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June 11, 1996 

Ms. Florene Davidson 
New Mexico Oil Conservation Division 
2040 South Pacheco Street 
Santa Fe, NM 87505 

Re: Application of Shahara Oil Corporation for 
Statutory Unitization of the Shahara State 16 Unit Area 
Lea County, New Mexico 

K COOJL J15 (a 2. 

Dear Florene: 

Enclosed are three copies of the captioned Application f i l e d 
by Shahara Oil Corporation, with Exhibits 1 and 2 being the Unit 
Agreement and Unit Operating Agreement. 

Also enclosed i s a copy of my prior letter of May 31. I t 
obviously f e l l through a crack someplace between Albuquerque and 
Santa Fe. 

I t ' s my understanding that the same w i l l be set for Examiner 
Hearing on the July 11 docket. Please confirm that date to me, and 
I ' l l send the appropriate notice to the other interest owners. 

With regards, I am 

Very truly yours, 

PAC/jmq 
Enclosures 
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BEFORE THE 

OIL CONSERVATION DIVISION 

,NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 
<ft5% E~"!T _,.35v r"-TK! ~ ?*>fS JSKS^ 

' j ' K J.',*- W ..„;.. ."• L .., :WV ' 

JUN 1 I 1996 
IN THE MATTER OF THE APPLICATION OF 
SHAHARA OIL CORPORATION FOR STATUTORY m ns, j*i,yj 
UNITIZATION OF THE SHAHARA STATE 16 u i l i j V ' w > V : ' " ' / / 7 

UNIT AREA, LEA COUNTY, NEW MEXICO. CASE NO. / / 5 ^ 

APPLICATION 

SHAHARA OIL CORPORATION, a New Mexico corporation, the 

"Applicant", whose address i s 207 W. McKay, P.O. Box 3232, 

Carlsbad, New Mexico 88221-3232, applies f o r an Order u n i t i z i n g the 

Shahara State 16 Unit Area, and i n support thereof states: 

1. Applicant seeks an Order pursuant t o the Statutory 

U n i t i z a t i o n Act (Section 70-7-1 through 70-7-21 N.M.S.A. 1978 

Comp.) providing f o r uni t i z e d management, operation and fur t h e r 

development of the proposed Shahara State 16 Unit Area which 

consists of 320 acres s i t u a t e i n Lea County, New Mexico, more 

p a r t i c u l a r l y described as follows: 

Township 17 South, Range 33 East, N.M.P.M. 

Section 16: W% 

Those lands are included i n tha t c e r t a i n O i l and Gas Lease dated 

September 11, 1933 bearing Serial Number B-2148 from the State of 

New Mexico, as Lessor, to P h i l l i p s Petroleum Company, as Lessee. 
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2. The vert i c a l limits of the formations to be included 

within the proposed Unit Area extend from the surface of the ground 

to a lower limit of 5500 feet below the surface. 

3. The portions of the reservoirs involved in this 

Application have been defined by development. 

4. 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 4800 feet under the NW%, 4600 feet under 

the N%SŴ  and SÊ SŴ , and 5200 feet under the SŴ SŴ  of said 

Section 16. 

5. A copy of the proposed Unit Agreement, which designates 

Applicant the Unit Operator, i s f i l e d with this Application, marked 

Exhibit 1. Applicant believes that the terms and provisions 

thereof are f a i r , reasonable and equitable to a l l owners of 

interests. 

6. The participation formula, as so set forth in the Unit 

Agreement, allocates the produced and unitized o i l and other 

hydrocarbons on a f a i r , reasonable and equitable basis. 

7. The type of operations to be conducted in the proposed 

Unit Area i n i t i a l l y include secondary recovery by means of 

waterflooding. Carbon dioxide flooding or other tertiary recovery 

process may be conducted in the future. 

8. I f secondary recovery operations are not commenced on the 

Unit Area on or before December 31, 1997, or a duly approved 

extension of that date, the Unit Agreement automatically 

terminates. 
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9. Unitized management, operation and further development 

are feasible and reasonably necessary to effectively carry on 

secondary recovery operations, and w i l l prevent waste and benefit 

a l l interest owners, and additionally, w i l l result, with reasonable 

probability, in the increased recovery of substantially more o i l 

and other hydrocarbons than otherwise would be recovered. 

10. A copy of the proposed Unit Operating Agreement covering 

the manner in which the Unit w i l l be supervised and managed and 

costs allocated and paid i s f i l e d with this Application, marked 

Exhibit 2. 

11. Statutory unitization of the Shahara State 16 Unit Area 

i s in the best interests of conservation, prevention of waste and 

protection of correlative rights. 

12. Applicant has sought the voluntary joinder of a l l 

interest owners in the proposed Unit Agreement, and should a l l 

those owners elect to participate in this Unit, Applicant requests 

approval of a voluntary Unit Agreement. 

WHEREFORE, Shahara Oil Corporation respectfully requests that 

this Application be set for hearing before a duly appointed 

Examiner of the Oil Conservation Division, the "Division", and that 

after notice as required by the rules and regulations of the 

Division, the Division enter i t s Order granting this Application. 
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Respectfully submitted, 

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

Paul A. Cooter 
500 Marquette NW, Suite 1200 
P.O. Box 1276 
Albuquerque, New Mexico 87103 
(505) 247-2315 
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STATE/FEE 
WATERFLOOD UNITS 

UNTT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

SHAHARA STATS 16 UNIT 
L£2 COUNTY. NEW MEXICO 

THIS AGREEMENT, entered into at of the 1s t day of December 19 94 by and between the patties 
subscribing, ratifying or contenting hereto, and herein referred to at 'parties hereto'; 

W I T N E S S E T H T H A T : 

WHEREAS, the parties hereto are the owners of working, royalty or other oil and gas interests in the Unit Area subject lo this 
agreements sod 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by law (See. 3, Chap, 88, Laws 1943) ss 
amended by Dec. 1 of Chapter 162. Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N.M. Statutes 1978 Annot.), to consent to and approve the 
development or operation of Stale Unda under agree menu made by lessees of State Und jointly or severally with other iesaees where such 
agreements provide for the unit operation or development of part of or ail of any oil or gas pooi. field or area; and 

WHEREAS, the Commissioner of Public Lands of the Stile of New Mexico is authorized by sn Act of the Legislature (Sec. 1, Chap. 
162. Laws of 1951; Chap. 19, Art. 10. Sec. 47, N.M. Stats. 1978 Annot.) to amend with the approval of leasee, evidenced by the leasee's 
execution of such agreement or otherwise, any oil and gaa ieaaa embracing Slats lands so that the length of the term of said leaae may coincide 
with the term of such agrsemenu for the unit operation and development of part or aU of any oil or gas pooi, field or area; and 

WHEREAS, the Oil Conservation Division of the Energy and Minerals Department of the Stale of New Mexico is authorized by law 
(Chap. 72, Laws 1935, as amended, being Sec. 70-2-1 et seq. N.M. Statutes 1978 Annotated) to approve thia agreement and the conservation 
provision hereof; and 

WHEREAS, ihe parties hereto hold sufficient interests in the Shahara S t a t e 16 TjeJt Area, comprised of lb* Und 
hereinafter designated, to give reasonably effective control of operations therein; and 

WHEREAS, it ia the purpose of the parues hereto to enable institution and consummation of secondary and/or enhanced oil recovery 
operauons. conserve naoiral resources, prevent waste and secure the other benefits obtainable through development and operation of the area 
subject to thu sgiecinent under the terms, conditions and limitations herein set forth. 

NOW THEREFORE, in consideration of the premises and ihe promises herein contained, the parues hereto commit to this agreement 
their respective interests ut the Unitized Formation underlying the Unit Area, and agree severally among themselves ss follows: 

SECTION I. ENABLING ACT AND REGULATIONS: The oii and gaa operating regulations in the effect aa of the effective 
date hereof governing drilling and producing operations not inconsistent with the terms hereof or the Uws of the Sute of New Mexico are hereby 
sccepted and made a pan of this agreement. 

SECTION 2. Dfcflnn lONS: For the purpose of this agreement, the following terms and expressions are used herein shall 
mean: 

(a) 'Unit Area" is defined aa the land depicted on Exhibit "A* and described by Tracts in Exhibit "8" snached hereto and 
said Und U hereby designated and recognized aa constituting the Unit Area. 

(b) 'Commissioner* is defined sa the Commissioner of Public Lands of the State of New Mexico. 

(c) 'Division' is defined ss the Oil Conservation Diviiion of the Slate of New Mexico. 

(cf) •Unitized Formation" shall mean that interval underlying the Unit Area, the vertical limits of which extend from the surface of the 
grouad to a lower limit of 5500 feet below the surface. 

(e) •Unitized Substances" is defined sa all oil, gaa, gaseous substances, sulphur contained in gaa, condensate, distilUte and 
aU associated and constituent liquid or liquefiable hydrocarbons within or produced from the Unitized Formation. 



(f) 'Wetting interest' ii defined a* an interest in Unitized Substances by virtue of s lease, operating agreement or otherwise. 
irrhtiiirg a carried imerest, which interest is chargeaole with and obligated to pay or bear, either in casn or out of 
production or otherwise, all or a poruon of the cost of drilling, developing, producing end operating the Urulizrd 
Fonnauoa. Any interest in Unitized Substances which ta a Working interest aa of the date the owner thereof executes, 
ratifies or consents to this sgreement ahall thereaiter be treated as a Working Interest tor ail purposes of this agreement. 

(g) 'Royaity interest' is defined aa a right to or interest in any poruon of the Unitized euhnsnrirs or proceed thereof other 
than a Working interest. 

(h) "Working interest Owner" is defined aa a parry hereto who owns a Working interest, 

(t) 'Royalty Owner' ia defined as a party hereto who owns • Royaity mterest. 

0 Tract' is defined aa each parcel of land described as such and given a Tract number in Exhibit "B". 

(fc) Tract Participation" is defined aa the percentages of Unitized Substances allocated hereunder to a Tract during Phase i 
and Phase il. as hereinafter defined. The Tract Participation of the Tracts within the Unit Area ia shown on Exhibit "C" 
attached hereto. 

(T) "Unit Paructpauoa" is defined aa the sum of the percentages obtained by multiplying the Working Interest of a Wotting 
Interest Owner tn each Tract having Tract Parucipauon by the Tract Parucipauon of such Tract. 

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

(o) *Unk Operating Agreement' is defined ss any agreeussut or agreements entered into, separately or cc4iectivsty, by and 
between tha Unit Operator and the Working Interest Owners es provided in Section 9, Accounting Pruvisioue and Uok 
Opereusg Agreement, infra, and shail be styled 'Unit Operating Agreement. Shahara Sr-arp ] 6 Unit- A.rea , 

Lea County. New Mexico". 

(p) 'Unit Manager* ia defined aa the person or corporation appointed by the Unit Working interest Owners to perform the 
dunes of the Unit Operator until ihe selection and qualification of s successor Unit Operator es provided for in Section 
S, Successor Unit Operator, hereof. 

SECTION 3. UNTT AREA: The area apeeified on ihe map attached hereto marked Exhibit 'A* is hereby designated and 
recognized as constituting the Unit Area, containing 3 20 acres, more or less. 

Exhibit "A" to the extent known to Unit Operator, shows the boundaries ana identity of Tracts and leases in the Unit Area. Exhibit 
"B" attached hereto is a schedule showing, to the extern known to Unit Operator, tha acreage comprising each Tract and the percentage of 
ownership of each Working Interest Owner in each Tract. However, riothing herein or in said schedule or map shall be construed as a 
itprrtrmf"" by any party hereto as to the ownership of any interest outer than such interest as are shown in said map or schedule aa being 
owned by such patty. Exhibit "C" attached hereto ia a schedule showing the Tract Participation of each Tract in the Unit Ares during Phase 1 
and II. which Tract Participsuon has been calculated upon the basis of ail tracts within ute Unit Area being committed to thia agreement as of 
the effective date hereof. 

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

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

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into ihe Unit Area ahall 
file an application therefor with Unit Operator requesting such admission. 
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(b) Unit Operator thail circuiate a nouce of the propoaed expansion to each Working interest Owner in the tract or tracts 
ptupussU ta be included in the 1 r":* wy piprf imTuntir- —"*irf nitt tha haaia fnr srirrtsww. ih« Tr*<* 
Participauoa propoaed to be silocsted to such Tract or Tracts, and other peroneal data. After negotiatwa (at Working 
Interest Owners' meeting or otherwisei if Working interest Owners Having s corncnoed Huts il Unit Psrocinsuon of ninety 
percent (90 K) or more have agreed to such Tract or Tracts being brought into the Unit Area, then Unit Operator 
after preliminary concurrence by the Commissioner and the Commission: 

(1) Prepare a notice of proposed expansion describing the contemplated changes in the boundaries of the Unit Area, the 
reason therefor, the basis for sdrrusaton of the additional Tract or Tracts, the Tract Participauoa to be '"""fnf thereto, 
and the propoaed effective date thereof; and 

(2) Furnish copies of said notice to the Commissioner and the Division, each Working interest Owner and to the limit 
and lessor whose interests sre proposed to be comrmaed. advising such parues that thirty (30) days will be allowed tor 
•shaniiiinn to tha Unit Operator of any objections to such proposed expansion; and 

(3) File, upon the expirauon of said thirty-day period ss set out in Subsection (2) imrnediateiy above, with the 
Commiisioner and Division the following: (s) Evidence of mailing copies of said notice of expansion: (b) An application 
for such expansions (c) An ujstrument comaining the appropriate joinders in cornptiancawnh tha quaiificauon itquusmems 
ofSection 13, Tracts Qualified for Unit Participation, infra; and (d) Copies of any objections received. 

The expansion ahaii. after due consideration of all pertinent lnformauonand upon approval by the Comtnuuionerand Division, become 
effective ss of the date prescribed in tha notice thereof. The revised Tract Participation of the respecuva Tracts inrhHW within tha Unit Area 
prior to such eouû emeat shall remain in tha same ratio one to another. 

Tnan* ahall never he any retroactive allocation or adjustment of operating expenses or of tnterest in tha Unitized Subatanceaproduced 
(or tha proceed! of tha sale thereof) by reason of an expansion of tha Unit Area; provided, however, thia l i f^ ' iT shail not prevent any 
adjustment of inveatment necessitated by such expansion. 

SECTION 5. UNTTTZED LAND AND UNTTTZED SUBSTANCES: All land committed to this agreement ss provided ia 
Section 13, Tracts Qualified for Unit Psrticmauoa, as to the Unitized Formation tiertned in Section 2, I^fmiuons. shall constitute land referred 
to herein aa "Unitized Land* or "land subject to this agicctiaaut*. All oil and gaa in the Unitized Formation in the Unitized Land arc ttniticad 
under the terms of this agreement and herein are called 'Unitized Substances'. 

SECTION 6. UNTT OPERATOR: Shahara O i l C o r p o r a t i o n Company it hereby designaiedaa Unit 
Operator, and by signmg thia tnaswitnatst aa Unit Operator tt agrees end consents to accept the duties end obiigstioos of Unit Operator tor the 
operauon. deveJoprneutand production of Uriirrrd Siihstanr tt at herein provided. Whenever reference is made herein to the Unit Operator, such 
reference mesne tha Unit Operator acting in that capacity and not aa an owner of interest in Unitized Substances, and the term 'Working intsrsst 
Owner" when used herein thail include or refer to Unit Operator aa tha owner of a Working interest when such an inures is owned by it. 

SECTION 7. R K T C N A T T O N OR REMOVAL OF UNIT OPERATOR: Unit Operator shall have the right to resign at any 
time, but such resignation shail not become effective ao aa to release Unit Operator from the duties and obligauona of Unit Operator and 
terminals Unit Operator's rights aa such tor a period of six (6) months after written notice of intention to resign has been given by Unit Operator 
to all Working Interest Owners and tha Commissioner and Division unless a new Unit Operator shall have taken over and assumed the dutiea 
and obligsuooa ot Unit Operator prior to the sxprrsuon of said period. 

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

In all such instances of resignation or removal, until a successor to Unit Operator ia selected end approved aa hereinafter provided, 
the Working Interest Owners ahall be jointly responsible for the performance of the dutiea of the Unit Operator and ahall, not later than thirty 
(30) days before such resignation or removal becomes effective, appoint a Unit Manager to represent them in any action to be taken hereunder. 

Th* resignation or removal of Unit Operator under this agreement ahall not terminate iu right, title or interest ss the owner of a 
Working Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becoming effective, such Unit 
Operator shall deliver possession of all equipment, books and records, materials, appurtenances and other assets used in conducting the Unit 
operations and owned by the Working Interest Owners (including any and all data and information which it might have gained or assembled by 
reason of iu operation of the Unit Area) to the new duly qualified successor Unit Operator or to the Unit Manager if no such new Unit Operator 
it elected, to be used for the purpose of conducting Unit Operations hereunder. Nothing herein ahall be construed as authorizing removal ofany 
material, equipment or appurtenances needed for the preservation of any welia. Nothing herein conuined ahall be construed to relieve or 
discharge any Unit Operator who resigns or is removed hereunder from sny liability or dutiea accruing to or pertormable by it prior to the 
effective date of such rengnauoa or removal. 
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SECTION 8. SUCCESSOR UNIT OPERATOR: Whenever Unit Operator (hail tenter iu retqriaKiou aa Unit Operator or 
shaU be rernoved at hereinabove provided, the Working Interest Owner*. voting in in* WIIWIT provided in ik» 1I.,., r^.......^ ^g,........ tt"" 
select a mcrctsor Unit Operator: provided, however, that the voting interest of the outgoing Unit Operator «»»'* act he ""irirrrrd for any 
purpose if luch outgoing Unit Operator tails to vote or votet oniy to succeed itself. Such selection ot a -*-~TTr "ntl Opffswr mm bt/wrmr 
effective unui: (a) a Unit Operator ao selected shaii accept tn witting the dutiea and respoosioiiities of Unit Operator, and (b) Iha t»ttfiwn •!•*" 
have been approved by the Commissioner and Division. If no successor Unit Operator it selected as herem provided, the ^"•—r-r-T"— may 
declare thia agreement lermmetsd. 

