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HES ] P

Ms. Florene Davidson . O L
New Mexico 0il Conservation Division [ [ -

2040 South Pacheco Street \ C@é%ev L//;D:Q,Z_
Santa Fe, NM 87505 PReesiatien T

Re: Application of Shahara 0il Corporation for
Statutory Unitization of the Shahara State 16 Unit Area
Lea County, New Mexico

Dear Florene:

Enclosed are three copies of the captioned Application filed
by Shahara 0il Corporation, with Exhibits 1 and 2 being the Unit
Agreement and Unit Operating Agreement.

Also enclosed is a copy of my prior letter of May 31. It
obviously fell through a crack someplace between Albuquerque and
Santa Fe.

It’s my understanding that the same will be set for Examiner
Hearing on the July 11 docket. Please confirm that date to me, and
I’'1l send the appropriate notice to the other interest owners.

With regards, I am

Very truly yours,

c L >

}/

Paul A. Cooter

PAC/jmg
Enclosures

09638-00100/PCOO/AT2416.



BEFORE THE
OIL CONSERVATION DIVISION

. NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

=5 Ea UTER TR YRR g,

IN THE MATTER OF THE APPLICATION OF
SHAHARA OIL CORPORATION FOR STATUTORY .. . _. LT i

U D eneerynt R IRIGH
UNITIZATION OF THE SHAHARA STATE 16 Uit LU .
UNIT AREA, LEA COUNTY, NEW MEXICO. CASE NO. “5@2

APPLICATION

SHAHARA OIL CORPORATION, a New Mexico corporation, the
"Applicant", whose address is 207 W. McKay, P.O. Box 3232,
Carlsbad, New Mexico 88221-3232, applies for an Order unitizing the
Shahara State 16 Unit Area, and in support thereof states:

1. Applicant seeks an Order pursuant to the Statutory
Unitization Act (Section 70-7-1 through 70-7-21 N.M.S.A. 1978
Comp.) providing for unitized management,‘operation and further
development of the proposed Shahara State 16 Unit Area which
consists of 320 acres situate in Lea County, New Mexico, more
particularly described as follows:

Township 17 South, Range 33 East, N.M.P.M.
Section 16: W%
Those lands are included in that certain 0il and Gas Lease dated
September 11, 1933 bearing Serial Number B-2148 from the State of

New Mexico, as Lessor, to Phillips Petroleum Company, as Lessee.
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2. The vertical 1limits 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%SW% and SE%SW%, and 5200 feet under the SW4%SW% of said
Section 16.

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

6. The participation formula, as so set forth in the Unit
Agreement, allocates the produced and unitized oil and other
hydrocarbons on a fair, reasonable and equitable basis.

7. The type of operations to be conducted in the proposed
Unit Area initially include secondary recovery by means of
waterflooding. Carbon dioxide flooding or other tertiary recovery
process may be conducted in the future.

8. If 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 will prevent waste and benefit
all interest owners, and additionally, will result, with reasonable
probability, in the increased recovery of substantially more oil
and other hydrocarbons than otherwise would be recovered.

10. A copy of the proposed Unit Operating Agreement covering
the manner in which the Unit will be supervised and managed and
costs allocated and paid is filed with this Application, marked
Exhibit 2.

11. Statutory unitization of the Shahara State 16 Unit Area
is in the best interests of conservation, prevention of waste and
protection of correlative rights.

12. Applicant has sought the voluntary joinder of all
interest owners in the proposed Unit Agreement, and should all
those owners elect to participate in this Unit, Applicant requests
approval of a voluntary Unit Agreement.

WHEREFORE, Shahara 0il Corporation respectfully requests that
this Application be set for hearing before a duly appointed
Examiner of the 0il Conservation Division, the "Division", and that
after notice as required by the rules and regulations of the

Division, the Division enter its Order granting this Application.
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Respectfully submitted,

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

g

By

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
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
SEAHARA STATE 16 UNIT
LEA COUNTY. NEW MEXICO
THIS AGREEMENT. eniered into as of the _J.S+ dayof __ Degember ,1994 , by and between the partics

subscribing, ratifying or consenting hereto. and herein referred (10 as “parties hereto”;
WITNESSETH THAT:

WHEREAS, the partics hereto are the owners of working, roymity or other oil and gas interests in the Unit Area subject to this
agreement: and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by law (Sec. 3, Chap, 88, Laws 1943) as
amended by Dec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Ant. 10, Sec. 45, N.M. Statutes 1978 Annot.), to consen 10 and approve the
development or operstion of State iands under sgreements made by lessees of State land joinudy or severally with other iessees where such
agreements provids for the unit operstion or dcvelopment of part of or all of any oil or gas pooi, ficld or area; and

WHEREAS. the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislanure (Sec. 1, Chap.
162, Laws of 1951; Chap. 19, Art. 10, Sec. 47, N.M. Stats. 1978 Annot.) to amend with the approvai of lesses, evidenced by the lesses’s
execution of such agreement or otherwise. any oil and gas icase embracing Stats iands 30 that the iength of the term of said icase may coincide
with the term of such agresments for the unit operation and development of part or ail of any oil or gas pool, field or srea; and

WHEREAS, the Oil Coaservation Division of the Energy and Minerals Department of the State of New Mexico is suthorized by law

(Chap. 72, Laws 1935, as amended, being Sec. 70-2-1 et seq. N.M. Stawies 1978 Annotated) to approve this agreement and the conservation
provision hereof; and

WHEREAS, the parties hereto hold sufficient interess in the _Shahara State 16 Unit Area, comprised of the land
hereinafier designated, o give reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to enable institution and consummation of secondary and/or enhanced oil recovery
operations, conserve natral resources, prevent wasts and secure the other benefits obtainable through development and operation of the srea
subject 10 this agreement under the terms, conditions and limitations herein set forth.

NOW THEREFORE. in consideration of the premises and the promises herein contained. the parties hereto commit to this agreemant
their respective interests in the Unitized Formation underlying the Unit Area, and agree severally among themseives as follows:

SECTION 1. BLING ACT AND REGULATIONS: The oil and gas operating reguiations in the effect as of the sffective
date hereof governing drilling and producing operations not inconsistent with the terms hereof or the laws of the State of New Mexico are hereby
accepted and made a part of this agreement.

