “Completing™) shall apply to the operations
thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each
scpatate Compledion or Recompletion accempe undertaken hereunder, and an election to become & Non-Consenting
Parcty as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party
in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to eaclier
Complctions or Recompletions have recouped their costs pursuant (o Acticle VIB.2,; provided fucther, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in
which the Campletion attempt is innde. Glection by 2 previous Non-Consenting Party to participate in a subsequent
Comgpletion or Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a
Completion attempt.

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

D. Other Operations:
Oé»eramr shall not undertake any single project reasonably estimated to require an expenditure inexcessof
TWENTY FIVE THOUSAND Dollars (8 _23.000.00__. ) except in connection with the

drilling, Sidetracking, fleworking, Deepening, Completing, Recompleting or Plugging Back of a weil that has been previously
authorized by or pursuanc to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
cerpency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion
are regutired to deal with the emergency o safeguard life and property but Operator, as promptly as possible, shall report the
emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Noa-Operator so
requesting an information copy thereof for any single project costing in excess of TWENTY-FIVE THOUSAND Dollars
($_.25,000.00.__ ). Any party who has not relinquished its interest in a well shall have the right to propose that
Operator perfoem repaic work or undertake the installation of artificial lift equipment or ancillary production lacili!i!.‘é such as
salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but
not including the installation of gathering lines or uther transportation or marketing facilities, the installation of which shall

be governed by scparate agreement between the parties) reasonably estimated to require an expenditure in cxce‘&i,of the
amount first set forth above in this Article VLD, (except in connection with an operation required to be propo:‘ under
Articles VERLL or VLC.1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall de_lier such
propusal 16 all parties cntitled to participate therein. If within thirty (30) days thereof Opetator secures the writed tonsent
of any party ar pacties owning at least _09___ % of the interests of the parties entitled to participate in _iuch'oiiénrion,
cach party having the right to participate in such project shall be bound by the terms of such proposal s hﬁl).lj obligated
1o pay its proportionate share of the costs of the proposed project as if it had consented to such project p :éln t lﬂq'lcrms
of the propossal. X %
E. Abandonment of Wells: . D A

1. Abandunment of Dcy Floles: Except for any well drilled or Deepened pursuant to Acticle VLB ¥d§ Well"WhicH Hiy*
been drilled or Deepened under the terms of this agreement and is proposed to be completed as anry.holelhllllwnot l)e”
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plugged and abandoned without the consent of all 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 Samurday, Sunday and legal holidays) after
delivery 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 Deepening such well. Any party wha objeces o
plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday,
Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such
forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VLB,; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct
such operations ot to take over the well within such period or thereafter 1o conduct operations on such well or plug and
abandon such well shall entide Operator to retain or take possession of the well and plug and abandon the well. The party
taking over che well shall indemaify Operatar (if Operacor is an abandoning party) and the other abandoning parties againse
liability for any further operations conducted on such weil except for the costs of plugging and abandoning the well and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells' That Have Produced: Except for any well in which a2 Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk
and expense of all the parties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of proposed
abandonment shall be deemed an election to consent to the proposal If, within sixty (60) days afcer delivery of notice of the
proposed abzndonment of any weil, all parties do not agree to the abandonment of such well, those wishing to continue its
operation from the Zone then open to production shall be obligated o take over the well as of the expiration of the
applicable notice period and shall indemaify Operator (if Operator is an abandoning party) and the other abandoning parties
against liability for any further operations on the well conducted by such parties. Failure of such parry or parties to provide
proof reasonably satisfactory to Operator of their financial capability to conducr such operations or to take over the well
within the required period or thereafter to conduct operations on such well shall entitle Operator to retain or take possession
of such well and plug and sbandoa the weil.

Parties raking over 2 well as provided herein shall tender to each of the other parties its proportionate share of cthe value of
the well's salvable material and equipment, determined in accordance with che provisions of Exhibic “C,” less the estimaced cost
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and abandoning and surface restoration costs and the estimared cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the sbandoning parties shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-sbendoning
parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and macerial, all
of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar 2ad only
insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open ro 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 party or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for & term of
one (1) year and so long thereafeer as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form
areached as Exhibit “B.” The assignments or leases so limited shall encompass the Drilling Unic 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 theis
respective percentage of participation in the Contract Area 10 the sggregate of the percentages of participation in the Coatract
Ares of 2ll assignees. There shall be no readjustment of interests in the remaining portions of the Contracx Ares.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operstion of or prodwction
from the well in the Zone then open other than the royalties retained in any lesse made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the saount of the non-sbandoning parties ac the rates and
charges contemplated by this agreement, plus say additions! cose and charges which may arise as the resulc of the separace
ownership of the assigned well. Upon proposed sbandonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option ro repurchase its prior interest in the well (using the same valuation formula) and participste in
further operations therein subject to the provisions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.1. or VLE2. above shall be applicable as
between Consenting Parties in the event of the proposed sbandonment of any well excepted from said Anrticles; provided,
however, no well shall be permanently plugged and abandoned unless and until all parcies having the right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the weil
in sccordance with the provisions of this Article VLE; and provided further, that Non-Consenting Parties who own an interest

in a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as
provided in Article VLB.2.(b).

F. Terminstion of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be tceminated without
consent of parties bearing — 65 ___ 9% of the costs of such operation; provided, however, that in the event gramcc’m' other
practically impenetrable substance or condition in the hole is encountered which renders further operations impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Article VLB.13Y and the

provisions of Article VI.B. or VLE. shall thereafter apply to such operation, as appropriate. ".':.;
G. Taking Production in Kind: ‘:\'~
O Option No. 1: Gas Balancing Agreement Attached -

o

Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas pmduced-Jmm the
Contract Area, exclusive of production which may be used in development and producing operations and in. p:cpumg and
treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure mamtd in' the-raking
in kind or separate disposition by any party of its proportionate share of the production shall be borne by ludhpnny Any
party taking its share of production in kind shall be required to pay for only its proportionate share of of
Operaror's surface facilities which it uses. s ]

Each party shall execuce such division orders and contracts as may be necessary for the: ‘sale of its mmesr in
production from the Contract Area, and, except as provided in Article VILB,, shall be entitled to receive paymem

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

If any pany fails 1o make the arrangements necessary to take in kind or separately dispose of its proportionate
share of the Oil produced from the Contrace Arca, Operator shall have the right, subject to the revocation at will by
the party owning it, but ot the obligation, o purchase such Oil or sell it to others at any time and from time to
time, for the account of the non-iaking party. Any such purchase or sale by Operator may be terminaied by
Operator upon at least ten (10) days written notice to the owner of said production and shall be subject always 10
the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any
time its right 10 take in kind, or separarely dispose of, its share of all Oil not previously delivered 10 a purchaser.
Any purchase or sale by Operator of any other party’s shace of Qil shall be only for such reasonable periods of time
as are consistent with the minimum needs of the industry under the particular circutnstances, but in no event for a
period in excess of one (1) year.