SECTION 9. ACCOUNTING PROVISIONS AND UNTT OPERATING AGREEMENT: ***** »~< ~r—r— •PTrrni fry1 '-^ 
Operator in conducting Unit Operations heteunder shall be paid, spporuooed among and borne by th* Working Irseieti Owners in tfcoi-*-~— 
with the Unit Operating Agreement. Such Unit Operating Agreement shall also provide the manoer tn which the Working intersst Owners •»!•" 
be entitled to receive thetr respective proportionate and allocated share of the bene iiu t-rnrng rrr—'—frT "r ffltriiwmirŷ riih frtrr iiml—lying 
operating agreements, leaae* or other independent contracu and such other righu and obligations aa between Unit Opentor and th* Working 
Interest Owners at may he agreed upon by the Unit Operator and the Working Interest Owners; however, no such Unit Operating Agreetnent 
shall be deemed either tn modify any of the terms and conditions of this Unit Agreement or to relieve the Ui& Operator of any right or rjbligalioo 
rtuhliihrri under this agtaemanu and in case of any inconsistency or conflict between this sgreemeot and tha Unit Operating Agreement, this 
sgreemcnt shall prevail. One true copy of anv Unit Opera tins; Agreement P,,~.,.~ .„ g~..i~. ^ ^ t riiiiiuateiiinir 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNTT OPERATOR Except aa otherwise specifically provided herein, the 
exclusive right, privilege and duty of exercising any and ail righu of the parues hereto which are necessary or conventtut tor precoeenng ivr. 
producing, storms;, tllortting, and distributing the Unitized Substances am hereby delegated to and shall be •xsraaanl by the Urut Operator aa 
herem provided. Upon request therefor, acceptable evidence of utie tn **iA righu thai! hf ritrmtitra -nth •'.'•4 Unit Op*rTr"r. "*g/rtm -"'» 
this agreement shall ennststin* and derm* th* rights, privileges and obligauons of Unit Operator. Nothing herein, however, be rrmtrriH 
in mntitrtiiltm any l*iH rr — -nr t ri\—"~Tfgn nn ut it bring iinriririinnriihti iiwln iliii aguieiiwa Hie Unil Ontiaim, iuiii i tpeiisii 
as Unit Operator, thail exercise the righu of posaesakm and us* vested in th* parues hereto only for th* purposes herem specified. 

SECTION 11. PLAN OF OPERATIONS: It is recmrnp^ .nrf .g—<t h y .h. h~~r..i... .11 „<•.>.. I . ~ I - h j ^ . ,~ .hi. 
ag iMine.nl has been reaanashiv proven to he producuve of Unitized Suhatane«« in r»«yir.g «y..rH.^.. «T j t nacaetary for Unit OpersUOOS sad that 
the object and purpoes of this sgreernent u to forrntiiaia sad to put into effect s secondary enhanced oii recovery project in order to effect a 
greater recovery of Unitized Substances, prevent wests sod conserve natural resources. The psrues hereto sgree that the Unit Operator may, 
tuhjaci to the ccaaent and approval of a plan of ooerauoo by th* "-g fniinir "Tn nut thi niiiiinii mil ihi riiiiiiiniiinii injinl imn iha 
Unitized Fnnratinsi, uirough any well or weiis compieted therein, brine, water, air, gaa, oil, liquefied T+TrLr~m* gas, steam and any other 
mhttl irt t *— * ««nhinnliiMi nt any m*iA aihaawn—. a t u a W t — I f - l^ -p i F T t T i r l r | - r B TTT IMt. «"f tiVf hfCtftlW ftf jtsj-Jf 

ind tht rtirr rrf infr-T̂ — -̂ —* —•• •"**r"~J-—iTrhill tit f nrnmrnl hy minimis of grwul geufaigti al tial pemiiei gimeiiinpiatiiirn 
sad ccmaervsooo methods. Raaaooahie diligence shall be exercised by Unit Opersior ut compiying wrth the ohUgstione of . any approved plan 
of operauon. Th* parues hereto, to th* extent they have tha right to to do, hereby grant Unit Operator tha right to ua* brine or water (or both) 
produced from sny formation underlying tha Unit Area for injection into the Unitized Formation; provided, however, that thia grant of ssid right 
shall not preclude tha use of htm* or water (or both) produced from any formation other than the Unitized Formation for injection into formsuons 
other than th* Unitized Fonnanoo. After comniencementof secondary and or enhanced oil recovery opcrsuoos. Unit Operator shall furnish (he 
Commissioner and the Division morxhly injection and production reporu for each well in the Unit. Tha Working interest Owners, the 
Commiaaiooerand the Division shaii be furnished periodic reporu on the progress of the plan of operauon and any revisions or changes thereto 
necessary to meet changed cemduioos or to protect the inurests of all parties to this sgrecroera: provided, however, that any major revision* of 
the plan of operauon involving a basse devistioo from the initial plan of operauon ahall be subject to the consent sod spprovai of ths Working 
interest Owners, the Cnmrmsssooer sod Division. 

Tha initial plan of operation ahall be filed wiih the Division and the Commissioner concurrently with the filing Q f this Unit Agreement 
for final spprovai. Reaaoriatile diligence shall be exercised in compiying with th* obtigsuona of said plan of operauon. 

Notwithstanding anything to the contrary herein contained, the Unit Operator shall commence, if not already having done so, secondary recovery 
operauons snd/or enhanced oil recovery operations on the Unit Area sot later than December 31, 1997, or any extension thereof approved by the Commiisioner 
and Division or this Agreement, shall terminate automatically in whkh latter event the Unit Operator shall notify all interested parties. After such operations 
are commenced. Unit Operator shall carry oo such operations as would a reasonably prudent operator under the same or similar circumstances. 
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SECTION 12. TRACT PARTICIPATION: Tract Participation was established by all owners of working and overriding royalty interests 
in a voluntary working interest unit (letter) agreement dated September 5, 19SS as follows: 

Land Description Number of Acres Tract Participation 

N'ASWK, SEKSWU (Taftert Lease) 120 59.0* 
SWUSWW (State 16 Lease) 40 31.9% 
NWW (Pair Lease) J60 9 1* 

320 100.0% 

Those same Tract Pirucipaoons are carried forward in this Agreement. 

In ah* event let* than aii of the Tracts are committed hereto aa of the effective date hereof Unit Operator shaii protnptly file with th* 
Conumssiorsarand Division st least two copies of revised Exhibits "B" and "C* setting forth on Exhibit *C* the revised Tract hrtktpstioos 
opposite each of the cjiiaiified tracts, which ahall be calculated by using the tract factors and formula set forth hereinabove, but applying the same 
only to the quatsfied Tracts. The revised Exhibits "B" and 'C* shsll. effective as of the effective date of this agreement, supersede the original 
Exhibits "8* ana *C* attached hereto end ahall thereaiter govern the allocation of Unitized Substances unless disapproved by the Commissioner 
and Division wehin 30 days after filing. 

IC aatbawqueat to the effective dale of this agreement, any additional tract becomes committed hereto under the provisions of Section 
3. Unit Area, or section 21. Noo-jcHodsr and Subsequent Joinder, or any committed tract ia excluded herefrom under the provisions of Section 
27, Loss of Tide. Unit Operator shall revise said Exhibits "B* and *C* or th* latest revision thereof to show th* new percentage participations 
of the then coessmtted tracts, winch revised exhibit thail, upon iu approval by the Comnusawner and the Division supersede, ss of its affective 
date, the last previously effective Exhibiu "B" and "C". In any such revision of Exhibit 'C* tha revised percentage participations of the 
respecuve tracts listed in the Ust previously effective Exhibit *C* shall remain in the tame ratio on* to another. 

SECTION 13. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On and after tha, eflfcetiv. « w fa«rf. th- Tr.«. within 
th* Unit Area that ahall be enoxied to participate in the production of Unitized Subatancea therefrom shall be the TracU within the Unit Area 
that are qualified as follows: 

(a) Each Tract as to which Working Interest Owners owning one hundred percent (100*) of the Working interest therein have 
beeome parties hereto and as to which Royalty Owners owning seventy-five percent (75 56) or more of the Roytity (merest therein 
have become parties hereto. 

(b) Each Tract aa to which Working Interest Owners owning one hundred percent (100*) of the working Interest therem have 
baeeant parties hereto and as to which royaity Owners owning less than seventy-five percent (75*) of Ihe Roysily Interest therein 
have become psrues hereto and, further, aa to which: 

(!) All Working Interest Owners in any such Tract have joined in s request for the commitment of such Tract to this 
e^VerWIMfltte aUMtt 

(ii) Seventy-five percent (75*) of the combined voting interest of Working Interest Owners in sll Tracts meeting the 
reeanremenu of Section 13 (a) hereof have voted in favor of the commitment of such Tract. 

For dse purposes of this Section 13 (b), a Working Interest Owner's "voting inure st' shall be equal to the ratio (expressed in percent) 
which hs sggregsu Phsse O Unit Psiticipstion in sll tracts qualifying under Section 13 (s) bests to the tola! Phase O Unit Participation 
of all Working interest Owners in sll Trscu quslifying under Section 13 (a), aa such Unit Parucipauon ia determined from the Tract 
Parucipauon set out in Exhibit "C". 

(c) Each Tract at to which Working Interest Owners owning ieaa than one hundred percent (100*) of the Working Interest therein 
har* become parues hereto, regardless of the percenuge of Royalty Interest therein which is committed hereto end. further, as to 
which: 

(i) The Working interest Owner operating any 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 en indemnity agreement indemnifying and agreeing to hold harmless the other Working interest Owners in 
the Unit Area, their successors and assigns, against sll claims and demands which may be made by the owners of working 
interest in such Tract who are not parties hereto and which ante out of the commitment of such Tract to this agreement. 
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(ti) Sevenry-tive percem (75%) of the combined voting uueresu of Wotting interest Owner* in ail Tract* meeting the 
wejuirernenta of Section 13 (a) and <b) have voted in favor of the comnutmem of tuch Tract and acceptance of the 
inrlemttity agreement. 

For the purpoae of thia Section 13 (c), a Working Interest Owner a "voting interest" thail be equal lo the ratio (expressed in percentl 
which iu aggregate Phase H Unit Psrtictpiuon in ell Tracts qualifying under Section 13 (a) and 13 (b) bears to tha total Phaaa a Unit 
Participation of aU Working Interest Owners in sll Tracu qualifying under Section 13 (a) and 13 (b) as such Unit Psrticipstion ia 
dciatuuued trom the Tract Psrticipationa set out in Exhibit *C*. Upon the comnhtment of such a Tract to this agreement, the Unit 
PiaAstapaiion that would have been attributed to the nonaubacribing owners of the Working interest in such Tract, had they become 
panes to thia egreement and the Unit Operating Agreernent. ahall be attributed to the Working intents* Owners in such Tract who 
hav* becosna psrues to such agreetnems in proportion to their respective Working interests in th* Tract. 

(d) Within Sixty (60) days after the requirements for commencement of Phase II or HI have not been met. the Operator will notify 
the Oil and Gss Division of the New Mexico Stats Land Office of such conversion to Phase H or Phase ill. 

SECTION 14. - lULWi™™ OF UNTTTZED SUBSTANCES: All Unitized Substancea produced and saved trom the 
comrmtted Tracu within the Unit Area (leas, save and except any part of such Unitizes Substancea which is used in conformity with good 
operating practices on tha Unit Area for driiiing, operating, camp and other production, development and pressure ineinienance purposes, or 
which is unavoidably lost) shall be apportioned among and allocated to the committed Tracu within the Unit Area in accordance with the Tract 
Ps rue ip ation effective hereunder during the respective periods, cither Phase i or Phase Q. in which tuch Unitized Substances were produced, 
as such Tract Psrucipsuoo is shown in Exhibit "C* or any revision thereof. Tha arnount of Unitized Subtleness so allocated to each Tract, and 
only that ansotaat iregsrdiessof whether it be more or lest than the arnount of the actual production of Unitized Substancea from the weil or weiis. 
if any, on tuch Tract), shall, for all intents, uses sod purposes, be deemed to have been produced from tuch Tract. 

Hat Unitized Substances allocated to each Tract shall be distributed a rnong or accounted for to the partiea hereto entitled to that* in 
the prodtictioti from such Tract in the same manner, in the same proportions, and upon th* same conditions, as they would hav* pirucipatad 
and shsred in the producnon from such Tract, or in the proceeds thereof, had thia agreernent not been enured into, sod with the tarns legal force 
sod effect. No Tract committed to this Agtaeiiisnt and qualified for psrlicipation aa heretofore provided ahall be subsequently extruded from 
participation hesettndar on termini of depletion of Unitized Substancea from such Tract. 

If the Working interest or th* Royalty interest in any Tract is, on or after the effective dale hereof, divided with respect to tepersu 
parcel! or pcKUosat of tuch Tract and owned severally by different persons, the Tract Paruciptuoos ssstgned to such Tract shall, in the sbaence 
of a recordable inatrnment executed by all owners and furnished to Unit Operator fixing the divisions of owtatrship, ba divided tmong tuch 
parcels or porboos in propotuon to the rtumoer of surface acres in each. 

The Unitized Substances a 11 nested to each Tract shall be delivered in kind to the respective Working Interest Owners snd psnies 
entitled thereto by virtue of the ownership of oil and gat righu therein or by purchase from such owners. Each Working Interest Owner and 
tha parties entitled thereto shall have the continuing right to receive such production in kind at a common point within the Unit Area and to tell 
nr rliirmit ̂  *"T TTTIT -- :* a ' c " t - -"••» f T ***"* **'* "flit t- ""Tirrniri mtintain and nfirirttc all nrnisarr ftriliiint frrr ihit ir"T"~* 
on tha Unit Area, provided the same are so constructed, maintained and operated as not to interfere with operations carried on pursuant hereto 
or with operation* upon or with regard to fonnauona other thsn ths Unitized Formation conducted within the Unit Area. Subject to Section 16, 
Royalty Srnumtirt?, hereof, any extra expenditure incurred by Unit Operator by reason of tha delivery in kind of any portion of tha Unitized 
Substancea shall be borne by the psrty (excepting the SUU of New Mexico) receiving the tame in load. 

If any party fails to uk* in kind or Septrately dispose of iu proportionate share of Unitized Substances, Unit Operator shall hav* tha 
right, for ths tuna being snd subject to revocation at will by the party owning the share, to purchss* for iu own sccount or sell to others tuch 
share at not lees than the prevailing market price in the area for like production: provided that, all contracta of tale by Unit Operator of any 
other party's share of Unitized Substances shsll be only for such reasonable periods of time ss are consistent with the minimum needs of the 
industry under the circumstances, but in no event thail any tuch contract be for a period in exceaa of one year. The proceeds of the Unitized 
Substances ao disposed of by Unit Operator shall be paid to the party enulled thereto. 

Assy petty receiving in kind or separately disposing of tU or tny part of the Unitized Substances allocated to any Tract or receiving 
the proceeds therefrom shall be responsible for nuking psyment of sll royslty to the psnies entitled thereto, snd shall tademmfy all parties hereto, 
including Unit Operator, against sny liability for all royalties, overriding royalties, production payments, and all other payments chargeable 
against or payable out of tuch Unitized Substances or the proceeds therefrom. 

SECTION 15. OIL TN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shsll make e proper and timely gauge 
of all lease and other tanks within the Unit Ares in order to ascertain the amount of merchantable oii above Ihe pipeline connection in tuch tanks 
as of 7:00 A.M. on the effective data hereof. All tuch oil which has then been produced legsily shall be and remain the property of the Working 
Interest Owner entitled thereto the same as if the Unit had not been formed; and such Working Interest Owner shall promptly remove said oil 
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from the Unit Area. Any such oil not eo removed thail be sold by Unit Opentor tor the account of such Working Interest Owner, subject to 
the payment of sll royalty to Roysiry Owners under the terms snd provmons oi the Unit Agreement sod arty apphcahie lease or lessee and other 
contracts. All such oil as is in excess of the prior allowable of the well or wells from which the same wes produced shall be regarded and treated 
the same ss Unitized Substancea produced after the effective date hereof. If, aa of the effective data, hereof, any Tract is overproduced with 
respect to the allowable of the weil or weile on the Tract snd the amount of such fvrpminr^vn" k-t > w*"i —til nr mhimritn riitpnaad uf. such 
overproduction thail be regsrded and inriiiriorl aa a pan of the Unitized Sub tuacca produced a tier the effectiva data hereof and the ••~-t-» tneraot 
charged to suca Tract ss hsvmg been delivered to the penoos enutled to i'r.;.;T~j Sifktlarrrti tilft-ttf* lo such Tract. 

SECTION 16. ROYALTY SETTLEMENT: The Stata of New Mexico and ail Royalty Owners who, under existing contracts, 
tre entitled to take in kind a share of the substances produced from sny Tract hereunder, shail hereafter be entitled to take in kind their 
than of the Unitized Substances alloc tied to such Tract, and Unit Operator shall make deliveries of tuch Royalty than taken in land in 
coatbrmrry with the applicable coratracts. laws and regulations. Settlement for Royalty Interests not taken ia kind ahall ba mad* by Working 
Interest Owoert irapontmla therefore under existing contracu. laws and reguiatioos. on or before the last day of each moan tor Unitized 

îihatrrrirrrTTmirtdrhrrirrf thtt^ hmrerrr. that nothing htrrin rnrsTiinsai shall opsraia lo filiate iha Useees 
of aay land trom their respective leaae obligations for the payment of any Royalty due under their leasee, except that tuch Royalty thail ba 
consented in sccordance with the terms of this Unit Agreernent. 

If gu obtained from land* not subject to this Agreement it introduced into the Unitized Formation for use in pressure rrstintsaauase, 
'"•~> of production, or UKrcsstng ultimata recovery, which ahall be in conformity with a plan first approved by the rnuiinitaawar and 

tha Division a like amount of gaa, lea* appropriate deducnont for loss trom any causa may be withdrawn trom tha formation into which the gaa 
waa introduced, royalty free ss to dry gta. but not to the products extracted therefrom: provided that tuch withdrawal thail be pursuant, to auch 
conditions sad formula aa may he prescribed or spproved by the Comnhaaioner; and Division provided further, that tuch right of withdrawal 
shall terminate on the termrntnon of this sgitemeut. If liquefied petroleum gsses obtained from isnds or fotmataons not subject in thit sgiesment 
be mjected into the Unitized Formsuoo for ths purpose of increasing ultimata recover, which shsll be in cccUormaaca with a plan first approved 
by the Commissioner snd Division; part or all of such liquefied petroieum gases may be withdrawn royaity free pursuant to such cordirinna snd 
formula aa may be prescribed or spproved by the Cornrrqinnryir snd Division. 