SECTION 2. DEFINITIONS: For the purpose of this agreement, the following terms and expressions are used herein shail
mean:
) “Unit Area” is defined aa the fand depicted on Exhibit "A" and described by Tracts in Exhibit “B* atsched hereto and
said land is hereby designated and recognized as constituting the Unit Area.
®) “Commussioner” is defined as the Commissioner of Public Lands of the State of New Mexico.
©) “Division” is defined as the Oil Conservation Division of the State of New Mexico.
[¢)] *Unitized Formation” shall mean that interval underlying the Unit Area, the vertical limits of which extend from the surface of the

ground to & lower limit of 5500 feet below the surface.

(¢) “Unitized Substances” is defined as all oil, gas, gascous substances, suiphur conuined in gas, condensate, distillats and
all associated and constituent liquid or liquefiable hydrocarbons within or produced from the Unitized Formation.



() “Working interes” is defined as an interest :n Unitized Substances by virtus of a icass. operating sgreement or otherwise.
inciuding a carried interest, which interest 18 chargeaoie with and obligated 10 pay or bear. cither in cash or out of
production or otherwise, ail or a portion of the com of drilling, developing, producing and opersung the Unitized
Formauca. Any interes in Unitized Substances which is a Working interest as of the dats the owner thereof cxocutss,
ratifies or consents 10 this agreement ahail thereatier be treated as a Working interest for ail purposes of this agresment.

@ “Royaity interem* is defined as a right 1o or interes in any portion of the Unitized substances or proceed thereof othes
than a Working interest.

M) *"Working interest Owner” is defined as a party hereto who owns a Working Interest.

0 “Royaity Owner” is defined as a party hereto who owns & Royaity Interest.

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

&) *T'racs Participation” is defined as the percentages of Unitized Subsances ailocated hereundar 10 & Teact duna( Phase {
and Phase I, as hereinafler defined. The Tract Participation of the Tracts within the Unit Area is shown on Exhibit "C”
attached hereto.

(L) *Unit Panicipation” is defined as the sum of the percentages obtained by muitiplying the Working inicrest of 8 Warking

Intsrem Owner 2 each Tract having Tract Participation by the Tract Participation of such Tract.

(m) and (n) There is no distinction between “Phase I" and "Phase I* for producti f Unitized Substances i
uae of those in this Ag p on of from the Unit Arca regardless of the
(o) *Ugit Opersting Agreement® is defined as any agreement or agrosments entared into, separatsly or collectively, by ane
between the UnhOpthWaﬁqMOmnupmﬂthO.MmmﬁmﬂU&
Operuting Agresment, infra, and shall be styled *Unit Opsrating Agreement, _Shahara State 16 Unit Area,
Lea County, New Mexico".
() *Unit Manager® is defined as the person or corporation appointed by the Unit Working Interest Qwners to perform the
duties of the Unit Operator until the seiection and qualification of a successor Unit Operator as provided for in Section
8, Successor Unit Operawor, hereof.
SéCﬂON 3. UNTT _AREA: The area specified on the map suached hereto marked Exhibit "A® is bereby designated and
recognized as conmiquting the Unit Area, containing 320 acres, Moce or less.

Exhibit *A" 10 the extent known o Unit Operstor, shaws the boundaries and ideatity of Tracts and leases in the Unit Ares. Exhibit
*B* sttached hereto in & schedule showing, to the extent known w Unit Operator, the acreage comprising cach Tract and the percemege of
ownership of each Working Iotsrest Owner in each Tract. However, nothing herein or in said schedule or map shall be consrued as a
mmﬁonbylnypmyhmuwtheowmcﬁipofmymmmmimnmnmabminnidmorm"m
owned by such party. Exhibit "C” attached hereto is & scheduls showing the Tract Patticipatioa of esch Tract in the Unit Arca during Phase |
and [I. which Tract Panticipation has been calcuisted upon the basis of all tracta within the Unit Area being commitied to this agreement as of
the sffective date hereof.

Exhibits "A", *B®, and “C" shail be revised by Unit Operator whenever changes render such revision necessary and not ieas than
two copies of such revision shall be filed with the Commussioner and the Division.

SECTION 4. ANSION: The Unit Ares may, when practicable, be expanded to inciude therein any additional Tract or

Tracts regarded as reasonably necessary or sdvisable for the purposes of this agreement. Such expansion shail be effected in the following
mannet.

@ The Working Interest Owner or Owners of a Tract or Tracts desiring 10 bring such Tract or Tracts into the Unit Area shail
file an appiication therefor with Unit Operator requesiing such admiasion.



®) Unit Operator shail circuiats a nouce of the proposed expansion to each Working interess Owner in the tract or tracts
proposed W be inciuded in the Unit and/oratiected by the proposed expansion setung out the basis for sdmission, the Tract
Panticipation proposed to be ailocsaied to such Tract or Tracts. and other peninent data. After negotiation (st Working
Interest Owners’ meeting or otherwise) if Working interest Owners having a combined Phase il Unit Participation of ninety
percent (90%) or more have agreed 10 such Tract or Tracts being brought into the Unit Area, thea Unit Operator shall,
after pretiminary concutrence oy the Commissioner and the Comsrussion:

(1) Prepare a notice of proposed expansion describing the contempiated changes in the boundaries of the Unit Area, the
reason therefor, the basis for admission of the additionai Tract or Tracts, the Tract Participation 1w be aliocated thereto,
and the proposed affective dais thereot: and

(2) Furnish copies of said notics to the Commissioner and the Division, cach Working interest Owner and (0 the lesass
and lessor whoss interests are proposed Lo be committed, advising such parties that thirty (30) days wiil be aliowed for
submission to the Uait Operator of any objections to such proposed expansion: and

@) Fils, upon the expintion of ssid thirty-day period as set out in Subsection (2) immediately sbove, with the
Commissionsr and Division the following: (a) Evidence of maiiing copies of said notics of expansion: (b) An application
for such expansion: (c) An instrument containing the sppropriats joinders in compiiance with the quaiification requiremsms
of Section 13, Tracts Qualified for Unit Panticipation, infra; and (d) Copies of any objectioas received.