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

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

In the event one or more parties’ separate disposition of its share of the Gas causes split-stream deliveries to separate
pipelines and/or deliveries which on a day-to<lay basis for any reason are not exacly equal to a panty's respective proportion-
ate share of ol Gas sales 10 be allocatad to it, the balancing or accounting between the parties shall be in accordance with
any Gas balarcing apreement between the parties hereto, whether such an agreement is attached as Exhibit "E” or is a
sepatate agrecrent. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

®  Option No. 2: No Gas Balancing Agreement:

Fach parey shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from
the Contract Area, exclusive of production which may be used in development and producing operations and in
preparing and treating OQil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure
incurred in the taking in kind or separate disposition by any pacty of its proportionate share of the production shall
be borne by such party. Any party taking its share of production in kind shall be required to pay for only its
proportivnate share of such part of Operator’s surface facilities which it uses.

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

If any party fails to make the arrangements nccessary to take in kind or separately dispose of its proportionate
shace of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the
revocation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others
at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
may be terminated by Operator upon at least ten (10) days written notice to the owner of said production and shall
be subject always to the right of the owner of the production upon at least ten (10) days written notice to Operator
to exercise its right to take in kind, or separately dispose of, its share of all Oit and/or Gas not previously delivered
10 a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator's
election for a2 period not to exceed ninety (90) days if Operator has committed such production to a purchase
contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
party's share of Oil and/or Gas shall be only for such reasonable periods of time as are consistent with the
minitmum nceds of the industey under the particular circumstances, but in no event for a period in excess of one (1)
year.

Any such sale by Operatoc shall be in a manner commetcially reasonable under the circumstances, but Operator
shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation
fece equal to that received under any existing market or transportation arrangement. The sale or delivery by
Operator of a non-taking party’s share of production under the terms of any existing contract of Operator shall not
give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil
and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written
notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give
notice to all pacties of the first sale of Gas from any well under this Agreement.

All partics shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of 2 change in such arrangements.
Operator shall maintain records of all marketing arcangements, and of volumes actually sold or transported, which
records shall be made available to Non-Operatots upon reasonable request. £

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its oflligations,
and shall be liable only fuc its proportionate share of the costs of developing and operating the Contract Area. Accor{! ﬁ}ly, the
licns granted among the parties in Article VILB. are given to secure only the debts of cach severally, and no party“ il have
any lability to third parties hereuader to satisfy the default of any other party in the payment of any expensé of &lliga(ion
hercuader. It is nat the intention of the parties to create, nor shall this agreemneant be construed as creatin ,j in)i‘n'ing ok other
partnership, juint venture, agency relationship or association, or tw render the parties liable as panngr( 3 JVé}st térs, or
tieshe th have
established a confidential relativaship but rather shall be free to act on an arm's-length basis in accordagel,iki ” ci‘\bwn
respective self-interest, subject, however, to the obtigation of the parties to act in good faith in their dJilklh'g'! Wﬂ‘h"éd”ch"dthéf';

oo
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principals. In their relations with cach other under this agreemeot, the parties shall not be considered fiducia

with respect to activities hereunder.
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B. Liens and Security Interests:

ach party grants to the other partics hereto a tien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security interest in any
interest it now owns or hereaflter acquires in the personal property and fixtures on or used or obtained for use in connection
therewith, to secure petformance of all of its obligations under this agreement including but ot limited to payment of expense,
interest and fees, the proper dishursement of all monices paid hereunder, the assigninent or relinquishment of interest in Qil
and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest
pranted by each party herew shall include suchy party’s leaschold imerests, working interests, operating rights, and royalty and
overtiding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or
otherwise becoming subject 1o this sprcement, the Oil and Gas when extracted therefrom and equipment situated thercon or
used or abtained for use in connedion therewith (induding, without limitation, all wells, tools, and tubular goods), and accounts
(inclucding, without limitation, accounts acising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),
tomract rights, inventory and peneral intangibles refating thereto oe arising therelrom, and all proceeds and products of the
loregoing.

To perfect the licn and security agreement provided herein, each party hereto shall execute and acknowledge the recording
supplement and/ur any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time
{ollowing excention hereof, and Operator is authorized 1o file this agreement or the recording supplement executed herewith as
a lien or montgape in the applicable real estate recards and as a financing statement with the proper officer under the Uniform
Commercial Cinde in the state in which the Comtract Area is situated and such other states as Operator shall deem appropriate
o perfect the security interest granted hercunder. Any party may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a
financing statement with the proper officer under the Uniform Commercial Code.

Each party represents and warrants o the other parties hereto that the lien and security interest granted by such party to
the other parties shall be a (irse and prior tien, and each party hereby agrees to maintain the priority of said lien and security
intercst apainst all persons acquiring an inerest in Ol and Gas Leases and laterests covered by this agreement by, chrough or
under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas laterests covered by this agreement,
whether by assignmene, merger, mortgage, operation of law, or otherwise, shall be dﬁemcd to have taken subject
to the lien and sccurity interest praoted by this Article VILD. as to all obligations attributable to such interest hereunder
whether or not such obligations arise before or after such interest is acquiced.

Tu the extent that parties have a seccurity interest under the Uniform Commercial Code of the state in which the
Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
clection of remedies or otherwise alfect the lien rights or security interest as security for the payment thereof. In
addition, upon defaunlt by any party in the payment of its share of expenses, interests or fees, or upon the improper use
of funds by the Operator, the other partics shall have the right, without prejudice 10 other rights or remedies, to collect
from the purchaser the proceeds fram the sale of such defaulting party’s share of Oil and Gas until the amount owed by
such party, plus interest as provided in “Exhibic C,” has been received, and shall have the right to offset the amount
owed against the procecds from the sale of such defaulting party’s share of Oil and Gas. All purchasers of production
may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of the
default, and all partics waive any recourse available against purchasers for releasing production proceeds as provided in
this paragraph.

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

If any pacty dues not perforin all of its obligations hereunder, and the failure to perform subjects such party to foreclosure
or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting
party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement
of the mortgaged or sccured property prior to sale, any available right to stay execution or to require 2 marshalling of assets
and any required bond in the event a receiver is appointed. In addition, to the extent pecmitted by applicable law, each party
hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasanable
inanner and upon reasonable notice.

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

C. Advances:

Operator, at its election, shall have the right from time to time to demand and receive from one or more of the other
pactics payment in advance of their respective shares of the estimated amount of the expense to be incurred in t)'bi:rntions
hereunder during the next succeeding month, which right may be exercised only by submission to each such patk? of an
itemized statement of such cstimated expense, together with an invoice for its share thereof. Each such statement atl i invoice
for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next prcctdu\b month.
Fach party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such esu&l te and
invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear jatérest as
provided in Exhibit “C" until paid. Proper adjustment shall be made monthly between advances and actual cxpinse to fhc end
that each party shall bear and pay its proportionate share of actual expenses incurred, and no mote.