Royalty due oa account of State lands shall be computed and paid on th* basis of all Unitized Suhttsnret sllocstnd to such lead*. 

SECTION 17. RENTAL SFTT^fMr-NT. Rentals or rtaninaim royaltiea due on lease* i nmntinail hereto shsll be paid by 
W ~ ^ " f » « t « — iTwitera mtnontihle ihamtbr under esastief cnteraets. I M . ^ . , . . 1 . ^ . r ~-AA-A « W ^ . h i ^ I , . — 4 A . U nnmmmf 

to relieve the Usseee of say isad from their respective leess rtugaabns for psytnentof sny rental or minimtim royaity m lieu thereof diss aoidar 
their leases. Reatsi for lands of the State of New Mexico subject to this sgTeeinea shall be paid at the rate specified in the maunuis leeeee from 
the Stale of New Mexico, or may be paid at the rate specified in the respective leases from the Stale of New Mexico, or may be itdnrad or 
ntrprni^ under order of the Commissioner pursuant to applicable lawa and regulations. 

S E C T I O N 18. C O N S E R V A T I O N : Operations hcrgmvjgrina nmriiigtmn nf llnUirrn -Itihtwncr* thill cWtfft*'''" f wwiid* 

for the moat ecooorntcti and sfficieat recovery of said •ihttanret without waste, aa denned by Stata laws and regulations. The use of fresh water 
in waterflood operationa ia prohibited unless expressly spproved by the Commissioner of Public Lands on the basis of excessive technological 
or finsfwi*1 burden, 

SECTION 19. DRAINAGE: The Unit Operator shall take appropriate and adequate rosasurcs to prevent drainage of Unitized 
Substances from unitized lands by wells on land not subject to this agreernent, or, with corisent of the Corrmussioner sod pursuant to sppticabla 
ICtplaiiOUS. pay a fair and reasonable comptirmmrv royally « . AmimmirmA hy . h . 

SECTION 20. t VAtivrt A NT) CONTRACTS CONFORMED AND EXTENDED: The terms, conditions and provision of ail 
leases, tubleasea and other contracta relating to exploration, drilling, development or operauon for oil or gaa on lands comnanad to this 
agtecmentar* hereby expreaaiy modified and arnended to the extent ncccaaary to make the asms croiiorm to ths proviaiona hereof, but otherwise 
to remsin in full force and affect, and the parties hereto hereby consent that the Commissioner, ss to Stat* leases, shall by his spprovai hereof 
or by the arjprovai hereof by his duly luthortzed representative, does hereby establish, slier, change or revoke the drilling, producing, rental 
minimum royalty and royalty requirements of State ieases committed hereto and the regulations in respect thereto to conform tsid requirements 
to the provisions of thit agreement. Without limiting the generality of the foregoing, ail leasee, mMfirift and contracta are particularly modified 
in accordance with the following: 

(a) The development and operation of lands subject to this agreement under the terms hereof thail be deemed full performance of all 
obligations for development and operation wiih respect to each and every pan or separately owned Tract subject to this agresraent, 
regsrdless of whether there is sny development of sny psnicular psrt or Tract of the Unit Area, notwithstanding anything to the 
contrary in the lease, operating agreement or other contract by and between the parues hereto, or their respective predecessors in 
interest, or sny of them. 

(b) Drilling, producing secondary recovery or enhanced oil operations performed hereunder upon any Tract of unitized lands shall 
be accepted and deemed to be performed upon and for the benefit of each and every Tract of unitized land, and no lease shall be 
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deemed to expire by reason of failure to drill or produce weili lituated on land therein embraced. 

(c) Suspension of drilling or producing operauons on sll unitized Und pursuant to direcoon or consent of the Division and 
Comrrnatioocr or their duly authorized representatives, shall be deemed to constitute such Bisrteiuaoai pursuant to such direction or 
consent aa to each and every Tract of unitized lands. 

(d) Esch lease, sublease, or contract reUting to the exploration, driiiing, deveioprnent or operauoa for oil snd gss wnich by hs terms 
might expire pnor to tec terrmnation of this agteemcnu is hereby extended beyond any such term ao ptovsdad therem. to that n shall 
be nrmiirml in full force and effect for and during the terms of this agreernent. 

(e) Termination of thia agtoeniunt shaii not affect any tease which, pursuant to the terms thereof or any applicable Uwa shall ronrrrsie 
ia fores and affect there* rter. 

(f) Any leas* which is made subject to this agreement shall continue in force beyond the term provided therem as to the land* 
hereto aa loaf aa such lands remain subject hereto. 

(g) Any teas* embracing Unas of the State of New Mexico having only a poruon of itt land couasaaed hereto, shall be segregated 
as te that poruoa rnmtnrrtnri and that not comrnined. and the terms of such lease shall apply separately to such segregated portions 
coramencmg as of the effective data hereof: provided, however that notwrutsuadiag any of the provitaoos of thia srreemees so the 
contrary, such lease shail continue in full force snd effect beyond the term provided therein as to all lands embraced in such lease 
if oil or gss is. or ha* heretofore been discovered in paying calamities on some pan of the land* tmrrtectd ia such leas* ccsansmed 
to thia sgreemeat or, so iong aa a poruon of the Unitized Substancea produced from the Unit Area ta, under the term* of thia 
agreeraeat. allocated to the poruoa of the lands coveted by audi leaae committed to thia agreement, or at any urn* during th* term 
hereof, as to any lease that is thea valid and subsisting and upon which the lessee or the Unit Operator is thea engaged in botssnds 
drilling, reworking, or isrnnritry recovery operations on any pan of the land* embraced in such leaae, thea th* Sam* aa to all land* 
t me raced therein shall remain ia full force ana affect so long aa such opcrsubos are diligently ptoaacmsd, and if they result in the 
production of oil or gaa, aaid lease shall ccotinue in full force and effect ss to ail of tha lands embraced therem. so long thereaner 
aa oil or gaa in paying qiumitirs ia being produced from any portion of said lamia. 

SECTION 21. COVENANTS RUN WITH LAND: The cownama hamin ahall ba cnaaaruii la ha eavaasanta runnmsr with the 
land with respect to the iauresu of the psnies hereto sod their successors io interest iiatil this sgvecaasat tsrmtnssee, snd say gnat, trsnster or 
coevcysnce of interest in land or leaae* aunject hereto shall be and hereby ia coocUtionod upon the iiaiiiyliua of all prrwitgt* and chligilertM 
bsrsnnrlir by th* grantee, trsnsferee. or other succetaor ia interest. No aasigrtmeat or transfer of any Working interest subject hereto ahall be 
blading upon Unit Operator tratu the fimday of thecalenr^ 
or certified copy, of the record insmimrnt of transfer, sad oo aaaiŝ meat or transfer or sny Royaity Interest subject herem shall be binding upon 
the Working Interest Owner responsible tiierefbr until the first day of the calendar month after said Working interest Owner u furnished with 
the original, or tccepuble photosuuc or certified copy, of the recorded instrument of transfer. 

SECTION 22. ej-rtCTTVE DATE AND TERM: This agreernent shall become binding upon each party who executes or 
ratified it ss of the dau of execution or ratification by such party and ahall become effective aa of 7:00 AM. of tha first day of tha raoath next 
following: . 

(a) The execution or ratification of this agreement and the Unit Operating Agree mum by Working Interest Owners having a combined 
Phase U Unit Parhcipatioti of at least eighty-five pcrceat (&5 %), and tha execution or nufication of this sgreemeat by Royalty Owners 
owning a combiasd interest of st lesst seventy percent (70%) of the Phase II Royalty Interest in taid Unit Area; and 

(b) Tb* approval of thia agreement by the Commissioner and the Cnmmittittfi; and 

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

(d) The filing in the office of the County Clerk of Lea County, New Mexico, of a certificate by Unit Operator to the effect that (a), 
(b) and (c) above have been accomplished, and Mating the effective dau hereof: 

and provided, further, that if (s), (b), (c) and (d) above are not accorrp tithed on or before .September 30 . 1996 this 
agreement shall terminate ipso facto on said dau (hereinafter called "termination date") snd thereaner be of no further force or effect, unless 
prior therein this agreernent has been executed or nufied by Working interest Owners having a combined Phase II Unit Participauoa of at least 
sixty-five percent (65%) and the Working Interest Owners having a combined Phase • Unit Participation of at least eighty percent (80%) 
cornroiiled to this sgreement have decided to extend said terrmnauon date for a period not to exceed one (1) year (hereinafter called "extended 
termioauon dau"). If laid termination dau ia so extended snd (s), (b), (c) snd (d) shove are not accomplished on or before said extended 
termination dau this agreernent thail terminate ipso facto on aaid extended termination dau and thereaner be of no runner force or effect. 
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The term oi this sgtwisuut thail be for and during the lime thai U tutized Substances arc produced in paying quantities from the Unit 
Area and aa fong thereafter ti diligent drilling, reworking or other operations (including tecondtry recovery operaaooal are proaecuted thereon 
without ceaaation of mora than ninety (90) consecutive daya, and aa long thereaiter aa Unitized Subtuncaa ere produced at atoreetid, unleaa 
sooner termrnaiad by Working interest Owners in the manner hereinafter provided. 

Thia tgrccment may be terminated at any time with the approval of the Commissioner by Working interest Owners having at least 
ninety percent (90%) Phase a Unit Participation, aa determined from Exhibit 'CV Notice of such termination shall be given by Unit Operator 
to all parues hereto. 

Unit Operator ahall within thirty (30) days after the termination date of this agreement, file for record ia the office where a counterpart 
of this agreerasat ia rec ceded, a certificate to the effect that this agreement baa terminated according to its terms and stating further the 
tcrrrmvelion data. 

If not otherwise covered by the leases unitized under this agreement, Royshy Owners hereby gram Working Interest Owners t period 
of six (6) raonths after termmauon of this agreement in which to salvage, sell, distribute or otherwise dispose of the persons! property and 
ffHIhif* used ia counecuoa with Unit Operations. 

SECTION 23. APPEARANCES: Unit Operator shsll have the right to ippear for or on behalf of any and all iriiereats affected 
hereby before the rnmmitttontr snri the Commission and to appeal from any order issued under the rules and regulations of the ri iiiiiiBiMtner 
or the Comahassoa or to apply for relief from any of said rules snd regulstions or in any proceedings reisnvs to opersuons before the 
ri iiiimiiiinuer or the rnniiisittnii, or any other legally constituted authority; provided, however, that any other iraereaud party shall also have 
the right at hit or iu own axpeaae to be heard in any such proceedings. 

SUCTION 24. Nui i m : All notices, rlrmenrls, objections or ststenarnts required hereunder to be given or rendered to the 
parties hereto shall be aiinus fully given if made in writing and personally delivered to the party or psrues or seat by postpsid certified mail 
tddretted to tuch party or psrues et their respective sddresses set forth in cormecubn with the lignamrea hereto or to the ratification or consent 
hereof or lo tuch other address ss say such pstty or psrues rosy hsve tarnished in writing to the psrty tending the nouce, demand or sutsrosat. 

SECTION 25. NO WAIVER OP CERTAIN RIGHTS: Notfting in thia agreement -r>Mmî i shall be coaatrued ss s werver by 
say party hereto of the right to assert any legal or coostmmbnsi right or defease as the validity or invsiidity of say Isw of ths StaU whereia ssid 
unitized Unas srs located, or ruiea or regulations issued thereunder in say way aftectiag such party, or as s waiver by say tuch parry of sny 
right beyond hit or iu authority to waive; proviclecU however, thil earn psrty hertan covsnsrss that cUirmg u^ existence of this tgrtseaant airh 
party will not resort to say action at Uw or ia equity to paithioa tha Unit Area or tha facilitiss used in th* development or operation hereof snd 
ta that extent waives the beaetka of alt law* amhorrzing tuch psnitioo. 

SBC I ION 26. LOSS OP TTTLE: In tha event that any Tract ceases to hsve sufficient Working Interest Owner* committed to 
this tgrtwrneni lo meet the cooditioos of Sectioa 13, Trscu Qualified for Unit Participation, because of fsilure of title of aay party hereto, tuch 
Tract thail be sioocasucslly regarded aa not rotrrntmed to tliis tgreerneat effective aa of 7:00 AM. on the first day of tha calendar rooath in 
which the fsilure of utle is finally detsrrntned: provided, however, that such Tract shall act be to regarded if said Tract can be requaiified for 
tdhussioa under Sectioa 13 whhia ninety (90) days after the dau oa watch such title failure wee finally determined. 

If lay such Tract cannot be ao requahfied. Unit Operator ahall revise the schedule previously filed with tha Conmussiooer letting 
forth tha Tracu rntrmtmad hereto, and Unit Operator thail revise Exhibit *C* to thaw the tracu in tha Unit Area that remain cornmhud hereto 
ind the Tract Participation of each of aaid Tracu. which revtaed Tract Participation ahall be "'--vNtftd sad determined on the bssis that the Tract 
Participation thail be rtlmltierl and determined oa the baeia that the Tract Participation of each of said Tracu ahall remain in the tame ratio 
on* to the other. Copies of the revised schedule and exhibit shall be filed wnh tJuCoaasassibnerand same thail be effective at of 7:00 AM. 
oa the first day of the rtienritr inooth ia which tuch fsilure of title is finally determined. 

If utle to a Working Interest Mils, the righu snd obligstions of Working Interest Owners by reason of such failure shall b* governed 
by th* Unit Operating Agreetnent. If title to a Royalty Interest fails, but the Tract to which it relates rematna commuted to this sgraenstnt, the 
pany whose title tailed shall not he entitled to participate hereunder into tar aa iu parucipauon it baaed on such tost Royalty Interest. 

Ia th* event of a dispute aa to the title to any Working Interest or Royaity Interest subject hereto, payment or delivery oa sccount 
thereof may be withheld without liability or tnterest until the dispute ia finally settled: provided, that aa to tha Stale land or Iciest, no payments 
of funds due the State of New Mexico ahall be withheld, but such funds shell be deposited ss directed by the Commissioner to be held as 
unearned money pending final settle mem of title dispute, sad then applied as earned or returned in accordance with such final scnlement, 

Unit Operator, at tuch, ia relieved from any responsibility for sny defect or fsilure of sny titie hereunder. 

SECTION 27. NONJOINDER AND SUBSEQUENT JOINDER: As the objective nf this Unit Agreement is to hsve lands in 
the Unit Area operated and entitled to parucipauon under the terms hereof, it is agreed that, nc>rwithtuading anything else herein, no joinder 
shall be considered a commhtnent to this Unit Agreement unlets the Tract involved is qualified under Sectioa 13 hereof, Tracu Qualified for 
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Unit Psrticrpsuon. Joinder in the Unit Agreement toy a Working interest Owner, at any ume must be acccmmanied by appropriate fotnder to the 
UoJt OpereUng Agreement in order for the interest to be regsrded ss effectively committed to this Unit AgtBCuatat. Joinder by any owner of 
s Royaity Interest, at any time roust be accornpsmed by appropriate joinder by the owner of the correspceiding Workizif imerest in order for 
tha interest to be retarded aa coiritrimnd hereto. 

Any oii or gas tnterest in the Unitized Fonnanon in iands within the Unit Area not committed hereto prior to final approval of this 
agreement by the Cnmmitiiraaat may thereafter be rornrnrnrrl hereto upon cornpiiance with the appiicabw provtsioos of Section 13, Tracu 
Qualified for Unit Particinataoo, hereof, within s penod of two Q.) rnonrhs thereaiter. on the asms basis of parocipenoo as provided for in Section 
12, Tract Participauoo, and set forth in Exhibit " C , hy i«« rmm^r^ o»^>^^-«-- t--.i.-.T 1>^ ny-T ^—^-.^in Trrirrrnj tn Thia aginaiiteiai aisl. 
if tha interest is a Working Interest, by the owner of auch interest subscrihing also to the Unit Operating Agreement, 

It la tinderatnod and agreed, however, that after two (2) moetha trom the effective date hereof, the right of subseouem joinder ss 
provided in this Section shall be tubaact to auch rcmiiremeou or approvals and on auch baaia aa may be agreed upon by Wotting Interest Owasrs 
having a combined Phase Unit Parnctnation of not leas than ninety percent (90*), provided that th* Tract Participation of each ptavWsssly 
coromtoed Tract shsll rsmem in the same ratio one to the other. Suchjoinder by a Working interest Owner muat be evidenced hy hs sTsnaion 
III iiiifiriiinti nf mil Unit i*i|isam*rt tnrl the Unit frpsrsting fifrrrmsni *iiirh jniialsi li> a ITnyalii Ownei naisl ha siiilsia stilly its eieiiiaiias 
or rstifiraiion of this Unit Agreement and muat be consented to in writing by th* Wotting Interest Owner rtaponaitjla for ths payraeat of any 
beastuta that may accrue hereunder in behalf of tuch Royalty Owner. Except as may be outerwise herem provided, auhta oners joinders shall 
be effective st 7:00 AM. of the first day of tha roooth foUowing the filing with the riiiiaiiiiiiniai of duty sxscuted 4-r—rr—iti niiiiinrr to 
esuhlith affective r nntrnarnint iinlits ressnnahl*objection to such joinder by the Cornnusaaooer is duly made within sixty (60) day* after suck 
filing. NotwithMending say of the provtsioas to the contrary, all cornnmmeau of Slats of New Mexico land muat be approved by the 

SECTION 28. COUN I fcxPARTS: This sgreemeat msy bs executed in say rsimber of cottnteiparts. no one of which needs 
to be executed by all parues sad msy be ratified or rnnsenieri to by separate inarurneat ia writing tpecifically referring hereto, sad shall be 
btadjagupooau thorn parties wb̂  
had tigoed tha tame dbniment, and regardless of wtiethcr or not tt is executed by sll other psrues owning or claiming aa interest ia the Isada 
within the above dtstribsd Unit Area. 

S B C r i U N 29. JOINDER C O M M I T M E N T : Exectttioa aa tiauwm ptrwinW hy any pany « n W aa a Wnririny Interest Owaatr 

or as s Royaky Owner shall cocomal all utsresu that may be owned or cortmiled by such psrty. 