The expansion shail, after dus consideration of all pertinent information and upanapproval by the Commissioner and Division, becoms
effective as of the dats prescribed in the notics thereof. The revised Tract Participation of the respective Tracts inciuded within the Unit Area
prior 10 such enisrgement shall remain in the sams rauo one w another.

Thars shail never be any retroactive silocation or adjustment of operating expenses or of interest in the Unitized Subsances produced
(or the procseds of the sale thereof) by reason of an expansion of ths Uit Area; provided, however, this iimittion shail not prevess any
adjusiment of invesmsnt necessitsted by such expansion.

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES; All land committed to this agresment as provided in
Section 13, Tracts Qualified for Unit Participasion, as to the Unitized Formauon defined in Section 2, Definitions, shall consituts fand referved
1o herein as "Unitized Land® or “land subject 1o this agreemem*. All oil and gas in the Unitized Formatioa in the Unitized Laad are unitized
under ths terms of this agreement and herein sre called *Unitized Substances”.

SECTION 6. UNIT OPERATOR: _Shbahara 0il Corporation Company is hereby designated as Unit
Qperstor. and by signing this instrument as Unit Operator 1t agrees and consents (o accept the duties and obligations of Unit Operstor for the
operstion. development and production of Unitized Substances as herein provided. Whenever reference is made herein w0 the Unit Operaior. such
reference means the Unit Operatore acting in that capacity and not as an owner of intsrent in Unitized Subatances, and the term *Working Interemt
Owner” when used hersin shail inciuds or refer to Unit Operator as the owner of & Working interest when such an interest is owned by it.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Operator shall have the right 1o resiga at any
time, but such resignation shail not become etfective 50 as W reieass Unit Operator from the duties and obligations of Unit Operswor and
terminats Unit Operator's rights as such for s period of six (6) months afier wrinen notice of intention 10 resign has beea given by Unit Opersior
to ail Working interest Owners and the Commissioner and Divisioa uniess & new Unit Operator shail have uken over and sssumed the dutiss
and obligations of Unit Operator prior to the expiration of said period.

Ths Unit Operstor shall, upon default or failure in the performance of its duties snd obligations hereunder, be subject to removal only
by unsnimous vots of all Working Interest Owners other than Unit Operator. Such removai shall be effective upon notice thereof to the
Commissioner and Divisioa.

In all such instances of resignation or removai, until a successor 10 Unit Operator is sclected and approved as hereinafier provided,
the Working interest Owners shail be jointly responsible for the performance of the duties of the Unit Operator and shail, not later than thirty
(30) days before such resignation or removai becomes effective, appoint a Unit Manager 1o represent them in any action to be taken hereunder.

The resignation or removai of Unit Operator under this agreement shail not terminate its right, title or interest as the owner of &
Working Interest or other interem in Unitized Substances, but upon the resignation or removai of Unit Operator becoming effective, such Unit
Operator shall deliver possession of all equipment, books and records, materiais. appurienances and other asseis used in conducting the Unit
operations and owned by ths Working interest Owners (inciuding any and all data and information which it might have gained or assembied by
reason of its operation of the Unit Area) to the new duly qualified successor Unit Operator or 1o the Unit Manager if no such new Unit Operstor
is elected, o be used for the purpose of conducting Unit Operations hereunder. Nothing herein ahail be construed as authorizing removal of say
material, equipment or sppurtenances needed for the preservation of any weils. Nothing herein contained ahall be conmrued to relieve or
discharge any Uit Operatoe who resigns or is removed hereunder from any liability or duties accruing to or performabie by it prior to the
effective dats of such resignation or removai.



SECTION 8. SUCCESSOR UNIT OPERATOR: Whenever (nit Operator shail tender its resignation as Unit Operator or
shail be removed as heremnsbove provided, the Working interest Owners, voling in the manner provided in ths Unit Operating Agreement. shaik
sclect & successor Unit Operator: provided. however, that the voung interest of the outgoing Unit Opersior shail sot be considered for sny
purpose if such outgoing Unit Operator fails Lo vote or votes oniy 10 succeed itseif. Such seiection of a successor Unit Operator shail sot becoms
effective until: (a) & Unit Operutor 80 seiscted shail accept in writing the duties and responsbiiities of Unit Operstor, and (b) the asiection shail
have been approved by the Commissioner and Division. if no successor Unit Operator 18 sciected as herein provided, the Commissioner may
deciare this agreement termunsted.

SECTION 9. ACCOUNTING FROVISIONS AND UNTT OPERATING AGREEMENT: Costs and sxpensesincurred by Unit
Operator in conducting Unit Operauons hereundar shail be paid, apportioned among and borne by the Working interest Owners in accordance
with the Unit Operating Agreement. Such Unit Operaing Agresment shail also provids the manner in which the Warking intsrest Owners shail
be satitied to receive their respective proportionats and allocated share of the bensfits accruing hereundar in couformity with their underiying
operating agresments. lcases or othsr independent contracts and such other rights snd cbligations ss betweea Unit Opsraior and ths Working
Interem Owners as may be sgreed upon by the Unit Opersior and the Working interesm Owners; howsver, no such Unit Operating Agresment
shail be deemed cither to modify any of the terms and conditions of this Unit Agreement or to relieve the Unit Operator of any right or obligation
cstablished undsr this agresment, and in case of any inconsimency or conilict between this agreement and the Unit Operating Agreemon. this
agresment shall prevail. Ons trus copy of any Unit Operating Agreement executad Pursuant to this Section shail be filed with the Commissionsr.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNTT OPERATOR: Except as otherwiss specifically provided herein, the
exclusive night, privilege snd duty of exercising any and all rights of the parues hereto which are necessary or convenient for prospecting for,
producing, storing, allocating, and distributing the Unitized Substances are hereby delegated to and shail ba exsrcised by the Unit Opermioe as
hersin provided. Upon request thersior, acceptable evidencs of title to said rights shall be deposited with said Unit Opersor, and together with
this agreement shall constinuis and defins the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be coasrued
(0 tranager titls t0 any iand oc 10 any ieass or operating sgresment. it being understood that under this agresmens the Unit Operatoe, i its capecity
as Unit Operstor, sbail exercise the rights of possession snd use vesied in the parties hereto oniy for the purposss hessin specified.