D. Defaults and Remedies: & { I ) )
If any party fails to discharge any financial obligation under this agreement, including without limit tlbg th?}lllure to

make any advance under the preceding Article VII.C. or any other provision of this agreement, within (he péuogl,tuﬂn)@l for
such payment hereunder, then in addition to the remedies provided in Article VILB. or elsewhere i ‘thid §greehieht, thd

earat gy ook

remcdies speciflied below shall be applicable. For purposes of this Article VILD,, all notices and elect‘om shn“ be dcllvercx‘
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only by Operator, except that Operacor shall deliver any such notice and election requested by a non-defaulting Non-Operator,
and when Operator is the party in defanl, the applicable notices and clections can be delivered by any Non-Operator.
llection of any one or more of the following remedies shail not preclude the subsequent use of any other remedy specified
below or otheewise available to a non-defaulting party.

1. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default,
specily dhe action to be taken o cure the default, and specify that failure to take such action will result in the exercise of one
ar more of the remedies provided in this Article. I the defaule is not cured within thicty (30) days of the delivery of such
Natice of Defauly, all of the rights of the defaukiog party granted by this agreement may upon notice be suspended uatil the
default is cured, withoue prejudice to the right of the non-defaulting party or parcties to continue to enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Noa-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area
afiec excluding the vating interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting
party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right
to receive information as to any operation conducted hereunder duting the period of such default, the right ta elect to
patticipate in an operation proposed under Article VLD. of this agreement, the right to participate in an operation being
conducted under this agrecement even il the party has previously elected to participate in such operation, and the right 0
receive proceeds of production from any well subject to this agreement.

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

account expense) to wilect the amounts in default, plus interest accruing on the amounts recovered from the date of default
ontil the dare of collection at the rate specified in Exhibit "C™" atrached hereto. Nothing herein shall prevent any party from
suing any defaulting party to collect consequential damages accruing to such party as a resule of the defaule.

3. Deemed Noon-Cousent: The non-defavking party may deliver a written Notice of Non-Consent Election to the
defaulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in
which event if the billing is for the drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is 1o be or has been plupged as a dry hole, or for the Completion or Recompletion of any well, the defaulting

party will be conclusively deemed to have elected nat to participate in the operation and to be a Non-Consenting Party with
respect thereto under Arcticle VLD or VIC, as the case may be, to the extent of the costs unpaid by such party,
notwithstanding any election 1o participate theretofore made. If election is made to proceed under this provision, then the
non-defaulting parties may not elect o sue for the nnpaid amount pursuant to Article VILD.2.

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

4. Advance Payment: I a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operacor, or
Non-Operators  if Operatoe is the defaulting party, may thereafter require advance payment from the defsulting

party of such defaulting party’s anticipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the
defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies pravided
in this Article VILD. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining
whien the operation is completed and all costs have been paid shall be promptly returned to the advancing party.

5. Costs_and_Attorneys’ Fees. In the event any party is requited to bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, custs of

collection, and a reasonable attorney's fce, which the lien provided for herein shall also secure.
E. Rentaly, Shut-in Well Payments and Minimum Royslties:

Remtals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid
by the party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties
own and have contributed interests in the same lcase to this agreement, such parties may designate one of such partics to
nake said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, 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 payment is required to continue the lease in force, any luss which
results from such non-payment shall be borne in accordance with the provisions of Article 1V.B.2,

Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to
production of a producing well, ac least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such
action, ur at the earliest opportunity permitted by circumstances, but assumes no liability for failure o do so. In the event of
failure by Operator 1o so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make
timely payments of any shut-tn well payment shall be borne jointly by the parties hereto under the provisions of Article
1V.B.3. ;

F. Taxes:
Deginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem t

praperty subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxet assessed
thereon before they become delinguent. Prioc to the rendition date, each Non-Operator shall furnish Operator infur," ation as
o buedens (1o include, but not be limited to, royaltics, overriding royalties and production payments) on Leases a it and
Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason o{g being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad-‘valor taxes
resalting therefrom shall inure to the benelit of the owner or owaers of such Lease, and Operacor shall adIus* ’h< thdrgc 10
such owner or owners 5o as to reflect the benefit of such reduction. If the ad valorem taxes are based {nlw ole br 1 part
s hercm" chh{ es to
the joint account shall be made and paid by the parties hereto in accordance with the tax value genen(ea;‘:} Aﬂys
working intercst. Operator shall Lill the other parties for their proportionate shares of all tax pay lcdH H 'lhé d\im‘lél"
provided in Exhibit "C.” r ———

upon separate valuations of each party’s working iaterest, then notwithstanding anything to the contrar

Anvrit mes o2 neasdon il Fa't bape L arinige
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1 If Operator considers any 1ax assessmcut improper, Operator may, at its discretion, protest within the time and manner
2 prescribed by law, and prosecie the protest 1o a final determination, unless all partics agree o abandon the protest prior to final
Vo determination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes
4 and any interest and penalty. When any such protested assessiment shall have been finally determined, Operator shall pay the tax for
5 the joine account, together with any interest and penalty accrued, and the wtal cost shall then be assessed against the pattics, and be
6 paid by them, as provided in Exhibic "C”

Lach party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed vpon or with respect
8 tothe produdtion or handling of such pany’s share of Oil and Gas produced under the terms of this agreement.

9 ARTICLE VIIL

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEGREST

11 A. Surrender of Leases:

12 The lLeases covered by this agreciien, insofar as they einbrace acreage in the Coneract Area, shall not be surrendered in whole
1Y or in part unless all parties consent thereto.

14 However, should any party desire to surrender its interest in any Tease or in any portion thereof, such party shall give written
17 notice of the proposed surrender o all parties, and the parties to whom such notice is delivered shall have thirty (30) days after

16 delivery of the notice within which 1o notify the party proposing the surrender whether they elect to consent thereto. Failure of a
17 party to whom such notice s delivered o seply within said 30 day peried shall constitute a consent to the surrender of the leases
IR described in the notice. 10 all pacties do not apree or consent thereto, the party desiring to surrender shall assign, without express or
19 implicd warraaty of title, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be
20 tcated thercon and any rights in pricduction thereafter secured, to the parties not consenting to such surrender. If the interest of the
21 assigning party is or indudes an Qi and Gas Interest, the assigning party shall exccute and deliver to the party or parties not
22 uamsenting to such surrender an oil and gas Jease covering such Oil and Gas lnterest for a term of one (1) year and so long
23 thereafter as Oif and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B.”
2 Upon such assignment or lease, the assipning pacty shall be relieved from all obligations thereafter accruing, but not theretofore
25 accrued, with respect o the interest assigned or leased and the operation of any wel auributable thereto, and the assigning party
26 shall have no further interest in the assigned or leased premises and its equipment and production other than the royahies retained
27 in any lease made under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
78 reasunable salvage value of the later's interest in any well's salvable materials and equipment auributable to the assigned or leased
20 acreage. The value of all satvable materials and equipment shall be deterinined in accordance with the provisions of Exhibit “C" less
30 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
3t than such costs, then the party assignor or fessor shall pay to the party assignee or lessee the amount of such deficit. i the
12 assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the
33 interest of cach bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made
34 varics according to depth, then the interest assigned shall similarly reflect such variances.