SBCTION 30. TAXES.: Each party hereto shall, for hs owa account, reader and pay iaa share ofany taxes levied sgsinst or 
intfired by the amount or value of the Unitized Substances produced from the uaitizsd land; provided, however, that if it U reesnred or if h 
he eetenroned that th* Una Operator or the severe! Worich^ 
tt is hereby expressly sgreed that the panic* so psying or advancing ssid tsxee shsll be reiasbursed therefor by the psrues hereto, iacaadiag 
O ^ t r y nunmrm. who may he rasttat-shte for taxes on their isapaatttve allocate a h . - ~ f . . M ir„i.:,~4 ~ - —4. .hall h . ahagprf 

to the Slat* of New Mexico, or to say lessor who haa a contract with a leaae* which requires his lessee to nay such taxes. 

SECTION 31. PERSONAL PROPERTY EXCEPTED: All lea— and well squipm—, rn.tari.le m*A «ttw facilities hart̂ mre 
or hereafter place by any of the Working interest Owners on tha Unas covered hereby ahall be deemed to be sad shall remaia personal property 
belonging to and may be removed by the Working Interest Ownsn. Tha righu and interest therem ss aasaag Working Interest Owasrs ar* 
covered by the Unit Opcrsuag Agitcuiaiat, 

SECTION 32. NO PARTNERSHIP: The duties, obligations sad liabilities of the psrues lisreto sre traumded to be several sad 
not joint or collective. This agieerosat is not uvsnrierl to create, and shall not be construed to create, aa itrrrpitHî  or trust, or to impose a 
psnnerthip duty, obligation or liability with regsrd to say one or more of ths partiea hereto. Each party hereto shall be inĉ vidually rcspnntails 
for iu own obligations as herem provided. 

SECTION 33. CORRECTION OF ERRORS: It is hereby agreed by ill parties to thia ijreimant that Unit Opentor is 
empowered to correct any mathematical or clerical errors which may exist ia the pemneat exhibiu to this agre*raeoB provided, bjjwever, that 
correction of any error other than mathemaucai or clerical shall be made by Unit Opentor only after first having obtained approval of Working 
Interest Owners having a combined Phase II Unit Participauoa of fifty percent (50X) or more and the Commissioner. 
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of WITNESS WHEREOF, ID* •« surra casts* itus aa las of to* i 

OWRATOR SHAHARA O I L CDRPOFaTTDTJ 

ATTEST: 
BY: 

Osaas 

Perry LL HughesW President 

ONTT OPERATOR AWnWQWQfio PITEREST OWNER 

ATTEST: Ogden Sharon Hudnall 

BY: t^JL JA^fAJr, ^tJZu4 
Address: " 703 Fir«T- P l a r P 

T y l a r , TX 75702 

ATTEST: 

Dsas: 

Ogden Sharon Hudnall Trust No. 2 

703 F i r s t P l a c e 

ATTEST: 

ATTEST: 

Date: 4i^4-l<ik 

Date: ^ n / ^ j , 

Date: I 

Date: j/xif/G ?j 

*Conditionally 
executed subject 
to l e t t e r dated 
A p r i l 16, 1996. 

A» 

*Lometa Anne Cox 

BY: ^ * r - r ^ , < r f a - . „ /ML 

*Lometa Hudnall Cox Trust No. 2 

By r y ^ - r ^ f r ri/aJ^A^ 00 6 y 
Address: 700 Fi r s t Place 

Tyler, TX 75702 

Ogden Sharon Hudnall,Trust No. 2 

tee 

Ogden^haron Hudnall Trust No. 2 

Tony K.'. Morgan, ^Trustee 

* Lomet£ Hudnall Cetx Trust No. 2 

Sam Roosth, Trustee 



EXHIBIT A 

Section 16, Township 17 South, Range 33 East N.M.P.M. 

Lea County, New Mexico 
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Tract No. 3 
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Tract No. 

Tract No. 2 
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SUMMARY OF UNIT OWNERS AND AMOUNTS (NRI) 

State of New Mexico .1250000 RI 

Phillips Petroleum Company 
A.L. Andree 
Perry L. Hughes 
Petco Ltd. 
Curtis McBroom 

.0571797 ORI 

.0080664 ORI 

.0199376 ORI 

.0087227 PP 

.0007465 ORI 

Ogden Sharon Hudnall 
Lometa Hudnall Cox 
Ogden Sharon Hudnall Trust No. 
Lometa Hudnall Cox Trust No. 2 
Shahara O i l Corporation 

.0093311 WI 

.0093311 WI 

.0093311 WI 

.0093311 WI 

.743Q237 wi 

1.0000000 
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A.A.P.L FORM 610 - MOniM. POKM OPIiRATINCi AC.RF.EMENT - 1989 

I OPERATING AGREEMENT 
1 Tl IIS AGREEMENT, entered i.,t«> by and between SHAHARA O I L C O R P O R A T I O N > 

3 hereinafter designated niul referred KI as 'Operator,'' and the signatory party or parties oilier than Operator, sometimes 
i licrcinnftcr referred ID individually as "Non-Operator." and collectively as "Non-Operators." 
5 WITNESSETH: 

6 WHEREAS, the parties to this agreetnent are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A." and (he parties hereto have reached an agreement to explore and develop these Leases and/or Oil 
H and Gas Interests for the production of Oil and Gas to the extent and as licrcinnftcr provided, 

9 NOW, THEREFORE, it is agreed as follows: 
10 ARTICLE I . 
11 DEFINITIONS 

I 2 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 

I 3 A. The term "AFE/" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 

14 estimating the costs to be incurred in conducting an operation hereunder. 

15 IV The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 
16 and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 
17 and prtxluction testing conducted in such operation. 
18 C. The term "Contract Area" shall mean all of the lands. Oil and Gas Leases and/or Oil and Gas Interests intended to be 
IV developed and operated for Oi 1 and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas 

20 Interests are described in Exhibit "A." 
21 I). The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below the deepest 
22 Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 
23 lesser. 
1\ E. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the 
IS tost of any operation conducted under the provisions of this agreement. 
2d V: 'Flic term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal 
27 body having authority. If a Drilling Unit is not fixed by any such rule or order, a Driiiing Unit shall be the drilling unit as 
28 established hy the paticrn of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 
29 Ci. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas interest on which a proposed well is to be 
30 located. 
31 H. The term "Initial Well" shall mean the well required to be drilled by the parties hereto as provided in Articie VI.A. 

32 I . The term "Non-Consent Well" shall mean a well in which less than all parties have conducted an operation as 

33 provided in Article VI.B.2. 
34 J. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate in a 
35 proposed operation. 
36 K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 
37 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is 
38 specifically stated. 
39 I - The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying within the Contract Area which are owned by parties to this agreement. 
41 M. The terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oil and gas leases or interests therein 
42 covering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
43 N. The term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order ro attempt a 

44 Completion in a shallower Zone. 
45 O. The term "Recompletion" or "Recomplete" shal] mean an operation whereby a Completion in one Zone is abandoned 

46 in order to attempt a Completion in a different Zone within the existing wellbore. 

47 P. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure, 

48 restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include, but 

49 arc not limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking, 

5(1 Deepening, Completing, Recompleting, or Plugging Back of a well. 

51 Q. The term "Sidetrack" shall mean the directional control and intentional deviation of a well from vertical so as to 

52 change the bottom hole location unless done to straighten the hole ot to drill around junk in the hole to overcome other 

53 mechanical difficulties. 

54 R. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gas separately producible from any other common accumulation of Oil and Gas. 
56 Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person" includes 
57 natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter. 
58 ARTICLE I I . 
59 EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
61 ^ A. Exhibit "A," shall include the following information: ?V' 
62 (1) Description of lands subject to this agreement, 
63 (2) Restrictions, if any, as to depths, formations, or substances, 
64 (3) Parties ro agreement with addresses and telephone numbers for notice purposes, 'jV (: 
65 (4) Percentages or fractional interests of parties to this agreement, ' . ' j ! 
66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement, , j 
67 (6) Burdens on production. j-L 
68 B. Exhibit "B," Form of Lease. 
69 <~ Exhibit "C," Accounting Procedure. l i y 1 . f \ - j \ 
70 D. Exhibit "D," Insurance. (Jf f . ' . " " i ) ; ] 
7t E. Exhibit "E," Gas Balancing Agreement. V«s/ 
72 F. Exhibit "F," Non-Discrimination and Certification of Non-Segregated Facilities. S^^^rifl^Xji. 
73 G. Exhibit "G," Tax Partnership. " ' •' '•^••'i 

Other* '""'fi f>*"* -.ii'M'fo.t vi.ntn<i •'<. 
" — — — — — — — — — ^ — ^ — — — ^ ^ ^ _ A n - f f i » i A i ' r * v l " i - , n ( r . ' f * ! - i ' . IwvWi. 

- 1 -
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1 If any provision of any exhibit, except Exhibits "E," "F" and "G," is inconsistent with any provision contained in 
2 the body of this agreement, the provisions in the body of this agreement shall prevail. 
3 ARTICLE III. 
4 INTERESTS OF PARTIES 
5 A. Oil and Gas Interests: 
6 If any parry owns an Oil and Gas Interest in the Contraa Area, that Interest shall be treated for all purposes of this 
7 agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B," 
8 and the owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder. 
9 B. Interests of Parties in Costs and Production: 

10 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne 
11 and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their 
12 interests are set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the 
13 Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. 
14 . . . . 
15 
16 
17 
18 
19 

20 Operator shall pay or deliver, or cause to be paid or delivered, all burdens on production, 
2 1 specifically including any royalty, overriding royalty or production payment(s). 
23 
24 
25 
26 No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party's 
27 lessor or royalty owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher 
28 price basts, the party contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 
29 Nothing contained in this Article III.B. shail be deemed an assignment or cross-assignment of interests covered hereby, 
30 and in the event two or more parties contribute to this agreement jointly owned Leases, the parties' undivided interests in 
31 said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 
32 C. Subsequendy Created Interests: 
33 If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security 
34 for the payment of money, or if, after the date of this agreement, any parry creates an overriding royalty, production 
35 payment, net profits interest, assignment of production or other burden payable out of production attributable to its working 
36 interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Further, if any party has contributed 
37 hereto a Lease or Interest burdened with an overriding royalty, production payment, net profits interest, or other burden 
38 payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A," such 
39 burden also shall be deemed a Subsequently Created Interest to the extent such burden causes the burdens on such party's 
40 Lease or Interest to exceed the amount stipulated in Article III.B. above. 
41 The party whose interest is burdened with the Subsequently Created Interest (the "Burdened Party") shall assume and 
42 alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless the other 
43 panics from and against any liability therefor. Further, if the Burdened Party fails to pay, when due, its share of expenses 
44 chargeable hereunder, all provisions of Article VII.B. shall be enforceable against the Subsequently Created Interest in the 
45 same manner as they are enforceable against the working interest of the Burdened Party. If the Burdened Party is required 
46 under this agreement to assign or relinquish to any other party, or parties, all or a portion of its working interest and/or the 
47 production attributable thereto, said other party, or parties, shall receive said assignment and/or production free and clear of 
48 said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or 
49 parties, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest. 
50 ARTICLE IV. 
51 TITLES 
52 A. Tide Examination: 
53 Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and, 
54 if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire 
55 Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working 
56 interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contributing 
57 Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 
58 all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of 
59 charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the 
60 examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 
61 by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in 
62 procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty 
63 opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the;Drilling 
64 Parties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such 
65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other'personnel 
66 in the performance of the above functions. ^ j, | 
67 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in 
68 connection with Leases or Oil and Gas Interests contributed by such parry. Operator shall be responsible for the preparation 
69 and recording of pooling designations or declarations and communitization agreements as well as the conduct of hearings 
70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessary;or. appropriate to 
71 the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf ar~ sucn'hearings. 
72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings before gpyegimcntal 
73 agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direct 'I 
74 charges to the joint account and shall not be covered by the administrative overhead charges as provided in Exhibit„,"£." „; 
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1 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
2 functions. 
3 No well shall be drilled on the Contraa Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has 
4 been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by 
5 all of the Drilling Parties in such weiL 
6 B. Loss or Failure of Title: 
7 1. Failure ot Title: Should any Oil and Gas Interest or Oil and Gas Lease be lost through failure of title, which results in a 
8 reduaion of interest from that shown on Exhibit "A," the party credited with contributing the affected Lease or Interest 
9 (induding, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title 

10 failure to acquire a new iease or other instrument curing the entirety of the titie failure, which acquisition will not be subjea 
11 to Article VIH.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas 
12 Leases and Interests; and, 
13 (a) The parry credited wirh contributing the Oil and Gas Lease or Interest affeaed by the title failure (including, if 
14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from 
15 Operator or the other parties any development or operating costs which it may have previously paid or incurred, but there 
16 shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
17 (b) There shall be no retroaaive adjustment of expenses incurred or revenues received from the operation of the 
18 Lease or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall be revised on an acreage 
19 basis, as of the time it is determined finally that title failure has occurred, so that the interest of the party whose Lease or 
20 Interest is affected by the titie failure will thereafter be reduced in the Contract Area by the amount of the Lease or interest failed; 
21 (c) If the proportionate interest of the other parties hereto in any producing well previously drilled on the Contraa 
22 Area is increased by reason of the title failure, the party who bore the costs incurred in connection wirh such weil attributable 
23 to the Lease or Interest which has failed shall receive the proceeds attributable to the increase in such interest (less costs and 
24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 
25 attributable to such failed Lease or Interest; 
26 (d) Should any person not a party to this agreement, who is determined to be the owner of any Lease or Interest 
27 which has failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid 
28 to the parry or parties who bore the costs which are so refunded; 
29 (e) Any liability to account to a person not a party to this agreement for prior produaion of Oil and Gas which arises 
30 by reason of title failure shall be borne severally by each parry (including a predecessor to a current party) who received 
31 produaion for which such accounting is required based on the amount of such produaion received, and each such parry shall 
32 severally indemnify, defend and hold harmless all other parties hereto for any such liability to account; 
33 (0 No charge shall be made to the joint account for legal expenses, fees or salaries in conneaion with the defense of 
34 the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its tide 
35 it shall bear all expenses in connection therewith; and 
36 (g) If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an 
37 interest in the wellbore of any well or wells and the produaion therefrom, such party's absence of interest in the remainder 
38 of the Contraa Area shall be considered a Failure of Title as to such remaining Contraa Area unless that absence of interest 
39 is reflected on Exhibit "A." 
40 2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
41 payment, minimum royalty or royaity payment, or other payment necessary to maintain all or a portion of an Oil and Gas 
42 Lease or Interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary 
43 liability against the parry who failed to make such payment. Unless the party who failed to make the required payment 
44 secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure to make 
45 proper payment, whkh acquisition will not be subjea ro Article VULB., the interests of the parties reflected on Exhibit "A" 
46 shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the party 
47 who failed to make proper payment will no longer be credited with an interest in the Contraa Area on account of ownership 
48 of the Lease or Interest which has terminated. If the party who failed to make the required payment shall not have been fully 
49 reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest, 
50 calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or Interest, 
51 it shall be reimbursed for unrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole 
52 previously drilled or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
53 (a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease 
54 burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or 
55 Interest, on an acreage basis, up to the amount of unrecovered costs; 
56 (b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed 
57 to make payment, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafter produced and 
58 marketed (excluding produaion from any wells thereafter drilled) which, in the absence of such Lease or Interest termination, 
59 would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties 
61 in proportion to their respective interests reflected on Exhibit "A"; and, "̂ T 
62 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner 
63 of the Lease or Interest lost, for the privilege of participating in the Contraa Area or becoming a parry to this agreement. 
64 3. Other Losses: All losses of Leases or Interests committed to this agreement, other than those set forth iri.Artides 
65 IV.B.l. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests shown on 
66 Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 
67 express or implied covenants have not been performed (other than performance which requires only the payment oî money), 
68 and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shall be no 
69 readjustment of interests in the remaining portion of the Contraa Area on account of any joint loss. ' "\ 
70 4. Curing Title: In the event of a Failure of Title under Article IV.B.l. or a loss of title under Article IV.B.2. above, any 
71 Lease or Interest acquired by any party hereto (other than the party whose interest has failed ot was lost) dunnĝ meAtunety 
72 (90) day period provided by Artide IV.B.l. and Article IV.B.2. above covering all or a portion of the interest tiM^jijrefailed 
73 or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Artide VIILB. 
74 shall not apply to such acquisition. 

- 3 -
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1 ARTICLE V. 
2 OPERATOR 
3 A. Designation and Responsibilities of Operator: 
1 SHAHARA O I L CORPORATION shall be the Operator of the Contract Area, and shall conduct 
*> ami direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits of 

') this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 
7 not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance 

H with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 
Non-Operators with authority tn bind them to any obligation or liability assumed or incurred by Operator as to any third 

10 party. Operator shall conduct its activities tinder this agreement as a reasonable prudent operator, in a good and workmanlike 

11 manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 
12 regulation, but in no event shall it have arty liability as Operator to the other parties for losses sustained or liabilities incurred 
I 3 except such as may result from gross negligence or willful misconduct. 

14 B. Resignation or Removal of Operator and Selection of Successor: 
15 I . Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
If> If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 
17 serving as Operator, 0|->crator shall lie deemed to have resigned without any action by Non-Operators, except the selection of a 
18 successor. Operator may be removed only for gtxxi cause by the affirmative vote of Non-Operators owning a majority interest 
19 based on ownership as shown on Exhibit "A" remaining afcer excluding the voting interest of Operator; such vote shall not be 
20 deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 
21 Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an 
22 operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause" shall 
23 mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 
21 operation contained in Article V A. or material failure or inability to perform its obligations under this agteement. 
25 Subject to Article Vlf . I ) . I . , such resignation or removal shall not become effective untii 7:00 o'clock A.M. on the first 
2d day of the calendar month following rhe expiration of ninety (90) days after the giving of notice of resignation by Operator 
27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 
28 Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name or structure of Opetator or transfet of Operator's intetest to any single 
30 subsidiary, patent or successor corporation shall not be the basis for removal of Operator 
31 2. Selection of Successot Opetatot: Upon the resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 
33 interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be seleaed by the 
34 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A"; 
35 provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 
3d succeed itself, the successor Opcratot shall be selected by the affitmntive vote of the patty or parties owning a majority 
37 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting intetest of the Operator that was 
38 retnoved or resigned. Tlic former Operator shall promptly deliver to the successor Operator all records and data relating to 
39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 

41 account. 
42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
43 resigned without any action by Non-Opetators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has eleaed to rejea or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Opetator as a debtor in 
47 possession, or by a trtistee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 

48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 

49 require the approval of two (2) or more patties owning a majority interest based on ownership as shown on Exhibit "A." In 

50 the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 

51 operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 

52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 
53 committee without tegard for their interest in the Contract Atea based on Exhibit "A." 