SECTION 11. PLAN OF OPERATIONS: It is recognized and agreod by ths parties hereso that all of the land subject to this
agroement has been reasonsbly proven to be productive of Unitized Substances in paying quantities o is necsssary for Unit Operstions and that
the object and purposs of this agreement is 1o formuiats and 10 put into effect a secondary enhanced oil recovery project in order 10 effect &
grester recovery of Unitized Substances, prevent wasts and conserve natursi resources. The parties hereto agree that ths Unit Opersior may,
subject 10 the consent and approval of & plan of operatioa by the Working Interest Ownars, the Division and the Commizsioner, itject into the
Unitized Formatioa, through any weil or weils compieted therein, brine, watee, air, gas, oil, liquefied petroleum gas, stsam and any othee
substances or & combination of any said subsances, whether produced from the Unitized Formation or not, and that the location of inpus weils
and the raws of injection therein and the rats of production shail be governed by standards of good geological and petroieum euginsering practices
and conservation methods. Reasonable diligence shail be exarcised by UmOpmmcowiymgmmomofunphn
of operation, The panies bereto, to the extens they havs tha right 30 t0 do, hereby grant Unit Operator the right 10 use brine or watse (or both)
produced from any formation underiying the Unit Area for injection into the Unitized Formation; provided, hawever, that this grans of said right
Mmpmmmnuuofbmormm(orbah)prmnnyfommmmmoUmmdmeorwnmmm
other than ths Unitized Formauon. Afler commencement of secondary and or enhanced oil recovery operstioas, Unit Opersior shall furnish the
Commissioner and the Division momhly injestion and production repons for csch well in the Unit. The Working intsrest Owners, the
Commissioner and the Division shail be furnished periodic reports on the progress of the plan of operstion and any revisions or changes thereto
necessary 0 most changed conditions or 10 protect the intsresta of all pariies 10 this agreement: provided, however, that any major revisions of
ths plan of operation involving & basie devistion from the initial plan of operation shail be subject to the consent and approvai of the Working
[nterest Owners, ths Commissionsr and Division.

Tha initial plan of operation shail be filed with the Division and the Commissioner concurrently with the filing of this Uait Agreemens
for final spprovai. Reasonable diligence shall be exercised in complying with the cbligations of said plan of operstioa.

Notwithstanding anything to the coatrary herein coatained, the Unit Operator shall commence, if not slready having doas 20, sccondary recovery
operations and/or enhanced oil recovery operations oa the Unit Arcs nck later than December 31, 1997, or any extension thereof approved by the Commissioner
and Division or this Agreement, shall terminate automatically in which latter event the Unit Operator shall notify all interested parties. Afier such operations
are commenced, Unit Operator shall carry on such operations as would a rcasonably prudent operator under the same or similar circumstances.



SECTION 12. TRACT PARTICIPATION: Tract Participation was established by all owners of working and overriding royalty interests
in a voluntary working intcrest unit (letter) agreement dated Scptember 5, 1985 as follows:

Land Description Number of Acres Tract Participation
NKSWK, SEUSWY (Talbert Lease) 120 59.0%
SWYSWK (State 16 Leasc) 40 31.9%
NWMY (Pair Lease) 160 9.1%

320 100.0%

Those same Tract Participations are carried forward in this Agreement.

In the event less than ail of the Tracts are comminted hereto as of the effective dats hereof Unit Opermtor shail promptly file with the
Commissioner and Division at least two copies of revised Exhibits "B" and "C” senting forth on Exhibit *C* the revised Tract Participations
oppotits esch of the quaiified tracts, which shail be caicuiated by using the tract factors and formuia set forth hersinabove. but applying the sams
only to the quaiified Tracts. The revised Exhibita *B° and "C* shail. effective s of the effective date of this agreement. superseds the original
Exhibits "B* ans “C” atiached hereto and shall thereaier govern the ailocation of Unitized Substances unieas disapproved by the Commissionse
and Division within 30 days atter filing.

If, subesquent 1o the sffective date of this agreement. any additionai tract becomes committed hereto undar the provisions of Section
3, Unit Area. or Section 28. Noo-joindar and Subssquent Joindsr, or any commitied tract is exciuded herefrom under the provisions of Section
27, Loss of Title, Unit Opsrator shail revise said Exhibita *B*® and "C" or the iatest revision thereof to show ths new percentage panicipations
of the then commmisted tracts, which revised exhibit shail, upon its approval by the Commissioner and the Division supersede, as of its sffective
dats, the iasm previously effective Exhibits “B” and "C". In any such revision of Exhibit "C* the revised percentage participations of the
respective tracts lisied in ths last previously effective Exhibit *C™ shail remain in the same ratio one to another.

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

® Eﬁ'rnaulovhiehWorkinghncmmenmﬁngomhundmdpmem(lOOS)oflheWotﬁu interest therein have

besome parties berew and as o which Roysity Owners owning scventy-five percent (75 %) or more of the Royaity intersnt therein
have become panies hersto.

(®) Each Tract as 10 which Working Interest Owners owning one hundred percent (100%) of the working Interest therein have

becomw parties hcreto and as 10 which royaity Owners owning less than seventy-five percent (75 %) of the Royaity Interest therein
have becoms parties hereto and, further, as 10 which:

@) All Working interest Owners in any such Tract have joined in a request for the commitment of such Tract (o this
agresment, and

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

Forthe purposes of this Section 13 (b), a Working interest Owner's "voting interest® shall be equal 1o the ratio (expressed in percent)
which its aggregats Phase iI Unit Panicipation in all tracts qualifying under Section 13 () bears to the total Phase [ Unit Participation
of all Working interest Owners in ail Tracts qualifying under Section i3 (a), as such Unit Panticipation is determined from the Tract
Participaiion set out in Exhibit “C".