15 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
M party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
37 assigned, leased or surrendered, and subsequent aperations thercon, shall not therealter be subject to the terms and provisions of this
3 agreement but shall be deemed subject to an Operating Agreement in the form of this agreement,

39 B. Renewal or Extension of Leases:

10 1f any party secures a rencwal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties
41 shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
42 promptly upon expiration of the existing Lease. The parties nosified shall have the right for a period of thirty (30) days following
A% delivery of such notice in which to elect wo participate in the ownership of the renewal or replacement Lease, insofar as such Lease
A1 alfeas lands within the Contract Area, by paying to the party who acquired it their proportionate shares of the acquisition cost
45  allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interests held at that time by the
46 parties in the Contract Area. Each patty who participates in the purchase of a renewal or replacement Lease shall be given an
47 assignment of its proyxmionate'imcrcst therein by the acquiring party.

4R Il some, but less than all, of the partics elect to participate in the purchase of a renewal or replacement Lease, it shall be owned
49 by the partics who clect to participate therein, in 2 ratio based upon the relationship of their respective percentage of participation in
S0 the Contract Area to the aggregate of the percentages of participation in the Contract Area of all parties participating in the
St puschase of such renewal or replacement Lease. The acquisition of a rencwal or replacement Lease by any oe all of the parties hereto
52 shall not cause a readjustinent of the intereses of the parties stated in Exhibit “A,” but any renewal or replacement Lease in which
53 less than all parties elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating
54  Agreement in the forn of this agreement.

5% If the interests of the parties in the Contract Area vary according o depth, then their right to participate proportionately in
56 renewal ur replacement Leases and their right to receive an assignment of interesc shall also reflect such depth variances.

57 The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by
58  the expiring Lease or cover only a portion of its area or an intetest therein. Any renewal or replacement Lease taken before the
59 expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the
M) existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
6l the renewal or replacement Lease becomes effective; bue any Lease taken or contracted for more than six (6) momhs,‘:ﬂter the
62 cxpiration of an existing Lease shall not be deetned a renewal or replacement Lease and shall not be subject to the pmvisiolfﬁs of this

63  agreement. i
G The provisions in this Article shall also be applicable to extensions of Oil and Gas 1eases. !
65  C. Acreage or Cash Contributions: 1
06 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well orL

67  operation un the Contract Area, such contribution shall be paid to the party who conducted the drilling or other opcralio'

68 be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the't pi
o) the contribution is made shall promptly tender an assignment of the acreage, without warranty of citle, to the D{l Pal‘hd ln the
70 proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Con o the
71 extene pussible, be governed by provisions identical to this agreement. Lach party shall promptly notify all )7( é" paﬁtél ‘of any
72 acreage or cash contributions it may obtain in support of any well or any other operation on the Comrast) e
73 provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are 111 %}%Mﬂ"ﬂf Wil tlﬂlléd "l

et swthiesipl op vt by {he
1 inside the Contract Area. Adseo ass Asteaslom of Fotn s Loouimer
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If any party contracts for any consideration relating 1o disposition of such parry's share of substances produced hereunder,
such consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.
D. Assignment; Maintenance of Uniform Interest:

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

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

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

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

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

E. Waiver of Rights to Partition:

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

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

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

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

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

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

computation of partnership taxable income. r\{s
ARTICLE X. f[&x
CLAIMS AND LAWSUITS e
Operator may settle any single uninsured third party damage claim or suic arising from operations hereunder if the :_x‘p%ndimre
does not exceed PIFTY THOUSAND Dollars (§ -50,000.00 ) 4nd if che payment is in complete ﬁéttkmenr

of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and ‘take over
the furcher handling of the claim or suit, unless such authority is delegated w0 Operator. All costs and expenses of héndlmg, settling,
or otherwise discharging such claim or suit shall be ac the joint expense of the parties participating in the operatipn. ‘from which the
claim or suit arises. If a claim is made against any party or if any party is sued on account of any marter arising Trom"opetanons
hereunder over which such individual has no control because of the rights given Operator by this agrccnmnﬁ_&mmfmhall
immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit mvolvms opcranons hereunder.
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ARTICLE XI.
FORCE MAJEURE

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

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

ARTICLE XII.
NOTICES

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

ARTICLE XIIIL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject
hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title
or interest in or to any Lease or Qil and Gas Interest contributed by any other party beyond the term of this agreement.

Option No. 1: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued in
force as to any part of the Contract Area, whether by production, extension, renewal or otherwise.

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

The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any
remedy therefor which has accrued or atrached prior to che date of such termination.

Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a2 memorandum of this
Operating Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices a
notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator’s interest, upon
request of Operator, if Operator has satisfied all its financial obligations.

ARTICLE XIV. &
COMPLIANCE WITH LAWS AND REGULATIONS i
A. Laws, Regulations and Orders: b

This agreement shall be subject to the applicable laws of the state in which the Coutract Area is located, to the va]ld rules,

regulations, and orders of any duly constituted regulatory body of said state; and to ail other applicable fcdergl stare,
and local laws, ordinances, rules, regulations and orders. *

~v
3

B. Governing Law: ._.L-i
This agreement and all matters pertaining hereto, including but not limited to matters of pcrformmces non-
performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and

determined by the law of the state in which the Contract Area is located. If the Contract Area is in two or mgre states,
the law of the state of NEW MEXTCO shall govern. TS

C. Regulatory Agencies:

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 .
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
production of wells, on tracts offsetting or adjacent to the Contract Area.

With respect to the 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 resulting directly or indirectly from Operator's interprecation
or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not
constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such
an incorrect interprecation or application, together with interest and penalities thereon owing by Operator as a result of such
incorrect interpreration or application.

ARTICLE XV.
MISCELLANEOUS
A. Execution:

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter execured by ail of
the parties to which it is tendered or which are listed on Exhibit A" as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the acrual spud date of the Initial Well but in no
event later than five days prior to the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discrenion determines that there is insufficient participation to justify commencement of
drilling operacions. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease
as of such terminaticn. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be rerurned to such Non-Operator without interest. in the event Operator proceeds
with drilling operations for the [aitial Well without the execution hereof by all persons listed on Exhibit "A” as having a
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
[nitial Well which would have been charged to such person under this agreement if such person had executed the same and

Operator shall receive all revenues which would have been received by such person under this agreement if such person had
executed the same.

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,

devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Contract Area.

C. Counterparts:

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

For the purposes of assuming or rejecting this agreement as an execurory contract pursuant to federal bankrupecy laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entirery, and the failure of any party to
this agreement to comply with all of its financial obligations provided herein shall be a material defauit.