54 C. Employees and Contractors: 
55 The number of employees or contractors used by Operator in conducting operations hereunder, their seleaion, and the 
56 hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 
57 contractors shall be the employees or contractors of Operator. 
58 D. Rights and Duties of Operator: 
59 I . Competitive Rates and Use of Affiliates: AH wells drilled on the Contract Atea shall be drilled on a competitive 
60 contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in 
6t the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of sucA-charges 
62 shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by 
63 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 
64 who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 
66 standards prevailing in the industry. jit,: 

67 2. Discharge of foint Account Obligations: Except as herein otherwise specifically provided. Operator shall projmp'tly pay 
and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall 68 

69 
70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and(cfyarges *nd (iredits 
71 
72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and pay**rjle^ll£cct(jjnts 
73 of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied oh,' tb' dt iA'"' 
74 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free from, 

charge each of the parties hereto with their respective proportionate shares upon the expense basis provided Ji} Exhibit "C" 
Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred andlcliarges in<\ Credits 
made and received. Q-'A-jL 

. A . 
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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. 
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 Operator, either for the conduct of operations hereunder or as a result of the saie 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 delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Article VTI.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship 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 tor 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, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 
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 limitation, meter and chart reports, produaion purchaser statements, run tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the produaion 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 Exhibit "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 notices, reports or applications 
25 required to be filed by local. State, Federal or Indian agencies or authorities having jurisdiaion 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, including 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 operations are commenced. 
31 (b) Operator wiil send to Non-Operators such reports, test results and notices regarding die progress of operaoons on the weil 
32 as the Noa-Operaton shall reasonably request, inch iding, but not limited to, dairy drilling reports, completion reports, and well logs. 
33 (c) Opeator shall adequately test 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 or tests conducted 
33 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs 
37 incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shail not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times 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 tinder said compensation laws in whkh event the only charge that shall be made to the joint account 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 pan hereof. Operator shall require ail contractors engaged in work on 
44 or for the Contract Area to comply wirh the workers compensation law of the state where the operations are being conducted 
45 and ra maintain such other insnranrr- as Operator may require. 
46 In the event automobile liability insurance is specified in said Exhibit "D,~ or subsequently teceives the approval of the 
47 parties, no direa charge shail be made by Operator for premiums paid for such i r j — - - ~ for Operator's automotive 
48 equipment. 

49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 

69 B. Subsequent Operations: ;y*; 
70 1. Proposed Operations: If any patty hereto should desire to drill any well on the Contraa Area other than the.Imtjni WeU, or 
71 if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a weU no tonga .cafj 
72 producing in paying quantities in which such parry has not otherwise relinquished its interest in die proposed objj 
73 this agreement, the party desiring to drill. Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give written 
74 notice of the proposed operation to the parties who have not otherwise relinquished their interest in such. . ob)ecmc . Zone 

ARTICLE VI. 

DRILLING KSD DEVELOPMENT 
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! under ftits agreement and to all other pvtrtirs in the case of a proposal for Sidetracking or Deepening, specifying the work to be 
.' performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parties to whom such a 
( notice is delivered shall have thirty (M)) days after receipt of (he notice within which to notify the party proposing to do the work 
i whether rhry elect to participate in the o>st cif the proposed operation. If a drilling rig is on location, notice of a proposal ro 
"> Rework, Sidetrack, Hccnmpleie, I'lnt; Hack or l)er|>eii may lie given by telephone and the response period shail be limited to forty-

i> eight ( IH) hours, exclusive of Saturday. Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply 
/ within the period alxivc fixed shall constitute an election hy that party nor fo participate in rhe cost of the proposed operation. 
H Any prci'msal bv a patty to conduct an opct ation conflicting with the of K-ration initially proposed shall be delivered to all parties 
9 within the time and in the manner provided in Article VI.0.6. 

10 If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be 
I I contractually committed to participate (herein provided such operations arc commenced within the time period hereafter set 
12 forth, and Operator shall, no larer than ninety (90) clays after expiration of the notice period of thirty (30) days (or as 
I 3 promptly as practicable after (he expiration cif the forty-eight ('IH) hour period when a drilling rig is on location, as the case 
11 may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 
I") the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 
16 by Operator to the other parries, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 
I 7 additional time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of-
IH way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 

19 acceptance. If the actual operation has not been commenced within the time provided (including any extension thereof as 
20 specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto still desires to conduct 

21 said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior 
22 proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or 
2\ Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation, 
21 reimburse the Drilling Parties in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance 

25 with Article VI.II.5. in the event of a Sidetracking operation. 

26 2. Operations by Less Than All Parties: 
27 (a) Determination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.l. or 
28 VI.Cl. (Option No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this 
29 Article, the party or parties giving the notice and such other parties as shall elect to participate in the operation shall, no 

30 later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable aftet the 

31 expiration of the forty-eight ('18) hour period when a drilling rig is on location, as the case may be) actually commence the 
32 proposed operation and complete it with clue diligence. Operator shall perform all work for the account of the Consenting 
33 Parties; provided, however, if no drilling rig or other equipment is on location, and if Opetator is a Non-Consenting Patty, 
34 the Consenting Parties shall cither: (i) request Operator to perform the work required by such proposed operation for the 
35 account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The 
36 rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party 
37 designated as 0|-erator for an operation in which the original Operator is a Non-Consenting Patty. Consenting Patties, when 
3R conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and conditions of this 

39 agreement. 
40 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the 
41 applicable notice period, shall advise all Parties of the total interest of the parties approving such operation and its 
42 recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, 
43 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the 
44 proposing party of its desire to (i) limit participation to such party's interest as shown on Exhibit "A" or (ii) carry only its 
4"> proportionate part (determined by dividing such party's interest in the Contract Area by the interests of all Consenting Parties in 
46 the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 
47 Non-Ginsenting Parties' interests together with all or a portion of its proportionate part of any Non-Consenting Parties' 

48 interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a 

49 Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its 

50 proposal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the event a 
51 drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 
52 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, at its election, may 
53 withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within ten (10) 

54 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period. 
55 If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notjfy the Consenting Parties 

56 of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the 
57 period provided in Article VI.B.L, subject to the same extension right as provided therein. 
58 (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be 
59 lx>rnc by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding 
60 paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
61 encumbrances of every kind created hy or arising from the operations of the Consenting Parties. If such an operation results 
62 in a dry hole, then subject to Articles VI.B.6. and VI.E.3-, the Consenting Parties shall plug and abandon the well atii restore 
63 the surface location at ihcir sole cost, risk and expense; provided, however, that those Non-Consenting Parties that 
64 participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate 
65 shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not 
66 increased by the subsequent o|>crations of the Consenting Parties. If any well drilled. Reworked, Sidettacked, ijjeipened, 
67 Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/dr Gas in 
68 paying quantities, the Consenting Parties shall Complete and equip the weil to produce at their sole cost and risk]'and the 
69 well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the 
70 expense and for the account of the Consenting Parties. Upon commencement of operations for the (jr^ling', rteivorking, 
71 Sidetracking, Recompleting. Deepening or Plugging Back of any such well by Consenting Parties in accordance with the 
72 provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting: Paxties(?ttld the 
73 Consenting Parties shall own and be entitled to receive, in proportion to their respective interests,''all Of Such' Nor!-'' 
74 Consenting Party's interest in the well and share of production therefrom or, in the case of a Rejtyorktng.lSicJetracicing^ 

r. 
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1 Deepening, Recompieting or ('lugging Rack, or a Completion pursuant to Articie VI.C.l. Option No. 2, all of such Non-
2 Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect 
\ ui participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the weil, or 
1 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 

5 loyalty, overriding royalty and other interests not excepted hy Article III.C. payable out of or measured hy the production 

6 from such well accruing with respect to such interest until it reverts), shall equal the total of the following: 

7 (i) 3 00 % of each such Non-Consenting Party's share of the cost of any newiy acquired surface equipment 

8 beyond the wellhead connections (including but not limited to stock tanks, separators, trcaters, pumping equipment and 

piping), plus 100% of each such Non-Consenting Party's share of the cost of operation of the well commencing with first 

10 pnximtion and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under othet 

11 provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that 
12 interest which would have been chargeable to such Non-Consenting Party had ir participated in the well from the beginning 

13 of the operations; and 
M (ii) -1 % of (a) that portion of the costs and expenses of drilling. Reworking, Sidetracking, Deepening, 
15 Plugging Hack, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VIH.C, 
Id and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections), 
17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 
IR Notwithstanding anything to the contrary in this Article VLB., if the well does not reach the deepest objective Zone 
19 dcscriljctl in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable 
20 substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each 
21 Non-Consenting Party who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 
22 shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
23 Consenting Party shall have the option to participate in the initial proposed Completion of the well by paying its share of the 
24 cost of drilling the well to its actual depth, calculated in the manner provided in Article VI.B.4. (a). If any such Non-
25 Consenting Party docs not elect to participate in the first Completion proposed for such well, the relinquishment provisions 
2f> of this Article VI.B.2. (b) shall apply to such party's interest. 
27 (c) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or 
28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 

29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full 

30 recovery hy the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 

31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking 
32 operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at 
.33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the 
35 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 300 % of 
36 that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is 
38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 

39 Parties in said well. 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Parry's 
41 share of production, or the proceeds therefrom, Consenting Patties shall be responsible for the payment of all ad valorem, 
42 production, severance, excise, gathering and other taxes, and alt royaity, overriding royalty and other burdens applicable to 
43 Non-Consenting Party's share of production not excepted by Article III.C 
44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 
45 Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the weil, but the ownership of all 

46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 
47 Recompleting or Deepening, rite Consenting Parties shall account for ail such equipment to the owners thereof, with each 

48 party receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations 
50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to 

51 the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing, 
52 Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement 
53 of such costs of operation, may submit a detailed statement of monthly billings. Each month theteafter, during the time the 

54 Consenting Parties arc being reimbursed as provided above, the party conducting the operations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of 
56 the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from 
57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 
58 produced during any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or 
59 pcritxlic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 
60 any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited 
61 against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such 
62 Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to sufch Non-
63 Consenting Party. pj 
64 If and when the Consenting Parties recover from a Non-Consenting Patty's relinquished interest the amounts provided 

65 for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. rio'the day 

66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Par̂ y shall 

67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production thirjefrom as 
68 such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetrackifigr Rewbrking, 
69 Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be^chirged with and 

shall pay its proportionate part of the further costs of the operation of said well in accordance witli; ^he terms) rjf this 
agreement and Exhibit "C" attached hereto. \ytf* ^-'''/L 

70 
71 agreement 
72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth ^<^i^LU(pBi'fcave 
73 been completed and the results thereof furnished to the parties, or when operations on the well!'riav'£' Be~6fi',o'ttterw')ie"' 
74 terminated pursuant to Article VI.P., stand-by costs incurred pending response to a party's notice proposing a . Reworking,,. 
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I Sidetracking, Deepening, Uccomplcting, Plugging Hack or Completing operation in such a well (including the period required 
/ under Article Vl.IVd. to resolve competing pro|x>sals) shall he charged and borne as part of the drilling or Deepening 

\ operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 
i whichever first occurs, and prior to agreement as tn the participating interests of all Consenting Parties pursuant to the terms 

r> nf the second grammatical paragraph of Artide VI 11.2. (a), shall he charged to and borne as part of the proposed operation, 

d but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 
7 between the Consenting Parties in the proportion each Consenring Party's interest as shown on Exhibit "A" bears to the total 
8 interest as shown on Exhibit A" of all Consenting Parties. 

9 In the event that notice for a Sidetracking operation is given while (he drilling rig to be utilized is on location, any party 
KI may request and receive up to five (3) additional days after expiration of the forty-eight hour response period specified in 

11 Article VI.H.I. within which to respond by paying for all stand-by costs and other costs incurred during such extended 
12 response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending 
13 the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be 
11 allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party's 
15 interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. 
Id I . Deepening: If less than all the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed 
17 pursuant to Article VI.13.1., the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article 
IH VI.H.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 
19 of which the parties were given notice under Article VI.B.l. ("Initial Objective"). Such well shall not be Deepened beyond the 
20 Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate 
21 in the Deepening operation. 
22 In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 
23 such party shall give notice thereof, complying with the requirements of Article VI.B.l., to all parties (including Non-
21 Consenting Parties). Thereupon, Articles VI.B.l. and 2. shall apply and all parties receiving such notice shall have the right to 
25 participate or nol participate in the Deepening of such well pursuant to said Articles VI.B.l. and 2. If a Deepening operation 
2d is approved pursuant to such provisions, and if any Non-Consenting Party elects to participate in the Deepening operation, 

27 such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses: 
28 (a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 
29 quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 

30 and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non-
31 Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting 

32 Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other 

33 provisions of this Agreement; provided, however, all costs for testing and Completion ot attempted Completion of the well 
34 incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 
33 sole account of Consenting Parties. 
36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 
37 in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 
38 reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling. Completing, and 
39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 
40 those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 
41 also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 
42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 
43 Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in 
44 connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 
45 cost of drilling. Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
46 Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 

47 well for Deepening. 
48 l i te foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 
49 to the drilling of such well to its Initial Objective without the consent of the other Consenting Patties as provided in Article 
50 Vl.F. 
51 5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an 

52 interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbote owners its 
53 proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbote 

54 to be utilized as follows: 
55 (a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs 
56 incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated. 
57 (Ii) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 
58 such party's proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth 
59 at which the Sidetracking operation is conducted, calculated in the manner described in Article VI.B.4(b) above. Such party's 
60 proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking 
61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 
62 6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any patty desires to 
63 propose the conduct of an operation that conflicts with a proposal that has been made by a party under this ArticleiVl, such 
64 party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well ot tOf.pcrform 
65 an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sundaŷ  ind legal 
66 holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operatior to be 

67 conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such 

68 alternate proposal to contain the same information requited to be included in the initial proposal. Each patty receiving such 
69 proposals shall elect by delivery of notice to Operator within five (5) days after expiration of the proposal pdripd^ Or within 
70 twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location foi( t(ie.well that;is the 
71 subject of the proposals, to participate in one of the competing proposals. Any party not electing withifi'the tirrle required 
72 shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest aggiegat^rP^^fitiige 
73 interest of the parties voting shall have priority over all other competing proposals; in the casei of "a He" vole,' the" 

o 
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I initial proposal shall prevail. Operator shall deliver notice of such result to ail parties entitled to participate in the operation 
within five (5) clays after expiration nf the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 

3 and legal holidays, if a drilling rig is on location). liach party shall then have two (2) days (or twenty-four (24) hours if a rig 
I is on location) from receipt of such notice to elect hy delivery of notice ro Operator to participate in such operation or to 
' relinquish interest in the affected well pursuant to the provisions nf Article VI.B.2.; failure by a party to deliver notice within 
f> such period shall be deemed an election not to participate in the prevailing proposal. 

7 Conformity to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., it is agreed that no wells shall be 
8 proposed lo lie drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 

Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone. 
ID H Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or 

11 .Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except 
12 wiih the consent of all parties that have not relinquished interests in the well at the time of such operation. 
1 3 C. Completion of Wells; Reworking and Plugging Back: 
14 I. Completion: Without the consent of all parties, no well shall be drilled. Deepened or Sidetracked, except any well 
15 drilled. Deepened or Sidetracked pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling, 
Ifi Deepening or Sidetracking shall include: 
17 K) Option No. 1: All necessary expenditures for the drilling. Deepening or Sidetracking, testing. Completing and 
18 equipping of the well, including necessary tankage and/or surface facilities. 
I'' O Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When 
20 such well has reached its authorized depth, and ail logs, cores and other tests have been completed, and the results 
21 thereof furnished to the parties. Operator shall give immediate notice to the Non-Operators having the right to 
22 participate in a Completion attempt whether or not Operator recommends attempting to Complete the well, 
2 3 together with Operator's AFP. for Completion costs if not previously provided. The patties teceiving such notice 
24 shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of 
25 notice to Operator to participate in a recommended Completion attempt ot to make a Completion proposal with an 
2d accompanying AFP.. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting 
27 with Operator's proposal, to the other parties entitled to participate in such Completion in accordance with the 
28 procedures specified in Article VI.U.6. Election to participate in a Completion attempt shail include consent to all 
29 necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface 
SO facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party 
31 receiving such notice to reply within the period above fixed shall constitute an election by that party not to 
32 participate in the cost of the Completion attempt; provided, that Article VI.B.6. shall control in the case of 
33 conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt a Completion, the 
34 provisions of Arriclc VI.11.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 
35 Back" as contained in Article VI.B.2. shall be deemed to include "Completing") shall apply to the operations 
36 thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each 
37 separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 
38 Party as to one Completion or Recompletion attempt shall not prevent a party from becoming a Consenting Party 
39 in subsequent Completion or Recompletion attempts tegardlcss whether the Consenting Patties as to earlier 
40 Completions or Recompletions have recouped their costs pursuant to Article VI.B.2.; provided further, that any 
41 recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in 
42 which the Completion attempt is made. Election by a previous Non-Consenting Party to participate in a subsequent 
43 Completion or Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable 
44 materials and equipment installed in the weil pursuant to the previous Completion ot Recompletion attempt, 
45 insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a 
46 Completion attempt. 
47 2. Rewotk, Recomplete or Plug Back: No well shall be Reworked, Recompleted or.Plugged Back except a well Reworked, 
48 Recompleted, or Plugged Back pursuant to the provisions of Article VI.D.2. of this agreement. Consent to the Reworking, 
49 Recompleting or Plugging Back of a well shail include all necessary expenditures in conducting such operations and 
50 Completing and equipping of said well, including necessary tankage and/or surface facilities. 
51 D. Other Operations: 
52 Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of 
53 T w f i N T Y _ F I V E THOUSAND Do,,,,, ($ 25 .nnn .nn ) e x Cept in connection with the 

54 drilling. Sidetracking. Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 
55 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
56 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion 
57 arc required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 
58 emergency to the other parties. If Operator prepares an AFE for its own use. Operator shall furnish any Non-Operator so 
59 requesting an information copy thereof for any single project costing in excess of TWENTY-FIVE THOUSAND Dollars 
60 ( J 25 ,000 .Ofl. ). Any party who has not relinquished its intetest in a well shall have the right to propose that 
61 Operator perform repair work or undertake the installation of artificial lift equipment or ancillary produaion facilities such as 
d2 salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar projea (but 
63 not including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall 
64 be governed by separate agreement between the parties) reasonably estimated to require an expenditure in excess .of the 
65 amount first set forth above in this Article VI.D. (except in connection with an operation required to be proposed under 
66 Articles VI.B.l. or VI .Cl . Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver such 

67 proposal to all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the writtei consent 
68 of any party or parties owning at least 65 „,, % of the interests of the parties entitled to participate in such operation, 
69 each party having the right to participate in such project shall be bound by the terms of such proposal trA'ahall bt obligated 
70 to pay its proportionate share of the costs of the proposed project as if it had consented to such projea pirsuant to" th> !terms 
71 of the proposal. Vr^ ^''•fJt 
72 E. Abandonment of Wells: J^Z^m}!'-. 
7 3 1 Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.B.L r Sifty WWrVKIeH BaT 
74 been drilled or Deepened under the terms of this agreement and is proposed to be completed as ajdry'.hole shalli not be". 