(¢) Each Tract a0 which Working Interest Owners owning iess than one hundred percent (100%) of the Working Interest therein
have become parues hereto, regardiess of the percentage of Royalty interest therein which is committed hereto and, further, 83 o
which:

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



and

(i) Seventy-five percent (75%) of the combined voung interests of Working interest Owners in ail Tracts mosung the
requirements of Section (3 (a) and (b) have voted in favor of the commitment of such Tract and accepiancs of the
indemnity agreement.

For tha purposs of this Section i3 (c), 8 Working interest Qwner's "voting inlerest” shail be equai to the ratio (expressed in percent)
which its aggregats Phase il Unit Participation in ail Tracts quaiifying under Section i3 (a) and 13 (b) bears 10 the totsi Phase I Unit
Participation of all Working interest Owners 1n ail Tracts quaiifying under Section i3 (2) and 13 (b) ss such Unit Participation is
detarmined from the Tract Participations set out in Exhibit “C*. Upon the commuunent of such a Tract to this agreement. the Unit
Pasticipation thas wouid have been suributed o the nonsubscribing owners of the Working interest in such Tract, had they becoms
pasties 10 this agresmens and the Unit Operaung Agreement, shall be aunbuted to the Working interest Ownars in such Tract who
have becoms parties 10 Rich agreements in proporuon to their respecuve Working interems in the Tract.

(d) Within Sixty (60) days adter the requiremems for commencement of Phase il or [II have not beea met, ths Operator will notify
the Qil and Gas Division of the New Mexico Stats Land Office of such conversion to Phass il or Phass ill.

SECTION 14. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Substances produced and saved from ths
committed Tracts within the Unit Arca (less. save and except any pant of such Unitizes Substances which is used in conformity with good
opsrating practicss on the Unit Area for drilling, operating, camp snd other production, deveiopment and pressure maintesance purposss, of
which is unavoxisbly lost) shail be apportioned amoag and allocated o the comumitted Tracts within the Unit Area in accordancs with the Tract
Panticipation sifective hereundar during the respective penods, cither Phase | or Phase II. in which such Unitized Substances were produced.
as such Tract Participation is shown in Exhibit "C" or any revision thereot. The amount of Unitized Substances so ailocated 10 each Tract, and
only that amouss (regardisss of whether it be mors or iess than the amount of the actual production of Unitized Substancss from the weil or weils,
if any, on smuch Tract), shail, for all intents, uses and purposes. be desmed 10 have been produced from such Tract.

‘The Unitized Subsiances allocated to each Tract shail bo distributed among or accounted for 1o the parties hereto entitled 1o share in
the productioa from such Tract in the same manner, in ths same proportions, and upon the same conditions, as they would have panicipated
and shared in the production from such Tract, or in ths proceeds thereof, had this agreement not been entered into, and with the sams legal forcs
and effect. No Tract committed to this Agreement and qualified for participation as heretafore provided shall be subssquently exciuded from
participation hereunder on account of depletion of Unitized Substances from such Tract.

If the Working Intsrest or ths Royaity interem in any Tract is, on or after the effective dats hereof, divided with respect to separats
parcels or portions of such Tract and owned severaily by different porsoas. ths Tract Participations sssigned (0 such Truct shall, in the sbesace
of & recordabie instrument sxecuted by all owners and furnished to Unit Operator fixing the divisions of ownership, be divided among such
parcels or portions in proportion (o the aumber of suriace acres in each.

The Unitized Substances ailocated to each Tract shall be delivered in kind 10 the respective Working interest Owners and parties
entitied therewo by virtue of the ownership of oil and gas rights therein or by purchass from such owners. Each Working Interest Owner and
ths parties ensinled thersto shail have the continuing rigit to receive such production in kind at a common point within the Unit Ares and 0 sell
or dispose of the ssme a3 it sees fit. Each such party shail have the right 0 conmruct, maintain and operats all necessary facilities for that purpose
on ths Unit Area, provided ths same are 50 constructed, maintained and operated as not 10 interfere with operations carried on pursmant hereto
or with operations upon or with regard to formations other than the Unitized Formation conducied within the Unit Area. Subject 10 Sectioa 16,
Royaity Seulemant, hereof, any extra expenditure incurred by Unit Operator by reason of the delivery in kind of sny portion of the Unitized
Substances shall be borns by the party (excepting the Stats of New Mexico) recsiving the same in kind.

If any party fails w0 taks in kind or separstely disposs of its proportionate share of Unitized Substances, Unit Operator shall have the
right, for tha tims being snd subject to revocation st will by the party owning the share, to purchase for its own account or seil (0 others such
share at not less thaa the prevailing market price in the area for like production; provided that. all contracts of sale by Unit Operator of any
other panty’s share of Unitized Substances shail be only for such reasonable periods of time as are consistent with the minimum needs of the
industry under the circumstances, but in no event shall any such contract be for a period in excess of one year. The proceeds of the Unitized
Substances so disposed of by Unit Operator shail be paid to the panty entitied thereto.

Ay puarty receiving in kind or separately disposing of all or any part of the Unitized Substances allocated to any Tract or receiving
the proceeds therefrom shall be respoasibie for making payment of ail royaity 1o the parties entitled thereto, and shail indemnify all panies hereto,
including Unit Operator, against any liability for all royaities, overriding royaities, production payments. and sll other payments chargeable
against or payable out of such Unitized Substances or the proceeds therefrom.