ARTICLE XVIL
OTHER PROVISIONS

ot )
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INT$ITNESS WHEREOF, this agreement shall be effective as of
the |# "day of _Jucry , 1997

OPERATOR

SHAHARA OIL, LLC

By QQ/UM £ /J«.ﬂQ/y
J d

ACKNOWLEDGMENTS

State of New Mexico
County of Eddy

This instrument was acknowledged before me on \\LA“ r1th ’
1997, by Perry L. Hughes as president of Shahara 0il, LLC, a New

Mexico corporation.

Notary Public

(3eal) My commission expires:[ktmmlgx& é QO@@
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EXHIBIT A"

(1) Description of lands subject to this Agreement:

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

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

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

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

Shahara 0il, LLC

207 W. McKay

Carlsbad, New Mexico 88220
(505) 885-5433

Mountaineer Limited Partnership
207 W. McKay

Carlsbad, New Mexico 88220
(505) 885-5433

Dale McCarter

PO Box 2359

Midland, Texas 79702
(915) 684-9846

Ogden Sharon Hudnall

Ogden Sharon Hudnall Trust No. 2
703 First Place

Tyler, Texas 75702

(903) 595-1057

Lometa Hudnall Cox

Lometa Hudnall Cox Trust No. 2
700 First Place

Tyler, Texas 75702

(903) 592-8422

(4) Percentages or fractional interests of parties to this
Agreement:

Mountaineer Limited Partnership 90.6775%
Dale McCarter 4.7725%
Ogden Sharon Hudnall 1.1375%
Ogden Sharon Hudnall Trust No. 2 1.1375%
Lometa Hudnall Cox 1.1375%
Lometa Hudnall Cox Trust No. 2 1.1375%
100.0%

(5) O0il and Gas Leases subject to this Agreement:

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

(6) Burdens on production:

owners Amounts
State of New Mexico .1250000 RI
Phillips Petroleum Company .0571797 ORI
Norwest Bank Texas, NA, Wichita .0040332 ORI

Falls, Independent Executor of
the Gaylord F. Swarts Estate



Norwest Bank Texas, NA, Wichita .0040332 ORI
Falls, Independent Executor of

the Dottie M. Swarts Estate

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

.2291979
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EXHIBIT *c "

Attached to and made a part of OPERATING AGREEMENT DATED AS OF JULY 17, 1997. petween
SHAHARA OIL , LLC, _as OPERATOR and NON-OPERATORS AS LISTED ON EXHIBIT "A"
CONCERNING THE W/2 SECTION 16, T17S, R33E, LEA COUNTY, NEW MEXICO

L

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property. _

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint
Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and

expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
fully described in detail.

Advances and Payments by Non-Operators

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

share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _ MIDLAND
AMERICAN BANK on the first day of the month in which delinquency occurs plus 1% or the

maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located.

whichever is the lesser, plus attorney’s fees. court costs, and other costs in connection with the collection of unpaid
amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same

preseribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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6.

D

Audits

A

1.

A Non-Operador, upon notice in wriling to Operador and all olher Non-Operators, shall have the right to audit
Operidors aceatnts and records relating 1o the Joint Account for any calendar year within the twenty-four
(20 manth period followinge the end of sueh cadendae vear; provided, however, the making of an audit shall not
extend the time for he taking of writfen exeeplion o amd the adjustments of aceounts as provided for in
Paageaph 4 of this Seetion [ Where there are Lwo or mere Non-Operadors, the Non-Operators shall make
every reasonable effort to conduet o joint aondit in omanner which will result in a minimum of inconvenience
o the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
pargrraph tuless agrreed Lo by the Operator, The andits shall not be conducted more than once each year
without prior approvad of Operator, exeept upeon the resignation or removal of the Gperator, and shall be made
at the expense of those Non Operidors approving such andil.

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

Approval BBy Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and i the agreement ta which this Accountling Procedure is attached contains no
conleary provisions in regard therelo, Operator shadl notify all Non-Operators of the Operator's proposal, and the
agereeement. or approvil of a nejority in interest of the Non-Operators shall be controlling on al} Non-Operators.

IL DIRECT CHARGIES

Operator shall charge the Joint Aceount with the following items:

|

2.

3.

4.

Ecological and Fnvironmenial

K

Costs incurred for the benefil of the Joint Property as a resull of governmental or regulatory requirements o satisly
environmental considerations applicable Lo the Joint Operalions. Such cosls may include surveys of an ecological or
archacological nature and polhition control procedures as required by applicable laws and regulations,

Ilentals and Royallies

Lease ventals and royallies paid by Qperator for the Joint Operations.

Labor

A

3.

D.

(1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of

Joint Operations,

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wngos' of Technical Employees directly employed on the Joint Property if such charges are

excluded from the overhead rales.

(1 Salaries and wages of ‘lechnical Bmployees either temporarily or permanently assigned to and directly

employed in the operation of the Joint Property if such charges are excluded from Lthe overhead rales.

Operalors cost of holiday, vacation, sickness and disabilily benefits and other customary allowances paid U
cmployees whose salaries and wages are chargeable to the Joint Aceount under PMaragraph 3A of this Seclion 1l
Such costs under this Paragraph 38 may be charged on a “when and as paid basis” or by “percentage assessment
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I. |

percentage assessment is used, the rate shall be based on the Operalor’s cost experience.

Fxpenditures or contributions made pursuant to assessments imposed by governmental authority which ar

applicable W Operator's cosis chargeable o the Joinl Account under Paragraphs 3A and 3B of this Section 11.

Personal Tixpenses of those employees whose salaries and wages are chargeable o the Joint Account unde

Paragraph 3A of Lhis Seclion 11,

Employee Beneliis

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retiremen
stock purchase, thrift, bunus, and other benefit plans of a like nature, applicable to (Operatlor's labor cost chargeable to tt
Juint Aceount under Paragraphs 3A and 3B of this Section I1 shall be Operator’s actual cost nol lo exceed the percer
most recently recommended by the Council of Pelroleum Accounlants Socielies.
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10.

11

N i

Material

Material purchased or furnished by Operador Tor use on the Joint Property as provided nnder Section 1V, Only such
Materiat shall Le purchased for or transferred (o the Joinl Property as may be required for immedinte use and is
reasonably practical and eonsistenl with efficient and cconmmical operations. The aceamulation of surplus stocks shall be
avaided.

Transportation
Trangporiation of employees and Malerial necessary Tor the Joint Operations but subject o the following limitations:

A, 1T Material is moved to the Jdoint Property from the Operator’s warehouse or other properties, no charge shall he
made 1o the Joint Aceount for o dishuee greater than the disianee from the nearest reliable supply store where like
nederial is normadly available or vailway receiving point nearest the Joint Property unless agreed to by the Parties.