- 9 -
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1 plugged and abandoned without cfae consent of all parties. Should Operator, after diligent effort, be unable to contact any 
2 party, or should any parry fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 
3 delivery of notice of the proposal to plug and abandon such well, such parry shall be deemed to have consented to the 
4 proposed abandonment, All such wells shail be plugged and abandoned in accordance with applicable regulations and at the 
5 cost, risk and expense of the parries who participated in the cost of drilling or Deepening such well Any party who objects to 
6 plugging and abandoning such weil by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday, 
7 Sunday and legal holidays) after delivery of notice of the proposed plugging shail take over the weil as of the end of such 
3 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subjea to the provisions of 
9 Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the weil within such period or thereafter to condua operations on such well or plug and 
11 abandon such well shall entitle Operator to retain or take possession of the well and plug and abandon the well. The party 
12 taking over the weil shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against 
13 liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 
14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 
15 2. Abandonment of Veils That Have Produced: Except for any weii in which a Non-Consent operation has been 
16 conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has 
17 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 
18 such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 
19 and expense of all the parties hereto. Failure of a parry to reply within sixty (60) days of delivery of notice of proposed 
20 abandonment shall be deemed an eleaion to consent to the proposal If, within sixty (60) days after delivery of notice of the 
21 proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its 
22 operation from the Zone then open to produaion shall be obligated to take over the weil as of the expiration of the 
23 applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties 
24 against liability for any further operations on the weil conducted by such parries. Failure of such parry or parries to provide 
25 proof reasonably satisfactory to Operator of their financial capability to condua such operations or to take over the weil 
26 within the required period or thereafter to condua operations on such weil shall entitle Operator to retain or take possession 
27 of such well and plug and abandon the weiL 
28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of 
29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C," less the estimated cost 
30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 
31 the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the 
32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing 
33 operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-ibandnning 
34 parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 
35 of its interest in the weilbore of the weil and related equipment, together with its interest in the Leasehold insofar and only 
36 insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production, If the 
37 interest of the abandoning party is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-
38 abandoning parry or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of 
39 one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease ra be on the form 
40 attached as Exhibit "B." The assignments or leases so limited shall encompass the Drilling Unit upon which the well is located. 
41 The payments by, and the assignments or leases to, the assignees shall be in a ratio baaed upon the relationship of their 
42 tespcctive percentage of paxtkiparion in the Contraa Area ro the aggregate of the percentages of participation in the Contract 
43 Area of all assignees These shall be no readjustment of interests in the remaining portions of the Contraa Area. 
44 Thereaiter, ahanriontng parties shall have no further responsibility, liability, or interest in the operation of or produaion 
45 from the well in the Zone then open other than the royalties retained in any iease made under the terms of this Articie. Upon 
46 request, Operator shall continue to operate the assigned weil for the account of the non-abandoning parties ar the rates and 
47 charges contemplated by this agreement, plus any cost and charges which may arise as the result of the separate 
48 ownership of the assigned welL Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 
49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and partkipate in 
50 further operations therein subject to the provisions hereof. 
51 3. Abandonment of Non-Consent Operations: The provisions of Article V I i l l . or VIF.,7 above shall be applicable as 
52 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Arrides; provided, 
53 however, no well shall be permanently plugged and abandoned unless and until all parties having the right ro condua further 
54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elea to take over the weil 
55 in accordance with the provisions of this Artide VI.F_; and provided further, that Non-Consenting Parties who own an interest 
56 in a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as 
57 provided in Article VLBi(b). 
58 F. Termination of Operations: 
59 Upon the comrnencemenc of an operation for the drilling. Reworking, Sidetracking, Plugging Back, Deepening, testing, 
60 Completion or plugging of a weU, including but not limited to the Initial Well, such operation shail not be terminated without 
61 consent of parries bearing §3. % ol the costs of such operation; provided, however, that in the event graniteflnt other 
62 praaically impenetrable substance or condition in the hole is encountered which renders further operations impractical, 
63 Operator may discontinue operations and give notice of such condition in the manner provided in Article VLB.U'and the 
64 provisions of Article VLB. or VT.E. shall thereafter apply to such operation, as appropriate. '--^ 
65 G. Taking Production in Kind: 
66 • Option No. 1: Gas Balancing Agreement Attached • 
67 Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas producednfrbm the 
68 Contract Area, exdusive of production which may be used in development and producing operations and in. preparing and 
69 treating Oil and Gas for marketing purposes and production unavoidably lost Any extra expenditure incurred in.' rhe-raking 
70 in kind or separate disposition by any party of its proportionate share of the production shall be borne by such-party. Any 
71 party taking its share of protluction in kind shall be required to pay for only its proportionate share of_stxlvtan of 
72 Operator's surface facilities which it uses. ^.fi'iiiWarTi^L 
73 Each party shall execute such division orders and contracts as may be necessary for the'sale of its interest in 
74 produaion from the Contraa Area, and, except as provided in Artide VII.B., shall be entitled to receive payment 

- 10 -



A.A.P .L FORM 610 - M O D E L FORM O P E R A T I N G A G R E E M E N T - 1989 

1 directly from the purchaser thereof for its share of all production. 
2 If any patty fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 

3 share of the Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by 

I the party owning ir, hut not the obligation, to purchase such Oil or sell it to others ar any time and from time to 

"> time, for the at count of the non-taking party. Atiy such purchase or saie by Operator may be terminated by 

6 Operator upon at least ten (10) days written notice to the owner of said production and shall be subject always to 

7 the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any 

8 time its right to take in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser. 
I I Any purchase or sale by Operator of any other party's share of Oil shall be only for such reasonable periods of time 

10 as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a 

11 period in excess of one (I) year. 
12 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator 
1 3 shall have no duty to share any existing market or to obtain a price equal to that received under any existing 
M market. The sale or delivery by Operator of a non-taking party's share of Oil under the terms of any existing 
I 5 contract of Operator shall not give the non-taking parry any interest in or make the non-taking party a party to said 
16 contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days 
1 7 written notice of such intended purchase and the price to be paid or the pricing basis to be used. 
18 All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following 
19 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 
70 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
21 records shall be made available to Non-Operators upon reasonable request. 
22 In tlie event one or more parties' separate disposition of its share of the Gas causes split-stream deliveries to separate 
23 pipelines and/or deliveries which ou a day-to-day basis for any reason arc not exactly equal to a parry's respective proportion-
24 ate share of total Gas sales to be allocated to it, the balancing or accounting between the parties shall be in accordance with 
25 any (ias balancing agreement Ixnwccn the parties licrcto, whether such an agreement is attached as Exhibit "E" or is a 

26 separate agreement. Ojwrator shall give notice to all parties of the first sales of Gas from any weil under this agreement. 
27 SI Option No. 2: No Gas Balancing Agreement: 

2H Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from 
29 the Contract Area, exclusive of production which may be used in development and producing operations and in 

30 preparing and treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure 

31 incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shall 
32 be borne by such party. Any party taking its share of production in kind shail be required to pay for only its 

33 proportionate share of such part of Operator's surface facilities which it uses. 
34 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in 
35 production from the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment 
36 directly from the purchaser thereof for its share of all production. 
37 If any party fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 
3B share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the 
39 revocation at wiil by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to othets 
40 at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator 
41 may be terminated by Operator upon at least ten (10) days written notice to the owner of said production and shall 
42 be subject always tt> the right of the owner of the production upon at least ten (10) days written notice to Operator 
43 to exercise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered 

44 to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator's 
45 election for a period not to exceed ninety (90) days if Operator has committed such produaion to a purchase 

46 etintract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other 

47 party's share of Oil and/or Gas shall be only for such reasonable periods of time as ate consistent with the 
48 minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one (I) 

49 year. 
50 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances, but Operator 
51 shall have no duty to share any existing market or transportation arrangement ot to obtain a price or transportation 

52 fee equal to that received under any existing market or transportation arrangement. The sale or delivery by 
53 Operator of a non-taking party's share of production under the terms of any existing contract of Operator shall not 
54 give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil 
55 and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written 
56 tioticc of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give 
57 notice to all parties of the first sale of Gas from any well under this Agreement. 
58 All parties shall give timely written notice to Operator of their Gas marketing arrangements fot the following 
59 month, excluding price, and shail notify Operator immediately in the event of a change in such arrangements. 
60 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
61 records shall be made available to Non-Operatots upon reasonable request. 'j£ ; 

62 ARTICLE V I I . (p. 
63 EXPENDITURES AND LIABILITY OF PARTIES ?f 
64 A. Liability of Parties: Ik.^ 

65 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, 
and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accorjllflgly, the 66 

67 liens granted among the parties in Article VII.B. are given to secure only the debts of each severally, and no parryfsSiall have 
68 any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 
69 hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, S mining or other 
70 partnership, joint venture, agency relationship or association, or to render the parties liable as partners, Jo-venturers, or 
71 principals. In their relations with each other under this agreement, the parties shall not be considered fiduciaries^ \o have 
72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accordanc^WiU?««|(^^w n 

73 respective self-interest, subject, however, to the obligation of the parries to act in good faith in their dealings' with' each Other " 
74 with respect to activities hereunder. ". " ' "' " "" ",fc 



A.A.P.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

1 H. Liens and Security Interests: 
2 Each party grants to the otltcr parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas 
3 ( cases and Oil and (ias Interests in the Contract Area, and a security interest and/or purchase money security interest in any 
I interest it now owns or hereafter acquires in ihe personal property and fixtures on or used or obtained for use in connection 
i therewith, to secure performance of all nf its obligations under this agreement including but not limited to payment of expense, 
d interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinquishment of intetest in Oil 
' and das Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 
8 gi anted bv each party hereto shall intitule such party's leasehold interests, working interests, operating rights, and royalty and 
'I overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or 

1(1 otherwise becoming subject to this agiecmctif. the Oil and (ias when extracted therefrom and equipment situated thereon or 

I I used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 

\2 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead), 

1 3 contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 
M foregoing. 
15 To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recotding 
Id supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 
11 following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 
IK a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform 
I ' ' Commercial Cixlc in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate 
20 to perfect the security interest granted hereunder. Any patty may file this agreement, the recording supplement executed 
21 herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 
22 financing statement with the proper officer under the Uniform Commercial Code. 
2 3 Path party represents and warrants to the other parties hereto that the lien and security interest granted by such party to 
24 ihe other parties shall he a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security 
25 interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or 
2d under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agteement, 
27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 
28 to the lien and secutiiy interest granted by this Article VII.B. as to all obligations attributable to such interest hereunder 
29 whether or not such obligations arise before or after such interest is acquired. 
30 To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the 

31 Contract Area is situated, they shall lie entitled to exercise the rights and temedies of a secured patty under the Code. 
32 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 
33 election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In 
34 addition, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use 

35 of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 
3d from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 
37 such party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 
38 owed against the proceeds from the sale of such defaulting patty's share of Oil and Gas. All purchasers of production 
39 may rely on a notification of default frnm the non-defaulting party or parties stating the amount due as a result of the 
4(1 default, and ail parties waive any recourse available against purchasers for releasing production proceeds as provided in 

41 this paragraph. 
42 If any party fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 
43 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the 
44 proportion that the interest of each such party bears to the interest of all such parties. The amount paid by each party so 
45 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VII.B., and each 

46 paying party may independently pursue any remedy available hereunder or otherwise. 
17 If any party docs not perforin all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 
48 or execution proceedings pursuant to the provisions of this agteement, to the extent allowed by governing law, the defaulting 

49 patty waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 

50 of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshalling of assets 

51 and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party 
52 hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights gtanted 

53 hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 
54 manner and upon reasonable notice. 
55 Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 
56 law of any state in which the Contract Area is situated to enforce the obligations of each party hereunder. Without limiting 
57 the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or 
58 utilize the mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to sercure the 
59 payment to Ofierator of any sum due hereunder for services performed or materials supplied by Operator. 
60 C. Advances: 
61 Operator, at its election, shall have the right from time to time to demand and receive from one or more of 'tne other 
62 parties payment in advance of their respective shares of the estimated amount of the expense to be incutred in operations 
d3 hereunder during the next succeeding month, which right may be exercised only by submission to each such patty of an 
64 itemized statement of such estimated expense, together with an invoice for its share thereof. Each such statement .arid invoice 
d5 for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next preceding1 month. 
66 Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such estimate and 

67 invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear jrjjtJrest as 
68 provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 
69 that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. ..-.V ( ' , ( '> 
70 O. Defaults and Remedies: N •[ •' J ) j 
71 If any party fails to discharge any financial obligation under this agreement, including without limitation^ th^iailure to 
72 make any advance under the preceding Article VII.C. or any other provision of this agreement, within the p^rjic^tl^u^J.for 
73 such payment hereunder, then in addition to the remedies provided in Article VII.B. or elsewhere in "this' agifeemehf, i h i " 
74 remedies specified below shall be applicable. For purposes of this Article VII.D., all notices and elections,' shaCbe'&livereU'," 
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I only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 
I. and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator. 

\ Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 
-1 l>elow or otherwise available to a non-defaulting party. 
'i ' Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default, 

(> specify the action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one 
7 nr more of the remedies provided in this Article. If the default is not cured within thirty (30) days of the delivery of such 

H Notice of Default, all of the rights of the defaulting party granted hy this agreement may upon notice be suspended until the 
default is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of 

10 the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the 

11 Non-Operators shall have in addition the righr, by vote of Non-Operators owning a majority in interest in the Contract Atea 
12 after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The tights of a defaulting 

1 3 party that may l>c suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the tight 
I-I to receive information as to any operation conducted hereunder during the period of such default, the right to elect to 
15 participate in an operation proposed under Article VI.B. of this agreement, the right to participate in an operation being 
Id conducted under this agreement even if the party has previously elected to participate in such operation, and the right to 
17 receive proceeds of production from any well subject to this agreement. 

IH 2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 
10 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 
20 until the da'e of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from 
21 suing any defaulting party to collect consequential damages accruing to such party as a result of the default. 
22 3. Deemed Noti-Cotisent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the 
2 3 defaulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in 
24 which event if the billing is for the drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 
25 well which is to IK? or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 
2d party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Party with 

27 respect thereto under Article VI.B. or V1.C, as the case may be, to the extent of the costs unpaid by such party, 

28 notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the 
29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VII.D.2. 
30 Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure 

31 its default by paying its unpaid share of costs plus interest at the tate set forth in Exhibit "C," provided, however, such 
32 payment shall not prejudice the rights of the non-defaulting parties to putsue remedies for damages incurred by the non-
33 defaulting parties as a result of the default. Any interest relinquished pursuant to this Article VII.D.3. shall be offered to the 
34 non-defaulting parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership 
3<> of such intetest shall be required to contribute their shares of the defaulted amount upon their election to participate therein. 
36 4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or 
37 Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defaulting 
38 patty of such defaulting party's anticipated share of any item of expense for which Operator, or Non-Operatots, as the case may 
39 be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of 
40 the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 
41 driiiing a well ot Completion of a well as to which an election to participate in drilling or Completion has been made. If the 
42 defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 
43 in this Article VII.D. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining 
44 when the operation is completed and all costs have been paid shall be promptly returned to the advancing party. 
45 5. Costs and Attorneys' Pecs. In the event any party is required to bring legal proceedings to enforce any financial 
46 obligation of a party hereunder, (he prevailing party in such action shall be entitled to recover all court costs, costs of 

47 collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 
48 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

49 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shail be paid 

50 hy the party or parties who subjected such lease to this agteement at its or their expense. In the event two or more parties 

51 own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to 
52 make said payments for and on behalf of all such parties. Any patty may request, and shall be entitled to receive, proper 

53 evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment ot 
54 minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 
55 results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2. 
56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 
57 production of a producing well, at least five (5) days (excluding Satutday, Sunday and legal holidays) prior to taking such 
58 action, ur at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event of 
59 failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make 
60 timely payments of any shut-in well payment shall be borne jointly by the parties hereto undet the provisions of Article 

61 IV.B.3. 
62 F. Taxes: 
63 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taWtion all 
64 property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxesj assessed 
65 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as 
66 to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and 6 i l and 
67 (ias Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of̂  Sti being 
68 subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes 
69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust thê  charge to 
70 such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based irlfwiitjle br! iA part 
71 upon separate valuations of each party's working interest, then notwithstanding anything to the contrary hereinfcriafges to 
72 the joint account shall be made and paid by the parties hereto in accordance with the tax value generatedvpy.^adtii^af ty s 
73 working interest. Operator shall bill the other parties for their proportionate shares of all tax payments IB" me'"mafSfh:ir 
74 provided in Exhibit C. . . . . t , , 
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1 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 
2 ptcscriixxj hy law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final 
3 determination. During the (>cndeniy of administrative or judicial proceedings, Operator may elea to pay, under proresr, all such taxes 
1 and any interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for 
"> the joint account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 
d paid by them, as provided in Exhibit "C." 
7 Each party shall pay or cause to fx? paid all production, severance, excise, gathering and other taxes imposed upon or with respect 
H to the prtxiuction or handling of SIKII patty's share of Oil and (ias produced under the terms of this agreement. 
9 ARTICLE VIII . 