SECTION 15. LEASE TANKAGE ON EFFE ATE: Unit Operator shail make a proper and timsiy gauge
of all lease and other tanks within the Unit Area in order to ascertain the smount of merchantable oii above the pipeline connection in such tasks
as of 7:00 A.M. on the effective date hereof. All such oil which has then been produced legaily shall be and remain the property of the Working
Intarest Owner entitied thereto the sama as if the Unit had not been formed; and such Working Interest Owner shail prompty removs said oil



from the Unit Area. Any such oil not so removed shall be soid by Unit Operator for the account of such Working Interest Owner, subject to
the payment of ail royaity to Royaity Owners under the terms and provisions of the Unit Agreement and any appiicabis icass or icases and other
coatracts. All such oil as is in excess of the prior allowabie of the weil or weils from which the same was produced shail be regarded and trested
the same as Unitized Substances produced afier the effective dats hereof. [f, as of the effective data. hereof, any Tract is overproduced with
respect (o the atiowable of the weil or wells on the Tract and the amount of such overproduction has beea soid or otherwise disposed of, such
overproduction shail be regarded and inciuded as & pant of the Unitized Substances produced aftes the effective dats hereot and the amouns thereof
charged to such Tract as having besa delivered to the persons entitied to Unitized Substances ailocated 1o such Tract.

SECTION 16. ROYALTY SETTLEMENT: The State of New Mexico and ail Royaity Owners who, under existing contracts,
are emtitled 10 ks in kind a share of the submances produced from sny Tract unitized hereunder, shail hereatter be entitied 10 taks in kind their
share of the Unitized Substances aliocated o such Tract, and Unit Operator shall make deliveries of such Royaity share taksa in kind in
conformity with the appiicable contracts, laws and reguiations. Settlemem for Royaity interests not takea in kind shall be made by Working
Interest Owners respoasible therefors under existing contracts, laws and regulations. on or before the last day of each month for Unitized
Substances producsd during the preceding calendar month; provided. however, that nothing herein contained shall operais 10 relieve the lessses
of any iand from their respective icass obligations for the payment of any Royaity dus under their icases, except that such Royaity shall be
computed in sccordance with ths terms of this Unit Agreement.

If gas obtained from iands not subject to this Agreement is introduced into the Unitized Formation for use in pressure maimesance,
stimuiation of production, or increasng uitimate recovery, which shail be in conformity with a pian first spproved by the Commissioner and
the Divisioa & liks amount of gas, icss appropriats deductions for ioss from any cause may be withdrawn from ths formation into which ths gas
was introduced, royaity fres as (o dry gus, but not to the products extracted therefrom; provided that such withdrawat shail be pursuans 10 such
conditions sad formuia as may be prescribed or spproved by the Commissioner; and Division provided further, that such rigixt of withdrawal
shall lerminais on the tsrmination of this agreement. If liquetied petroicum gases obuined from iands or formations not subject 10 this agresment
be injected into the Unitized Formation for ths purposs of increasing ullimate recaver, which shail be in conformancs with a plan first approved
by the Commissioner and Division: part or ail of such liquefied petroleum gases may be withdrawn royaity free pursuant (o such conditions and
formuila as may be prescribed or approved by the Commissioner and Division.

Royaity dus oo sccount of Stats iands shall be computed and paid on the basis of all Unitized Substances aliocated to such lands.

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royaities dus oa leases committad hereto shail be paid by
Working intsrest Owners responsibie thersfor under sxisting contracts, laws and reguiations, provided that nothing herein contained shall opecsss
10 velieve the lessess of any land from their respective lease cbligations for payment of aay rental oc minimwm royaity in Lieu thereof dus under
their leasss. Rantal for lands of the Stats of New Mexico subject 10 this agreemant shail be paid at the rats specified in the respective leasss from
the Stats of New Maxico, or may be paid at the ruts specified in the respective icases from the Stats of New Mexico, or may be reduced or
suspended undar order of ths Commissioner pursuant 1o applicable laws and regulations.

SECTION 18. SERVATION: Operations hereunder and production of Unitized Subsiances shall be conducted 1o provids
fonlumunomdﬂcﬁemmofuduﬁmwub«nmn.udcﬁmdbySuuhwnndnmm The use of fresh water

in waterflood operstions is prohibited uniess sxpresaly approved by the Commissioner of Public Lands on the basis of excessive wechnological
or financial burdea.

SéCﬂON 19. DRAINAGE: The Unit Operator shall take spproprists and adequats measures (o prevent drainage of Unitized
Substances from uaitized iands by wetlis on iand not subject to this agreement, or, with consent of the Commissioner and pursuant 10 applicable
regulations, pay a fair and reasonabile compensalory royaity as detarmined by the Commissioner.

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED: The terms, conditions and provision of all
leases, subleases and othsr contracts relating 1o expioration, drilling, deveiopment or operation for oil or gas on lands comminied to this
agreement are hereby expressly modified and amended to the extent necessary to maks the same conform to the provisions hereof, but otherwise
to remain in full force and effect, and the parties hereto hereby consent that the Commiasioner, as 10 Stats leases, shail by his approval hereof
or by the approval hereot by his duly suthorized representative, does hereby esuablish, aiter, change or revoks the driiling, producing, reatal
minimum royaity and royaity requirements of Stals ieases commited hereto and the reguiations in respect thereto to conform said requirsments
to the provisions of this agreement. Without limiting the generality of the foregoing, ail leases, subleases and contracts are particuiarly modified
it accordance with the following:

(s) The development and operstion of lands subject to this agreement under the terms hereof shail be deemed full performance of all
obligations for development and operation with respect to each and every pant or separately owned Tract subject to this agresment.
regardiess of whether there is any development of any particular part or Tract of the Unit Area, nocwithstanding anything to the
contrury in the leass, operating sgreement or other contract by and between the parties hereto, or their respective predecsssors in
intsrest, or any of them.

(b) Drilling, producing secondary recovery or cnhanced oil operations performed hereunder upon any Tract of unitized lands shall
be sccepted and deemed 1o be performed upon and for the benefit of each and every Tract of unitized land, and no icass shail be



deemed 10 expire by reason of failure to driil or produce weiis situated oa {and therein embraced.

(c) Suspeasion of drilling or producing operations on ail unitized land pursuamt to direction or conssm of the Division and
Commissioner or their duly authorized representauves, shall be deemed to consutute such suspension pursuant 10 such direction or
consent a8 10 esch and every Tract of unitized lands.