B, T surplus Malerial is maved to Operators warehouse or ather slorage point, no charge shall be made to the Joint
Account for adistance geeater than the distanee to the nearest reliable supply store where like material is normally
available, or railway receiving poinl nearest the Joint Property unless agreed o by the Parties. No ¢harge shall be
mide (o the Joint Accannt for moving: Material to other properties belonging to Operator, unless agreed (o by (he
Iarties.

. 1n the application of subparmggeraphs A and B above, the oplion o equalize or charge actual trucking cost is
awvailable when the actunl eharge is 3400 ar less exeluding aceessarial charges. The $400 will be adjusted o the
sunonnt most recently reeommended by the Council of Pelroleum Accountants Socielies,

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 1T and Paragraph i, ii. and iii, of Section [1L The cost of professional consultant services and contract
services of technical personnel direetly enpgagred on the Joint Property if such charges are excluded from Lthe overhead
rates. The cost of professional consullant zervices or contract services of Lechnical personnel not direclly engaged on the
Joink Property shall not be charged to the Joint Account unless previously agreed to by the Partices.

Fquipment and Facilities Furnished By Operator

A.  Operator shaill charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate
with costs of ownership and operation. Such rates shall include costs of mainlenance, repairs, other operating
expense, insurance, taxes, deprecialion, and inlerest on gross investment less accumulated depreciation nol o
exceed _EIGHTEEN percent ( 1.8 %) per annum. Such rates shall not exceed average commercial

rates currently prevailing in the immediate aren of the Joint Property.

B.  In lieu of charges in paragraph 8A above, Operalor may elecl to use average commercial rates prevailing in the
immediate area of the Joinl Properly less 20%. For automolive equipment, Operator may elecl o use rales
published by the Petroleum Motor ‘Iransport Associalion.

Damages and Losses to Joint Property

AN cosls or expenses neeessary for the repair or replacement of Joint Property made necessary because of damages or
Jusses incurred by fire, flood, storm, thefl, accident, or other cause, except those resulling from Operator's gross
negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as
soon as practlicable alter a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and seltling litigation or claims, discharging of liens, payment of judgements anc
amounts paid for seltlement of claims incurred in or resulling from operations under the agreement or necessary t
protect or recover the Joint Propertly, exceept that no charge for services of Operator's legal staff or fees or expense o
outside ntlorneys shall be made unless previously agreed to Ly the Parties. All other legal expense is considered o y
covered Ly the overhead provisions of Section T uniess olherwise agreed to by the Parties, except as provided in Sectio
I, Paragraph 3.

Taxes

All laxes of every kind and nalure assessed or levied upon or in connection with the Joint Property, the operation thereo
or the production therefrom, and which laxes have been paid by the Operatlor for the benefit of the Parties. If the a
valorem laxes are based in whole or in part upon separate valuations of cach parly's working interest, the
notwithatanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Partie
hereto in accordance with the tax value generated by cach parly’s working interest.
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lnsurance

Net premiums paid Tor insuranes veguired to he eoeried for Lthe Joint Operations for the protection of the Iarties. In the
event Joint Operations are eondueled inoacstate in which Operator may act as self-insurer for Workers Compensation
and/or Fmplovers Linhility under the respeetive stales Tiws, Operalor may, alils eleelion, include the rvisk under its sell-
imsuvanee progeeam oud in e event, Operidor shall inelunde aeharge at Operators cost not W exceed manual rates.

Abandonment and Reclamation

Costs incurred for abandommnent. of e Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operaling, repaivinge and maintaining communication systems, including radio aml
microwave facilities directly sorving the Joint Property. Tn the event communication facililies/systems serving the Joint
Propeely are Operador owned, chinepes o the Joint Aceount shiadl be made as provided in Paragraph 8 of this Section 11

Other Expenditures

Any other expendilnre not covered or deall with in the foregoing provisions of this Section 11, or in Section I and which
is of diveet benefit to the Joint Property and is incurrved by the Operator in the necessary and proper conduct of the Joint
Operalions.

HL OVERHEAD

Overhead - Drilling and Producing Operations

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

{ X ) Fixed Rale Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 113

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
arngraph 3A, Scction 11 ‘The cost and expense of services fromn outside sources in connection with malters of
faxation, lraffie, accounting or malters before or involving governmental agencies shall be considered as included in
the overhead rates provided [or in the above selected Paragraph of this Sceclion 1H unless such cost and expense are
agreed o by the Parties as a dircet charge Lo the Juint Account.

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

() shall be covered by the overhead rates, or
( X ) shall nol be covered by the overhead rates.

iii.  'I'he salaries, wages and 'ersonal Expenses of Technical Employees and/or costs of professional consullant services
and contract services of (echnical personnel either temporarily or permanently assigned (o and directly employed in
the operation of the Joind Property:

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

A. Overhead - Fixed Rate Basis
(1)  Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ _3000.00
(Prorated for less than a full month)

Producing Well Rate $ 375.00
(2)  Applieation of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

-4 -
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| is later, exeepl that no eharge shall be made during suspension of drilling or complelion operations
2 for fillesn (15) or more conseentive ealendar days,
3
4 (2)  Charges for wells undergoing any type of workover or recompletion for a period of five (5)
n consecntive work days or mare shall be nuade st the dreilling well rate, Snch charges shall he
fi applicd for the period from dale workover operations, wilh rig or other unils used in workover,
T commenes Hhrotgeh dade of vigg or other anit release, exeept that no charge shall hie made during
R suspension of aperations Tor (ifleen (15) or more conseeutive ealendar days.
]
10 ( Producing Well Rales
11
12 (1 An active well either produced or injected into for any portion of the month shall be considered as
I a one-well echarge for the entire month,
14
1h 2y Fach active completion in o multi-completed well in which production is not commingled down
i hole shall he considered as a one-well eharge providing each completion is considered a separate
17 well hy the governing vegulatory anthority.
X
19 (Y An inactive gas well shut in beeanse of overproduction or failure of purchaser to take the
20 production shall be considered as a one-well chargre providing the gas well is direclly connected Lo
21 a permancent sales outlet.
22
29 () A one-well eharge shall he made for the month in which plugging and abandenment operations
24 are completed on any well. This one-well charge shall be made whether or not the well has
26 produced except when drilling well rate applies.
26
27 () Al other inaclive wells (including bul not limited to inactive wells covered by unit allowable, lease
24 alowable, transforred allowiable, ele.) shall not qualify for an overhead charge.
24
10 (1) The well rates shall be wljusted as of the first day of April each year following the elfective date of the
i agreement to which this Aceounting Procedure is allached, The adjustment shall be computed by multiplying
12 the rale currently in use by the percentage increase or decrease in the average weekly earnings of Crude
A Petroleum and Gas Production Workers for the last ealendar year compared to the calendar year preceding as
RE shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
{1 hy the United States Departiment of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
36 published by Statisties Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or
37 minus the computed adjustment.
38
39 B. Overhead - Percentage Basis
40
41 (1) Operator shall charge the Joint Account at the following rates:
42
43 {a) Development
44 .
A5 . —_Percent ( ——— %) of the cost of development of the Joint Property exclusive of costs
46 provided under Paragraph 10 of Scetion I and all salvage credils.
47
48 (b) Operating
49
50 — —— Tercent ( —___ %) of the cost of operating the Joint Property exclusive of costs provided
51 under Paragraphs 2 and 10 of Scction 11, all salvage credits, the value of injected substances purchased
n2 for secondary rccovery and all taxes and assessmenls which are levied, assessed and paid upon the
H3 mineral interest in and W the Joint Property.
64
b5 {2) Application of Overhead - PPercentage Basis shall be as follows:
66
Y For the purpose of delermining charges on a percentage basis under Paragraph 1B of this Section JII,
H8 development shadl include all cosls in connection with drilling, redrilling, deepening, or any remedial
59 operations on any or all wells involving the use of drilling rig and crew capable of drilling lo the producing
GO interval on the Joint roperty; also, preliminary expendilures necessary in preparation for drilling and
61 expendilures incurred in abandening when the well is not completed as a producer, and original cost ol
(1Y construction or instadlation of fixed assets, the expansion of fixed assels and any other project clearly
(3 discernible as a fixed assel, excepl Major Construction as defined in Paragraph 2 of this Sectlion 1. Al othe
64 costs shall be considered as operaling.
65
66 2. Overhend - Major Construction
67
68 Ty compensale Operator for overhend cosls incurred in the construction and installation of fixed assels, the expansion o
(di] (ixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of Uy
T0 Joint Property, Operator shall either negotiale a rate prior o the beginning of construction, or shall charge the Join