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

11 A. Surrender of Leases: 

12 'Hie Irascs covered by this agreement, insofar as they embrace acreage in the Contraa Area, shall not be surrendered in whole 
13 or in part unless all parties consent thereto. 
14 However, should any party desire to surrender irs interest in any Î ase or in any portion thereof, such party shall give written 
15 notice of the proposed surrender to all parties, and the parties to whom such notice is delivered shall have thirty (30) days after 
16 delivery of the notice within which to notify the party proposing the surrender whether they elect to consent thereto. Failure of a 
1 / party to whom such notice is delivered to reply within said 30-day pcrkxl shall constitute a consent to the surrender of the leases 
IS described in the notice. If all parties do not agree or consent thereto, the party desiring to surrender shall assign, without express or 
19 implied warranty of title, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be 
20 located thereon and any rights in prtxiuction thereafter secured, to the parties not consenting to such surrender. If the interest of the 
7 1 assigning party is or includes an Oil and (ias Interest, the assigning parry shall execute and deliver to the parry or parties not 
22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so king 

2 3 thereafter as Oil and/or (ias is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit "13." 
21 Upon such assignment or lease, the assigning party shall be relieved from all obligatioas thereafter accruing, but not theretofore 
?.*> accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 
2d shall have nn further interest iti the assigned or leased premises and its equipment and production other than the royalties retained 
27 in any lease made under the terms of this Article l l i c party assignee or lessee shall pay to the parry assignor or lessor the 
78 reasonable salvage value of the lattcr's interest in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. Ihe value of all salvable materials and equipment shall be determined 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 
31 than such costs, then the parry assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the 
32 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 each bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made 
31 varies according to dcinh, then the interest assigned shall similarly reflect such variances. 

35 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

3d party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contraa Area; and the acreage 
37 assigned, leased or surrendered, and subsequent o|ierations thereon, shall not thereafter be subjea to the terms and provisions of this 
38 agreement Init shall be deemed subject ro an Operating Agreement in the form of this agreement. 

39 D. Renewal or Extension of Leases: 
40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subjea to this agreement, then all other parties 
41 shall lx? 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 Î ase. The parties notified shall have the right for a period of thirty (30) days following 
43 delivery of such notice in which to elect u> participate in the ownership of the renewal or replacement Lease, insofar as such Lease 
41 affects lands within the Contraa 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 Contraa Area, which shall be in proportion to the interests held at that time by the 
46 thirties in the Gmtraa Area. Each party wlio participates in the purchase of a renewal or replacement Lease shall be given an 

47 assignment of its proportbnate interest therein by the acquiring party. 
48 If some, but less than all, of the parties elea to partidpate in the purchase of a renewal or replacement Lease, it shall be owned 
49 by the parties who elect io participate therein, in a ratio based upon the relationship of their respeaive percentage of participation in 

50 the Contract Area to the aggregate of the percentages of participation in the Contraa Area of all parties participating in the 
51 purchase of such renewal or replacement Irase. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

52 shall not cause a readjustment of the interests of the parties stated in Exhibit "A," but any renewal or replacement Lease in which 
53 less than all parties elea to participate shall not be subjea to this agreement but shall be deemed subjea to a separate Operating 
54 Agreement in the form of this agreement. 
55 If the interests of the parties in the Contraa Area vary according to depth, then their right to participate proportionately in 
56 renewal or replacement Incases and their right to receive an assignment of interest shall also reflea such depth variances. 
57 The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest coveted by 

58 the expiring Lease or cover only a portion of its area or an interest therein Any renewal or replacement Lease taken before the 

59 expiration of its predecessor l;easc, or taken or contracted for or becoming effective within six (6) months after the expiration of the 
60 existing Lease, shall be subject to this provision so long as this agreement is in effett at the time of such acquisition or at the time 
61 the renewal or replacement Ijeasc becomes effeaive; but any Lease taken or contratted for more than six (6) months','after the 
62 expiration of an existing 1-casc shall not be deemed a renewal or replacement Lease and shall not be subjea to the provisions of this 
63 agreement. BIT 
64 The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases. f l ^ ! 
65 C. Acreage or Cash Contributions: 
66 While this agreement is in force, if any patty contraas for a contribution of cash towatds the dtilling of a well orijny other 
67 o|->cration on the Gjntract Area, such contribution shall be paid to the party wlio conduaed the drilling or other operatiohjand shall 

68 Ix? applied by it against the cost of such drilling or othet operation. If the contribution be in the form of acreage, me'party tti whom 
69 the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling |Parttes,in the 
70 proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract JTrea ank,jro the 
71 extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all other pa3jei ,101 any 
72 acreage or cash contributions it may obtain in support of any well or any other operation on the Gontraajj^^^J^A^pve 
73 provisions shall also be applicable to optional rights to earn acreage outside the Contraa Area which are in'ftitt&rt' of well' drilled'' 
74 inside the Contraa Area. 1 A . * , » A . , ~ V , ^ I V ^ 1 ^ 
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1 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, 
2 such consideration shall not be deemed a contribution as contemplated in this Article VIII.C 
3 D. Assignment; Maintenance of Uniform Interest: 

4 For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas 
5 Interests, wells, equipment and produaion covered by this agreement no party shall sell, encumber, transfer or make other 
6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contraa Area or in wells, 
7 equipment and produaion unless such disposition covers either: 
8 1. the entire interest of the parry in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and produaion; or 
9 2. an equal undivided percent of the parry's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

10 equipment and produaion in the Contraa Area. 
11 Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subjea to this agreement 
12 and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 
13 Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effeaive date of 
14 the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale, 
15 encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the 
16 instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other 
17 disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respea 
18 to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 
19 conduaed hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 
20 interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 
21 If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, 
22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 
23 receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to 
24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co-
25 owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respeaive shares of 
26 the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 
27 proceeds thereof. 
28 E. Waiver of Rights to Partition: 
29 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
30 undivided interest in the Contraa Area waives any and all rights it may have to partition and have set aside to it in severalty its 
31 undivided interest therein 
32 F. Preferential Right to Purchase: 
33 • (Optional; Check if applicable.) 
34 Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contraa 
35 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed disposition, which 
36 shall include the name and address of the prospective transferee (who must be ready, willing and able to purchase), the purchase 
37 price, a legal description sufficient to identify the property, and all other terms of the offer. The other parties shall then have an 
38 optional prior right, for a period of ten (10) days after the notice is delivered, to purchase for the stated consideration on the 
39 same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the 
40 purchasing panics shall share the purchased interest in the proportions that the interest of each bears to the total interest of all 
41 purchasing panies. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage 
42 its interests, or to transfer title to its interests to its mongagee in lieu of or pursuant to foreclosure of a mongage of its interests, 
43 or to dispose of its interests by merger, reorganization, consolidation, or by sale of ail or substantially all of its Oil and Gas assets 
44 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 
45 company in which such pany owns a majority of the stock. 

46 ARTICLE IX. 
47 INTERNAL REVENUE CODE ELECTION 
48 If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if the 
49 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 
50 party thereby affeaed eleas to be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle 
51 "A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Settion 761 of the Code and 
52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affeaed 
53 such evidence of this eleaion as may be required by the Secretary of the Treasury of the United States or the Federal Internal 
54 Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by 
55 Treasury Regulations §1.761. Should there be any requirement that each party hereby affeaed give further evidence of this 
56 eleaion, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal 
57 Revenue Service or as may be necessary to evidence this eleaion. No such parry shall give any notices or take any other action 
58 inconsistent with the eleaion made hereby. If any present or future income tax laws of the state or states in which the Contraa 
59 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K," Chapter 
60 1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 
61 hereby affeaed shall make such eleaion as may be permitted or required by such laws. In making the foregoing election, each 
62 such party states that the income derived by such party from operations hereunder can be adequately determined without the 
63 computation of partnership taxable income. 
64 ARTICLE X. 'jY .. 
65 CLAIMS A N D LAWSUITS f C 
66 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
67 does not exceed FIFTY THOUSAND Dollars ($ 5 0 , 0 0 0 . 0 0 ) a n d i f t h e p a y r n e n t is in complete settlement 
68 of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and' take over 
69 the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling, settling, 
70 or otherwise discharging such claim or suit shall be at the joint expense of the panies participating in the operation -from which the 
71 claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising from^operations 
72 hereunder over which such individual has no control because of the rights given Operator by this agreement; such party-shall 
73 immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit involving operations hereunder. 1 
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1 ARTICLE X I . 
2 FORCE MAJEURE 
3 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other 
4 than the obligation to indemnify or make money payments or furnish security, that party shall give to all other parties 
5 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 
6 party giving the notice, so far as they are affected by the force majeure, shall be suspended during, bur no longer than, the 
7 continuance of the force maieure. The term "force majeure,'' as here employed, shall mean an act of God, strike, lockout, or 
8 other industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of 
9 nature, explosion, governmental action, governmentai delay, restraint or inaction, unavailability of equipment, and any other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 
11 claiming suspension. 
12 The affected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 
13 requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
14 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 
15 be entirely within the discretion of the party concerned. 
16 ARTICLE X I I . 
17 NOTICES 
18 All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 
19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 
20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 
21 Exhibit "A." AU telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 
22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the parry to 
23 whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date 
24 the originating notice is received. "Receipt" for purposes of this agreement with respect to written notice delivered hereunder 
25 shall be actual delivery of the notice to the address of the parry to be notified specified in accordance with this agreement, or 
26 to the telecopy, facsimile or telex machine of such parry. The second or any responsive notice shall be deemed delivered when 
27 deposited in the United States mad or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 
28 or facsimile, or when personally delivered to the parry to be notified, provided, that when response is required within 24 or 
29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 
30 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other 
31 parties. If a parry is not available to receive notice orally or by telephone when a party attempts to deliver a notice required 
32 to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 
33 be deemed delivered in the same manner provided above for any responsive notice. 
34 ARTICLE XIII . 
35 TERM OF AGREEMENT 
36 This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subjea 
37 hereto for the period of time seleaed below; provided, however, no party hereto shall ever be construed as having any right, tide 
38 or interest in or to any Lease or Oil and Gas Interest contributed by any other parry beyond the term of this agreement. 
39 —J Option No. 1: So long as any of the Oil and Gas Leases subjea to this agreement remain or are continued in 
40 force as to any pan of the Contraa Area, whether by produaion, extension, renewal or otherwise. 
41 Q Option No. 2: In the event the weil described in Article VT.A., or any subsequent well drilled under any provision 
42 of this agreement, results in the Completion of a well as a well capable of produaion of Oil and/or Gas in paying 
43 quantities, this agreement shall continue in force so long as any such well is capable of produaion, and for an 
44 additional period of _ _ _ _ _ _ _ days thereafter; provided, however, if, prior to the expiration of such 
45 additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Sidetracking, 
46 Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreemenr shall 
47 continue in force until such operations have been completed and if produaion results therefrom, this agreement 
48 shall continue in force as provided herein. In the event the weil described in Article VIA., or any subsequent well 
49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the 
50 Contraa Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re-
51 completing, Plugging Back or Reworking operations are commenced within _ _ _ _ _ _ _ _ days from the 
52 date of abandonment of said well "Abandonment" for such purposes shall mean either (i) a decision by all parries 
53 not to condua any further operations on the weil or (ii) the elapse of 180 days from the condua of any 
54 operations on the well, whichever first occurs. 
55 The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any 
56 remedy therefor which has accrued or attached prior to the date of such termination. 
57 Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 
58 Operating Agreemenr has been filed of record. Operator is authorized to file of record in all necessary recording offices a 
59 notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon 
60 request of Operator, if Operator has satisfied all its financial obligations. 
61 ARTICLE X I V . «r 
62 COMPLIANCE WITH LAWS AND REGULATIONS 
63 A. Laws, Regulations and Orders: 
64 This agreement shall be subjea to the applicable laws of the state in which the Contraa Area is located, to the vaiii rules, 
65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, 
66 and local laws, ordinances, rules, regulations and orders. - • 
67 B. Governing Law: 
68 This agreement and all matters pertaining hereto, including but not limited to matters of performance', non-
69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and 
70 determined by the law of the state in which the Contract Area is located. If the Contract Area is in two or more states, 
71 the law of the state of NKW MBXTrn shall govern. 'j.. 
72 C. Regulatory Agencies: » i&nTZL 
73 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any 
74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 
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1 orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or 
2 produaion of wells, on tracts offsetting or adjacent to the Contraa Area. 
3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 
4 injuries, claims and causes of anion arising out of, incident to or resulting direaly or indirealy from Operator's interpretation 
5 or application of ruies, ruiings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 
6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 
7 constitute gross negligence. Each Non-Operacor further agrees to reimburse Operator for such Non-Operators share of 
8 produaion or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such 
9 an incorrea interpretation or application, together wirh interest and penalties thereon owing by Operator as a result of such 

10 incorrea interpretation or application. 
11 ARTICLE XV. 
12 MISCELLANEOUS 
13 A. Execution: 
14 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart, thereof has been 
15 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of 
16 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contraa Area or which 
17 own, in faa, an interest in the Contraa Area. Operator may, however, by written notice to all Non-Operators who have 
18 become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the initial Well but in no 
19 event later than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, terminate this 
20 agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of 
21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 
22 as of such termination. In the event any Non-Operator has advanced or prepaid any share of driiiing or other costs 
23 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 
24 with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 
25 current working interest in such well. Operator shall indemnify Non-Operators wirh respea to all costs incurred for the 
26 Initial Well which would have been charged to such person under this agreement if such person had executed the same and 
27 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 
28 executed the same. 
29 B. Successors and Assigns: 
30 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respeaive heirs, 
31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 
32 Interests included within the Contraa Area. 
33 C. Counterparts: 
34 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all 
33 purposes. 
36 D. Severability: 
37 For the purposes of assuming or rejecting this agreement as an executory contraa pursuant to federal bankruptcy laws, 
38 this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to 
39 this agreement to comply with all of its financial obligations provided herein shall be a material default. 
40 ARTICLE X V I . 
41 OTHER PROVISIONS 
42 

43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
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60 
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IN WITNESS WHEREOF, t h i s agreement s h a l l be e f f e c t i v e as of 
t h e 1st day Of December, 1994. 

OPERATOR 

SHAHARA O I L COj^ORAT^ION 

7̂ 
NON-OPERATORS 

^Conditionally executed subject 
to l e t t e r dated A p r i l 16, 1996 

OGDEN SHARON HUDNALL TRUST NO. 2 

C\ n J& , / /I 

Byi 

By( 

lrustee 

Trustee 

Trustee 

LOMETA ANNE COX 

* LOMETA HUDNALL COX TRUST NO. 2 

, Truste 

) SS. 
) 

State of Nev Mexico 

County of Eddy 

This instrument was acknowledged before me on February 
1996, by Perry L. Hughes as president of Shahar^Pb^Ll Corporation, 
a New Mexico corporation. 

Notary Public 

(Seal) My commission expires : t0lZLfak> 

State of Texas ) 
) s s . 

County of Smith ) . 

This instrument was acknowledged before me on tf4r-eh 
1996, by ogden Sharon Hudnall. ^"""l / ~ j 

(Seal) 

Notary Public 

My commission expires:. 

MEUNDA PIPER 
' ' MY COMMISSION EXPIRES 

October 8,1999 

18(a) 



State of Texas 

County of Smith 
) ss. 
) 

This instrument was acknowledged before me on 
1996, by Lometa Anne Cox. 

-March 

I? AH .0 K ^WMWSSION EXPIRES 
October 8,1999 

j_ 

Notary Public 

My commission expires: A/p/fa 

State of Texas 

County of Smith 
j s s . 
) 

I 
This instrument was acknowledged before me on ^ , 

1996, by Ogden Sharon & Joan V. Hudnall & Tony K. as t r u s t e e s o f t h e Ogden 
Sharon Hudnall Trust No. 2. ..-.Morgan, 

MEUNDA PIPER 
•'' COMMISSION EXPIRES 

(SealbctoberB, 1999 

Notary Public 

My commission expires: 

State of Texas ) 

County of _th ) AfUx^ 

This instrument was acknowledged before me on M-refe 
1996, by Lometa Hudnall Cox and Sam Roosth a s t r u s t e e s of t h e Lometa 
Hudnall Cox Trust No. 2. 

Notary Pub! 