(d) Each leass., sublsass, or contract reiating to the expioration, driiling, deveiopment or operauion for il and gas which by its terms
might expire prioe to the termination of this agreement, is hereby exiended beyond any such term 30 provided tharein, so that it shail
be continued in full forcs and effect for and during the terms of this agreement.

(¢) Termination of this agreement shail oot stfect any lcase which, pursuant to the terms thereof or any appiicabie laws shall continue
in force and sffect thereaiter.

() Any icass which is made subject 10 this agreement shall continus in forcs beyond the term provided therein as w0 the iands
commitied hsreto as long as such lands remain subject hereto.

(g) Any lease smbracing iands of the State of New Mexico having only a portion of its land comminsd hereto, shall be ssgregated
as 10 that portion committod and that not commitied. and the terms of such leass shail apply separately to such segregated portions
commencing as of the effective dats hereof: provided, however that notwithstanding any of the provisious of this sgrosmest 10 the
contrary, such leass shail continus in full force and effect beyond the term provided therein as 10 ail lands embraced in such icase
if oil or gas is, or has heretotore been discovered in paying quantities on some part of the lands embraced in such leass comminad
to this agreement or, 30 long as a portion of the Unitized Substances produced from the Unit Area is, under the terms of this
agresmsnt, allocatad 10 the portion of the lands covered by such lease comminted 1o this agresment, or at any tims during the term
hsreof, as 10 any icass that is then vaiid and subsisting and upon which the lessos or ths Unit Operator is then engaged in booafids
drilling, reworking, or secondary recovery operations on any part of the lands embraced in such icase, then ths sams as (0 all lands
embraced thereia shall remain in full force and sffect 30 long as such operstions are diligently prosscuted, and if they result in the
production of oil or gas, said leass shall continue in full force and effect as W ail of the lands embraced thersin, 50 loag thereafisr
as il or gas in paying quantitics is being produced from any portion of said lands.

SECTION 11. COVENANTS RUN WITH LAND: The covenants hersin shall be construsd 10 be covenants running with the
land with respect (o the intarests of the parties hersto and their succsssors in interest until this agroement (srminmss, and any grant, transéer or
comveyancs of interest in land or leases subject hereto shail be and hersby is conditionsd upon the assumption of ail privileges and obligations
bersunder by the grantes, ransfsree, oOr other succassor in intsrest. No assignment or transfer of any Working Intsrest subject hereso shall be
biading upoa Unit Operstor until the first day of the caiandar month after Unit Operator is furished with ths original, or scceptable photostatio
or eertified copy, of the record instrument of transfer; and no assignment or trasafer or any Roysity interest subject hersto shail be binding upoa
the Working Interest Owner respoasible therefor until the first day of the calendar month sfter said Working interest Owner is furnished with
the originai, or acceptabls photostatic or centified copy, of the recorded instrument of transfer.

SECTION 22. EFXECTIVE DATE AND TERM: This agreement shail become binding upon each party who executss or
ratified it as of the date of execution or ratification by such party and shail becoms sifective as of 7:00 A M. of ths first day of the month next
following: .

{s) The sxecution or ratification of this agreement and the Unit Operating Agreement by Working Intorest Ownera having a combined
Phase il Unit Participation of at least sighty-five percent (85 %), and the execution or ratification of this agreement by Royaity Owners
owning a combinod interest of at least seventy percent (70%) of the Phase If Royaity Interest in said Unit Ares; and

(®) The approval of this sgrecment by the Commissioner and the Commission: and

(c) The filing of at least one counterpart of this agreement for record in the office of the County Clerk of Lea County, New Mexico,
by the Uit Operstor; and

(d) The filing in the office of the County Clerk of Lza County, New Mexico, of a cenificats by Unit Operstor to the effect that (a),
(b) and (c) above have been sccomplished, and stating the effective date hereof;

and provided, further, that if (a), (b), (c) and (d) sbove are not accomplished on or before _September 30, 1296 — this
agrocment shall terminats ipso facto on said daws (hercinafler cailed “termination date®) and therearier be of no further force or etfect. uniess
prioe thereto this agreement has been exccuted or ratified by Working interest Qwners having & combined Phase II Unit Pacticipauioa of at leax
sixty-five percent (65%) and the Working Interest Owners having a combined Phase I Uit Participation of at least cighty percent (80%)
committed (o this agreement have decided to extend said termination date for a period not to exceed one (1) year (hereinafier callod "extended
termination dats®). If said termination date is 3o extended and (a), (b), (c) and (d) above are not sccomplished on or before ssid oxtended
termination date this agreement shall terminate ipso facto on said extended termination date and thereafier be of no further force or effect.




The term of this agreement shall be for and during the time that Unitized Substances are produced in paying quantities from the Unit
Ares and as long thereanter as diligent drilling, reworking or other operauons (inciuding secondary recovery operanuoas) are prosecuted thereon
without cessation of mors than ninsty (90) consecutive days, and a3 long thereaner as Unitized Subsances ars produced as aforsseid, uoisss
sooner terminated by Working interest Owners in the manner hereinaiter provided.

This sgreement may be terminated at any time with the approvai of the Commissioner by Working interest Owners having at least
ninety percent (90%) Phase il Unit Participation, as determined from Exhibit "C*°. Notics of such termination shail be given by Unit Operator
to all parties hereto.

Unit Operatoe shail within thirty (30) days after the termination date of this sgreement. fils for record in the office where a counterpart
of this agresmens is recorded, a cemificats 10 the effect that this agreement has terminated according 10 its terms and stating further ths
ation d

If not othsrwise covered by the leases unitized under this agreement, Royaity Owners hereby gram Working Interest Owners a period
of six (6) months after termination of this sgreement in which to saivage, scil, distributs or otherwiss disposs of the personal property and
facilities used in connection with Unit Operations.