-5 -
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Aceount for overhead Based on the following rates for any Major Constrnetion project ig gyeges Akt e xxxxxxxx
Ao %ol Tirst 100000 or talal cost if less, plos
s e Mol costs i exeess of $100,000 but fess than $1,000,000, plus

o ™ of costs in excess of $1,000,000,

D.$100.00 PER DAY.

"Tatal cosUCshall mean the gross cost of any one projeet. For the parpose of this paragreaph, the component parts of a single
project shall nol be treated sepacatefy ind the costoof dreilling and workoever wells and artificial Wit equipiment shalt be
excluded.

Catastrophe Overhead

‘I compensate Operator for overhead costs inearreed in the event of expenditures resulting from a single oceurrence due
to oil spill, hlowout, explogion, Tire, storm, hurrieane, o other eatastrophes as agreed to by the Parties, which are
necessary to restore the Joint Propecty to the equivalent condition thal existed prior to the event causing the

expenditnres, Operalor shall either negotiale a rale prior to charging the Joint Acemmt or shall charge the Joint Account
for overhead bhased on e followingr rates:

A N/ZA %ol total costs throwgeh $100,000; plus
B, NZB %ol tolal cosls in exeess of $100,000 bul less than $LO00,000; plus

Co___ N/A o of total costs in exeess of $1,000,000.

Iixpenditures subjeel to the overheads above will nol be reduced by insurance recoveries, and no other overhead
provisions of this Section Hi shall apply.

Amendment of Rales

The overhead rates provided for in this Scetion 111 may be amended from time W lime only by mutual agreement
hetween the Parties herelo if, in practice, the rittes are found o be insuflicient or excessive.

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

Operator is responsible for Joint Aceount Material and shall make proper and timely charges and credits for all Material
movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus. Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
autsiders, Qperator may purchase. but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition
A or I Materiad, The disposal of surplus Controtlidde Material nol purclinsed by the Operator shall be agreed to by the Partics.

Purchases

Material purchased shall be charpged at the price paid by Operator after deduction of all discounts received. In case of
Material found {o he defective or retirned (o vendor for any other reasons, credit shall be passed to the Joint Account
when adjustiment has been received by the Operalor.

Transfers and Dispositions

Malerial furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless olherwise agreed o by the Parties, shalt be priced on the following basis exelusive of cash discounts:

A. New Malerial (Condition A)
(1)  ‘Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Fastern mill
published carlomd base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weigghl basis o the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound
or 90,000 pound rail rate may be used. Freightl charges for tubing will be calculated from lorain, Ohio
and casing from Youngslown, Qhio.

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

-6 -
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B.

pornd O Field Hanlers Assaciation interstale truek rale shail be used.

I

e}y Speeind end finish tubotar poods shadl he priced ad the lowest published out-of-stock price, fo.b. Houston,
Texas, plus transporbtion eost, using O 1Field Hanlers Association inlerstate 30,000 pound Lruck rale,

fo the railway receiving poind nearvest the Joinl, Property.

() Macaroni tubing (gize less than 2% inch OD) shall be priced at the lowest published out-of-stock prices
foh. the supplicr plus transportadion costs, usings the Off Field Haulers Association interstate truck rate
per weight of nbing translerred, 1o the railway receiving point nearest the Joint Property.

Line Pipe

(1) Line pipe movements (excepl size 24 inch O and larger with walls

% inch and over) 30,000 pounds or

mare shall he priced ander provisions of tubular goods pricing in Paragraph A (1)(a) as provided above.

Freight eharpes shall be ealeulated from Forain, Ohio.

(h)  Line pipe movements (exeept size 24 inch OD and larger with walls % inch and over) less than 30,000
pounds shall be priced al Fastern mill published earload base prices eflective as of date of shipinent,
phus 20 pereend, plus transporiation costs hased on freight rates as sel forth under provisions of tubular
soods priving in Pueageeaph AT as provided aliove. FPreight charges shall be caleulated from lLorain,

Ohijo.

(¢)  Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
manufacture al current new published prices plus transportation cost to the railway receiving point

nearest the Joinl Property.

() Line pipe. including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoled prices plus freight to the railway receiving poinl nearest the Joint Property or at

prices agreed (o by the Parties.

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

railway receiving point nearest the Joint Property.

Unused new Materiul, except tubular goods, moved from the Joint Property shall be priced at the current
new price, in effeet on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufaelure, plus transportation costs, il applicable, W the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condilion 13)

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

(1) Material moved to the Joint Property

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

(2) Malerial used on and moved from the Joint Property

{a) Al scventy-five percent (75%) of currenl new price, as delermined by Paragraph A, if Material was

originally charged lo the Joint Account as new Malerial or

(L) At sixly-five pereent (65%) of current new price, as determined by Paragraph A, if Material wa:

originally charged o the Joint Account as used Malerial.

(3)  Material not used on and moved from the Joint Property

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

The cost of recondilioning, if any, shall be absorbed Ly the transferring property.

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function unt
after reconditioning shall Le priced at fifty percent (50%) of current new price as determined b
Paragraph A. ‘The cost of reconditioning shall be charged W the receiving property, provided Condilio

C value plus cost of reconditioning does not exceed Condition I3 value.
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(2)  Condition D

Material, exelading pde, no longger suitalide for its original purpose, but usable for some other purpose
ghall he priced on a basis commensurate with its use. Operator may dispose of Condition 1) Material
under procedures nornadly nsed by Operator without prior approval of Non-Operators.