(Seal) My commission expires: 

MEUNDA PIPER 
MY COMMISSION EXPIRES 

October 6,1999 

18(b) 



EXHIBIT "A" 

(1) Description of lands subject to this Agreement: 

W% Section 16, Township 17 South, Range 3 3 East N.M.P.M., Lea 
County, New Mexico 

(2) Restrictions, i f any, as to depths, formations or substances: 

From the surface of the ground to a lower limit of 5500 feet 
below the surface 

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

Shahara Oil Corporation 
207 w. McKay 
Carlsbad, New Mexico 88220 
505/885-5433 

Ogden Sharon Hudnall 
Lometa Hudnall Cox 
Ogden Sharon Hudnall Trust No. 2 
Lometa Hudnall Cox Trust No. 2 
703 F i r s t Place 
Tyler, Texas 75702 
903/592-8422 

(4) Percentages or fractional interests of parties to this 
Agreement: 

Shahara Oil Corporation 95.45% 
Ogden Sharon Hudnall 1.1375% 
Lometa Hudnall Cox 1.1375% 
Ogden Sharon Hudnall Trust No. 2 1.1375% 
Lometa Hudnall Cox Trust No. 2 1.1375% 

100% 

(5) Oil and Gas Leases subject to this Agreement: 

Oil and Gas Lease B-2148 issued on September 11, 1933 by the 
State of New Mexico, Lessor, to P h i l l i p s Petroleum Company, Lessee 

(6) Burdens on production: 

owners Amounts 

State of New Mexico 
Phil l i p s Petroleum Company 
A.L. Andree 
Perry L. Hughes 
Petco Ltd. 
Curtis McBroom 

.1250000 RI 

.0571797 ORI 

.0080664 ORI 

.0199376 ORI 

.0087227 PP 

.0007465 ORI 

.2196529 



CORAS - 1984 - ONSHORE 

Recommended by the Council 

EXHIBIT " c " 

1 Attached to and made a part of OPERATING AGREEMENT DATED AS OF DECEMBER 1, 1994 between 
2 SHAHARA OIL CORPORATION as OPERATOR and NON-OPERATORS AS LISTED ON EXHIBIT "A" 
3 CONCERNING THE W/2 SECTION 16. T17S. R33E, LEA COUNTY, NEW MEXICO 
4 
5 
6 

8 A C C O U N T I N G P R O C E D U R E 

io JOINT O P E R A T I O N S 
n 
12 I . GENERAL PROVISIONS 
13 
14 1. Definitions 
15 
16 "Joint Property" shail mean the real and personal property subject to the agreement to which this Accounting Procedure 
17 is attached. 
18 "Joint Operations'' shall mean all operations necessary or proper for the development, operation, protection and 
19 maintenance of the Joint Property. 
20 "Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
21 Operations and which are to be shared by the Parties. 
22 "Operator" shall mean the party designated to conduct the Joint Operations. 
23 "Non-Operators" shail mean the Parties to this agreement other than the Operator. 
24 "Parties" shall mean Operator and Non-Operators. 
25 "First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
27 capacity. 
28 "Technical Employees" shall mean those employees having special and specific engineering, geological or other 
29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 
30 problems for the benefit of the Joint Property. 
31 "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
32 "Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
33 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
34 most recently recommended by the Council of Petroleum Accountants Societies. 
35 
36 2. Statement and Billings 
37 
38 Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
39 Account for the preceding month. Such bills wiil be accompanied by statements which identify the authority for 
40 expenditure, lease or facility, and ail charges and credits summarized by appropriate classifications of investment and 
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and 
42 fully described in detail. 
43 
44 3. Advances and Payments by Non-Operators 
45 
46 A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
47 share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the 
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
49 each monthly billing to reflect advances received from the Non-Operators. 
50 
51 B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt If pavment is not made 
52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at —MIDLAND 
53 AMERICAN BANK o n the first day of the month in which delinquency occurs plus 1% or the 
54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 
55 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 
56 amounts. 
57 
58 4. Adjustments 
59 
60 Pavment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof: 
61 provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 
62 conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
63 year, uniess within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
64 claim on Operator for adjustment. No adjustment favorable to Operator shall be made uniess it is made within the same 
65 prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 
66 Controllable Material as provided for in Section V. 
67 
68 
69 COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
70 
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COWS - 1984 - ONSHORE 

Recommended by Ihe Council 
of Petroleum Accountant! 
Societies 

Audits 

A. A Nou-Operninr. upon notice in writing In Operator and nil OIIKT Non-Operators, shall have the richt lo audit 
* >pcralor's accounts and records rcl;ilirtjr i'i Ihe -Ioint Account for any calendar year within the twenty-four 
(XI) monili period following ihe end of sneli calendar year: provided, however, the making of an audit shall not 
extend Ihe lime for Ihe taking of written exception lo and the adjustments of accounts as provided for in 
Paragraph -I of this Seel ion I . Where I here are two or more Non-Operators, the Non-Operators shall make 
every reasonable effort lo conduct a joint audit in a manner which will result in a minimum of inconvenience 
lo the Operator. Operator shall hear no portion of the Non-Operators' audit cost incurred under this 
paragraph unless agreed lo by Ihe Operator. The audits shall not be conducted more than once each year 
wilhout prior approval of Operator, except upon (he resignation or removal of the Operator, and shall he made 
at (he expense of those Non-Operators approving such audit. 

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

Approval Hy Non-Operators 

Where an approval or other agreetnent of the Parties or Non-Operators is expressly required under other sections of 
this Accounting Procedure and if Ihe agreement to which this Accounting Procedure is attached contains no 
contrary provisions in regard therelo. Operator shall notify all Non-Operators of the Operators pro|iosal, and the 
agreement or approval of a majority in interest of the Non-(/iterators shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

terator shall charge the Joint Account with the following items: 

Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirement"? to satisfy 
environmental considerations applicable lo 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. 

Rentals and Royalties 

tease rentals and royalties paid by Operator for the Joint Operations. 

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 Ijcvcl Supervisors in the field. 

{.*!) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
excluded from Ihe overhead rates. 

(I) Salaries and wages of 'technical Employees either temporarily or permanently assigned lo and directly 
employed in the operation of the Joint Properly if such charges are excluded from the overhead rates. 

H. 0|>erators 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 I I . 
Such costs under this Paragraph 'M may be charged on a "when and as paid basis" or by "percentage assessment" 
on the amount of salaries ami wages chargeable to the Joint Account under Paragraph 3A of this Section I I . 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 I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 3A of this Section I I . 

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 .'!A atid .111 of this Section I 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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Mate tin I 

Material purchased or furnished hy Operator for use on the .foinl IVopcrty as provided tinder Section IV. Only such 
Material shall he purchased for or transferred tn Ihe .Ioint Property as may he required for immediate use and is 
reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shail he 
avoided. 

IVansportatiou 

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

A. If Material is moved lo Ihe Joint Properly from the Operators 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. 

H. 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 pninl nearest the Joint Property unless agreed to by the Parties. No charge shall he 
made to the Joint' Account for moving Malerial to other properties belonging to Operator, unless agreed to by the 
Parlies. 

0. In the application of subparagraphs A and H above, the option to equalize or charge actual trucking cost is 
available when the actual charge is $100 or less excluding accessorial charges. The $400 will be adjusted to the 
amount most recently rccom ment led 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 
It) of Section II and Paragraph i. ii. and iii, of Section III. The cost of professional consultant services and contract 
services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead 
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 
Joint Properly 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 Oi>orator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rales shall include costs of maintenance, repairs, other o|)eraling 
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
exceed KTflHTKKN percent ( 1 8 %) per annum. Such rates shall not exceed average commercial 
rates currently prevailing in the immediate area of the Joint Property. 

R. 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 2t)%. For automotive equipment. Operator may elect to use rates 
published by the Petroleum Motor TVansiiort Association. 

Damages and Losses to Joint Properly 

All costs or expenses necessary for the repair or replacement of Joint Properly 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 lo by the Parties, except as provided in Section 
I, Paragraph 3. 

faxes 

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 lax value generated by each party's working interest. 
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I 12. Insurance: 
2 
.'! Nrl premiums paid for insurance required I " lie carried Tor (lie Joint Operations for the protection of the Parties. In the 
t event Joint Operations are conducted iu a stale in which Operator may act as self-insurer for Worker's Compensation 
r> and/or Kmplovers Liability under the respective stale's laws. Operator may. al, its election, include the risk under its self-
(> insurance program and in that event. (tperalor shall include a charge af Operator's cost not to exceed manual rates. 
7 
8 III. Abandonment and Reclamation 
!) 

10 Costs incurred for abandonment of Ihe Joint Property, including costs required by governmental or other regulatory 
11 authority. 
12 
l.l I t . Communications 
14 
Ifi Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
Hi microwave facilities directly serving the Joint Property. In Ihe twent communication facilities/systems serving the Joint 
17 Propertv are Operator owned, charges to Ihe Joint Account shall be made as provided in Paragraph 8 of this Section I I . 
18 
19 15. Other Expenditures 
20 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
22 is of direct benefit lo Ihe Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
23 Operations. 
24 
25 
2(i I I I . OVERHEAD 
27 
28 1. Over head - Drilling and Producing Operations 
29 
30 i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
31 drilling and producing operations on either: 
32 
33 ( X ) Fixed Rate Basis, Paragraph IA. or 
34 ( ) Percentage Basis, Paragraph 113 
35 
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 
117 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph .'IA. Section I I . The cost and expense of services from outside sources in connection with matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
•10 the overhead rates provided for in the above selected Paragraph of this Section I I I unless such cost and expense are 
A1 agreed to by the Parties as a direct charge to the Joint Account. 
42 
43 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Property: 
45 
40 ( ) shall be covered by the overhead rates, or 
47 (X ) shall not be covered by the overhead rates. 
48 
49 iii. The salaries, wages and Personal Ex»>enses of Technical Empioyees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Property: 
52 
53 ( ) shall be covered by the overhead rates, or 
54 ( X ) shall not be covered by the overhead rates. 
55 
56 A. Overhead - Fixed Rate Basis 
57 
58 (I) Operator shall charge the Joint Account at the following rates per well per month: 
59 
60 Drilling Well Rate $ 3000 . 0 0 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $ 375 . 00 
64 
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
GG 
67 (a) Drilling Well Rate 
68 
69 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date 
70 the drilling rig, completion rig, or other units used in completion of the well is released, whichever 
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1 is later, except lhal no charge shall he made (luring suspension of drilling or completion operations 
2 for fifteen (ir>) or more consecutive calendar days. 
:i 
4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (fi) 
5 conseculive work days or more shail he made at. the drilling well rate. Such charges shall he 
(> applied for Ihe period from date workover operations, with rig or other units used in workover, 
7 commence through dale of rig or other unit release, except that no charge shall he made during 
S suspension of operations for fifteen (IH) or more consecutive calendar days. 

9 
10 (b) Producing Well Hates 
II 
12 (I) An active well either produced or injected into for any portion of the month shall be considered as 
IM a one-well charge for the entire month. 
14 
15 (2) Each active completion in a multi-completed well in which production is not commingled down 
K> hole shall be considered as a one-well charge providing each completion is considered a separate 
17 well by the governing regulatory authority. 
IS 
10 {'.',) An inactive gas well shut in because of overproduction or failure of purchaser to take the 
20 production shall be considered as a one-well charge providing the gas well is directly connected to 
21 a permanent sales outlet. 
22 
2:$ (4) A one-well charge shall be made for the month in which plugging and abandonment operations 
24 arc completed on any well. This one-well charge shall be made whether or not the well has 
25 produced except when drilling well rate applies. 
2(i 
27 (.1) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 
28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
29 
30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
31 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
32 the rale currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
33 Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as 
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
35 by the United Stales Department of Labor, Bureau of labor Statistics, or the equivalent Canadian index as 
315 published by Statistics 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 (I) Operator shall charge the Joint Account at the following rates: 
42 
43 (a) Development 
44 
45 Percent ( %) of the cost of development of the Joint Property exclusive of costs 
40 provided under Paragraph 10 of Section I I and all salvage credits. 
47 
48 (b) Operating 
49 
50 Percent ( %) of the cost of operating the Joint Property exclusive of costs provided 
11 under Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased 
12 for secondary recovery and all taxes and assessments which are levied, assessed and paid uiwn the 
53 mineral interest in and to the Joint Properly. 
54 
55 (2) Application of Overhead - Percentage Basis shall be as follows: 
56 
57 For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , 
58 development shall include all costs in connection with drilling, redrilling, deepening, or any remedial 
50 operations on any or al! wells involving the use of drilling rig and crew capable of drilling to the producing 
60 interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 
01 expenditures incurred in abandoning when the well is not completed as a producer, and original cost of 
02 construction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
(53 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . All other 
64 costs shall be considered as operating. 
65 
60 2. Overhead - Major Construction 
67 
08 Tb compensate Operator for overhead costs incurred in tho construction and installation of fixed assets, the expansion of 
'•9 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
70 Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
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I Account for overhead based on Ihe following rales for any Major Construction project iRRK'f f f t f t lv j lkxxxxxxxxxx 
2 
:i A. "!, of first $100,(11") or tolal cost if less, plus 
4 
T> It. of costs in excess of $100,01)0 but less than $1,000,000, plus 
0 
7 (: % of costs iu excess of $1,000,000. 
8 D - $ 1 0 0 . 0 0 PER DAY. 
!) Tolal cost stiall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

KI project shall not be treated separately and the cost, of drilling and workover wells and artificial lift equipment shall he 
11 excluded. 
12 
1.1 .'5. Catastrophe Overhead 
14 
If) To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
|f> lo oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 
17 necessary to restore tht* .Ioint IVoporly to the equivalent condition that existed prior to the event causing the 
IH expenditures. Operator shall either negotiate a rate prior to charging the .Ioint Account or shall charge the Joint Account 
1!) for overhead based on the following rates: 
20 
21 A N / A % or total costs through $100,000: plus 
22 
2:i II. N / A 'V, of total costs in excess of $ 100,000 but less than $1,000,000; plus 
24 
2fi (:. N / A % of total costs in excess of $ 1,000,000. 
2(i 
27 Ex|»enditures subject to the overheads above will not lie reduced by insurance recoveries, and no other overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 
34 
35 
.'«; IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
37 
38 Ojtcrator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 
40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 
41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or R Material. The dis|tosal of surplus Controllable Material not purchased by the Ojicralor shall be agreed lo by the Parties. 
44 
46 1. I*urchascs 
4G 
47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
49 when adjustment has been received by the Operator. 
50 
51 2. Transfers and Dispositions 
52 
53 Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
54 unless otherwise agreed lo by the Parties, shall be priced on the following basis exclusive of cash discounts: 
55 
56 A. New Material (Condition A) 
57 
58 (1) Tubular Goods Other than Line Pipe 
59 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill 
61 published carload base prices effective as of date of movement plus transportation cost using the 80,000 
62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 
63 published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound 
('11 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from I/jrain, Ohio 
65 and casing from Youngstown, Ohio. 
66 
67 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 
68 transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 
69 above in Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the 30,000 
70 
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pound Oil Field Hinders Association interstate truck rate shall be used. 

(c) Special end finish lobular goods shall be priced at. the lowest published out-of-stock price, f.o.b. Houston. 
Texas, plus transportation cost, using Oil Fiold Haulers Association interstate 30.000 pound truck rate, 
lo the railway receiving point nearest (he .Ioint Properly. 

(d) Macaroni lulling (size less than 2 \ inch OD) shall be priced at the lowest published out-of-stock prices 
f.o.b. Ihe supplier plus Iransportation costs, using the Oil Field Haulers Association interstate truck rate 
per weight of tubing transferred, lo the railway receiving point nearest the Joint Property. 

Line Pipe 

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

(b) 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.(l)(a) as provided above. Freight charges shall be calculated from l/jrain, 
Ohio. 

(c) Line pipe 21 inch OI) and over and Y, inch wail and larger shall be priced f.o.b. the point of 
manufacture at current, new published prices plus transportation cost to the railway receiving point 
nearest the Joint Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
Itc priced at ((tinted prices plus freight fo 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 (toint of manufacture, plus transportation costs, if applicable, to the 
railway receiving point nearest the Joint Pro|tcrly. 

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 
Itoint of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 
Properly. Unused new tubulars will be priced as provided above in Paragraph 2.A.(I) and (2). 

Good Used Material (Condition B) 

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

(1) Material moved lo 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 sevcnly-fivc percent (75%) of current new price, as determined by Paragraph A, if Material was 
originally charged lo the Joint Account as new Material or 

(b) At sixty-five percent (05%) of current new price, as determined by Paragraph A, if Material was 
originally charged to the Joint Account as used Material. 

(3) Material nol used on and moved from the Joint Property 

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

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

Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
C value plus cost of reconditioning does not exceed Condition B value. 
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1 (2) Condition I) 
2 

! .'! Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose 
I shall be priced on a basis commensurate with its use. Operator may dispose of Condition 1) Material 
5 under procedures normally used by Operator without prior approval of Non-Operators. 
o 
7 (al Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and R seamless line pipe 
S of comparable size and weight. Csed casing, tubing or drill pipe utilized its line pipe shall be 
!) priced at used line pipe prices. 

10 
11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 
Ki Upset tubular goods shall be priced on a non upset basis. 
14 
15 (3) Condition E ! 
16 
17 .lunk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
IS procedures normally utilized by Operator without prior approval of Non-Operators. 
1!) 
20 I). Obsolete Material 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
2'-\ is nol equivalent lo lhal which would justify a price as provided above may be specially priced as agreed to by 
2'\ the Parlies. Such price should result in the Joint Account being charged with the value of the service 
25 rendered by such Material. 
2(! 
27 K. Pricing Conditions 
28 
29 (1) leading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25*?) 
:t(( per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
:M sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 
32 following January 1, 1085 by the same percentage increase or decrease used to adjust overhead rates in 
33 Section 111. Paragraph t.A.(3). Each year, the rale calculated shall be rounded lo the nearest cent and 
34 shall be the rate in effect until the first day of April next year. Such rate shall be published each year 
35 by the Council of Petroleum Accountants Societies. 

ar» 
37 (2) Material involving erection costs shall be charged al applicable percentage of the current knocked-down 
38 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
44 Material al the Operators actual cost incurred in providing such Material, in making it suitable for use, and in moving it 
45 lo the Joint Property: provided notice in writing is furnished to Non-0|>eralors of the proposed charge prior to billing 
40 Non-Operators for such Material. Each Non-Operator shall have Ihe right, by so electing and notifying Operator within 
47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable lo Operator. 
49 
50 4. Warranty of Material Furnished Hy Operator 
51 
52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 
r>3 Account until adjustment has been received hy Operator from the manufacturers or their agents. 
54 
55 
56 V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Material. 
59 
60 1. Periodic Inventories, Notice and Representation 
61 
02 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
03 of intention to lake inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
64 Non-Operators may lie represented when any inventory is taken. Failure of Non-Operators to be represented at an 
05 inventory shall bind Non-Operators to accept the inventory taken by Operator. 
06 
G7 2. Reconciliation and Ad justment of Inventories 
68 
09 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
70 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 

- 8 -



COMS - 1984 _ C>NSHOJEA _ 

Recommended by me CovncH 
ol Petroleum Accountant* 
Societies 

I overages and shortages, hut. Operator shall he held accountable only for shortages due to lack of reasonable diligence. 
2 
',] Special Inventories 
4 
fi Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 
(i Properly. It shall be Ihe duly of Ihe partv selling In nolify all other Parties as quickly as possible after the transfer of 
7 interest takes place. In such car.es, both the seller and the purchaser shall be governed by such inventory. In cases 
X involving a change of Operator, all Parties shall be governed by such inventory. 
!) 

10 4. Expense of Conducting Inventories 
II 
\ ' l A. The expense of conducting periodic inventories shall not he charged to the Joint Account unless agreed to by the 
i:i Parties. 
14 
15 \\. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
Hi inventories required due lo change of Operator shall be charged lo the Joint Account. 
17 
18 
I!) 
20 
21 
22 
211 
24 
2fi 
2(5 
27 
28 
29 
30 
31 
32 
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