() Casinge, tubing, or deill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weighl. Used eazing, Lnbing or drill pipe atilized as line pipe shall be
priced at used line pipe prices.

(hy  Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
power oil lines, shall e priced under normad pricing procedures for casing, tubing, or drill pipe.
Upset tububar poods shall be priced on anon upset basis.

(3} Condition I<

Junk shall he priced at prevailing prices. Operator may dispose of Condition F, Material under
procedures normally wlilized by Operator without prior approval of Non-Operators.

. Obsolete Maleriad

Material which is serviceable ad nsable Tor its original function bul condition and/or value of such Material
is not equivitdent fo that swhich would justily a priee as provided above may be specially priced as agreed o by
the Partics. Such price should resalt in the Joinl Account being charged with the value of the service
rendered by such Material.

I3, Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading cosls
sustained at the stocking point. The above rale shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used o adjust overhead rales in
Section L, Paragraph LAD). Bach year, the rate caleulaled shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleam Accountants Socielies.

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

Premium Prices

Whenever Malerial is not readily obtainable at published or listed prices because of nalional emergencies, strikes or other
unusuil causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Malerial al the Operators actual cost incurrved in providing such Malerial, in making it suitable for use, and in moving it
to the Joint Property; provided notice in wriling is furnished to Non-Operators of Lthe proposed charge prior to billing
Non-Operators for such Malerial, Fach Non-Operator shall have the right, by so electing and nolifying Operalor within
ten days after receiving notice from Operador, o furnish in kind all or part of his share of such Material suitable for use
and acceplable lo Operalor.

Warranty of Material Furnished By Operator

Operator does not warrant the Malerial Turnished. In case of defective Material, credit shall not be passed to Lhe Joint
Account until adjustinent has been received by Operator from the manulacturers or their agents.

V. INVENTORIES

T'he Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

L

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

Reconcilintion and Adjustitent of Inventories

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

-8 -
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averagres and shortages, hut, Operator shall be held accountable only for shortages due Lo lack of reasonable diligence.

Special Invenfories

Special inventories may be laken whenever there is any sale, changre of interest, or change of Oporator in the Joint
Property. U shall he the doty of the gty sellinge lo notily all other Parties as quickly as possible after the transfer of
inferest takes place, Inosneh eases, both the seller amd the porehaser shall be governed by sucl inveniory. In cases
involving o changre of Operador, all Parties shaldl he governed by sueh inventory.

Fixpense of Conducting Inveulorvies

A, The expense of condueting periodie inventories shall nol he eharged 1o the Joint Account unless agreed to by the
Parties,

. The expense of condueting speeind inventories shall he eharged o the Parties requesting such inventories, exeept
wvenlories required due o changee of Operador shall he charged lo the Joint Account.



RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea

County, New Mexico, and hereby ratifies the same for all purposes.

Ryl
Dated this Z '~ day of ;j:jL , 1997.
Mountaineer lelted 755? //bl~1\4211\
Partnership (Slgnature)

pe\mn.»( L. /wL«c;#cfs

(Printed Name)

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by
My Commission Expires: Notary Public
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea
County, New Mexico, and hereby ratifies the same for all purposes.

Dated this 25th day of July , 1997.

/)Jim &b

(S4gnature

Ogden Sharon Hudnall, Individually
(Printed Name)

STATE OF TEXAS
COUNTY OF SMITH

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

My Commission Expires: Notary Public

FLO DOWNING
11 Pinelot MY COMMISSION EXPIRES
12-11-97 foX  Decamber 11, 1997
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of : , 1997, by , of
, A corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea
County, New Mexico, and hereby ratifies the same for all purposes.

Dated this 25th day of July , 1997.

(gignature) /

Ogden Sharon Hudnall, Trustee
(Printed Name)

STATE OF
COUNTY OF

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

STATE OF TEXAS
COUNTY OF SMITH

The foregoing instrument was acknowledged before me this 25th

day of July , 1997, by Ogden Sharon Hudnall , of
Ogden Sharon Hudnall Trust #2 , a Trustee cerporatien, on
behalf of the eerperatien.
Trust.

%mb

My Commission Expires: Notary Public

12-11-97

MY COMMISSION EXPIRES

December 11, 1997




RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea

County, New Mexico, and hereby ratifies the same for all purposes.

Dated this /Fzzsday of é:%;?xozb , 1997.

(

/;ﬂ e Ik Lz éflé

(Signature)Lometa Anne Cox, -Individually

Lometa Anne Cox
(Printed Name)

STATE OF
COUNTY OF

The %izigzégg instrument was acknowledged before me this ZEﬁQ
day of 1997, by _Lometa Anne Cox .

a2

’

My Commission Expires: \NotaryUPublic
(o-¢-99
MELINDA PIPER
MY COMMISSION EXPIRES
STATE OF October 8, 1999
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, Qa corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea

County, New Mexico, and hereby ratifies the same for all purposes.

Dated this AFﬁﬁ day of é%%?Lﬁlf , 1997.

Koyl dlecvn i Coy

(Signature) Lometa Hudnall Cox, Trustee

MELINDA PIPER Lometa Hudnall Cox Tr. #2
MY COMMISSION EXPIRES

October 8, 1999

L8
]

“,

R
i

>3
H
>
s,
%,
s

Lomers Huprill Cox
(Printed Name) Lometa Hudnall Cox

STATE OF
COUNTY OF

The f?rggoing instrument was acknowledged before me thiS/éﬁaL
day of e g , 1997, by _Lometa Hudnall Cox, Trustee .

My Commission Expires: Notary /Public

,zo/f// 49

SR, MELINDAPIPER

S5 MY COMMSSION EXPIRES
STATE OF k> N{g‘ October 8, 1999
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by ot
¢ 2 corporation, on

behalf of the corporation.

My Commission Expires: Notary Public
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RATIFICATION OF UNIT OPERATING AGREEMENT

The undersigned acknowledges receipt of a copy of that certain
Unit Operating Agreement for the Shahara State Unit Area, Lea

County, New Mexico, and hereby ratifies the same for all purposes.

Dated this Lff_@ day of 4;54«2 /j

1gnature) Sam Roosth Trustee
Lometa Hudnall Cox Tr. #2

......

; 5 MELINDA PIPER
** MY COMMISSION EXPIRES

‘,,.?g ~ October 8, 1999 |

Sam Roosth, Trustee
(Printed Name)

STATE OF
COUNTY OF

The f&zg:iﬂng instrument was acknowledged before me this [Eﬂ/
day of , 1997, by Sam Roosth, Trustee .

m DA

My Commission Expires: \Notary Pblic
[o-F-99
SR MELINDA PIPER
& % MY COMMISSION EXPIRES
STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1997, by , of
, a corporation, on

behalf of the corporation.

My Commission Expires: Notary Public