SECTION 23. APPEARANCES: Unit Operator shail have the rigit to appear for or on behaif of any and all interests affected
hereby before the Commissionsr and the Commission and 1o sppeai from any order issusd under the ruies and reguiations of the Commissionsr
or the Commission or t0 apply for relisf from any of said rules and reguistions or in any proceedings reiative to operations befors the
Commissionst or the Commission., oc any other iegaily consumted suthority; provided, howv«.lhuuy«hnunudplnym‘hom-
the right at his oc its own expenss 0 be heard in any such proceedings.

SECTION 24. NOTICES: All notices, demands. objections or suatements required hereunder to be given or rendered to the

" parties hereto shall be desmed fully given if made in writing and personally delivered to the party or partics or sent by pospaid cenified mail
sddressed to such party or parties st their respective addresses set forth in connection with the signanires hereto or to the ratification or conssnt
hereof or to such other sddress as any such party or parties may have furnished in writing to the party sending ths notice, demand or siastement.

SECTION 25. NO WAIVER OF CERTAIN RIGHTS: Nothing in this agresment contained shall be construed as a waiver by
amy pasty hereto of the right 10 assert any iegal or constitutional right or defense as the validity or invalidity of any iaw of the State whersin said
unitized lands are located, or rules or regulations issued thereunder in any way affecting such party, or as a waiver by any such parny of any
right beyond hia oc its suthority to waive; provided, however, that each party hereto covenants that during the existencs of this agresment such
party will not resort 10 say sction st law or in squity to partitioa the Unit Area or ths facilitiss used in the deveiopment or operation hereof and
10 that extent waives the bensfita of all laws authorizing such parition.

SBCTION 26. LOSS OF TITLE: In the event that any Tract ceasse to have suificient Working Interest Owners commitied to
this sgresment to meet the conditions of Section i3, Tracts Qualified for Unit Participation, becauss of failure of title of any party hereto, such
Tract shail be susomatically regarded as not committed to this agresmemnt effective as of 7:00 A.M. on the firs day of the calsndar montht in
which the failurs of title is finally detsrmined: provided, howsver, that such Tract shall not be so regarded if said Tract can be requalified for
admission undsr Section i3 within ninety (90) days aiter the dats oo which such title failure was finaily determined.

If any such Tract cannot be s0 requalified, Unit Operator shail reviss ths schedule previoualy filed with the Commissioner seting
focth the Tracts commined hereto, and Unit Operator shall revise Exhibit "C* to show the tracta in the Unit Area that remain commitad hereto
and the Tracs Participation of each of said Tracts, which revised Tract Participation ahall be calcuiated and determined on the basis that ths Tract
Participation shall be calculsted and determinad on the basis that the Tract Panicipation of each of said Tracta shail remain in the same ratio
ons to ths other. Copies of the revised scheduie and exhibit shall be filed with the Commissionsr and same shall be sffective as of 7:00 A.M.
oa the firn day of the csisadar month in which such failure of title is finally determined.

If titls 0 a Working intsres fails, the rights and obligations of Working Interest Owners by reason of such failure shall be governed
by the Unit Opersting Agresment. If title to & Royaity Interes fails, but the Tract to which it relates remains commised 1o this agreemsat, the
panty whose titie failed shall oot be entitled to parnicipats hercunder insofar as its participation is based on such jost Royalty Intereat.

In the evemt of a disputs as to the title to any Working Interest or Royaity Interest subject hereto, payment or delivery on account
thereof may be withhsld without liability or interest uatii the disputa is finally settied; provided, that as to the Stats iand or leases, no payments
of funds due the Stats of New Mexico shall be withheld, but such funds shail be deposited as directed by the Commissioner to be heid as
unsamed money pending final seuiemens of title dispute, and then appiied as earned or remarned in accordancs with such final settiement.

Unit Operator, as mch, is reiieved from any responsibility for any defect or failure of any title hereunder.
SECTION 27. NONJOINDER AND SUBSEQUENT JOINDER: As the objective of this Unit Agrecment is t0 have iands in

the Unit Area operated and eatitled to participation under the terms hereof, it is agreed that, notwithsianding anything eise herein, 20 joinder
shail be considered a commitment 10 this Unit Agreement uniess the Tract involved is qualified under Section i3 hereof, Tracts Qualified for



Unit Participauoa. Joinder in the Unit Agreement by 8 Working interest Owner, at any time mus be accompanied by appropriate joinder o the
Unit Operating Agreemsns in order for the interest 10 be regarded as effectively committed to this Unit Agreement. Joinder by any owner of
a Royaity Interes, at any time mum be accompanicd by appropriats joinder by the owner of the corresponding Working interest in order for
the interex t0 be regarded as commited hereto.

Any oil or gas interent in tbs Unitized Formation in lands within the Unit Area not committed hereto prior 10 final approvai of this
sgresmemt by the Commissionsr may thersasier be commitied hereto upon compliance with the sppiicabie provisions of Section L3, Tracts
Qualified for Unit Participstion, hereof, within a period of two (2) months thereaiter, on the same basis of participation as provided for in Section
12, Tract Participation, and set forth in Exhibit "C®, by the owner or owners thereof subscribing or consenting in writing t0 this agrosment and,
if the interest is a Working Interest, by the owner of such intarest subscribing aiso to ths Unit Operating Agrosment.

It is undersood and agreed, howsever, that afier two (2) months from the effective dats hereof, the right of subssquent joinder as
provided in this Section shail be subject to such requirements oc approvais and on such basis as may be agreed upon by Working Intsrest Owners
having a combined Phase [l Unit Participation of not less than ninety percent (90%), provided that the Tract Participation of each previcusly
commitied Tract shall remein in the same ratio ons (o the other. Such joinder by a Working Interest Owner must be svidenced by its sxscution
or mtification of this Unit Agresmens and the Unit Opsrating Agreement. Such joinder by a Royaity Owner must be evidenced by its sxecution
oc mtification of this Unit Agresment and must bs consented to in writing by the Working Intsrest Owner responsible for the payment of any
beasfits that may sccsus hersunder in behaif of such Royaity Owner. Except as may be otherwise hersin provided, subssquent joinders shall
be effective at 7:00 A.M. of the firm day of ths month following the filing with the Commissionsr, of duly sxscuted documents necsseary 10
establish effective commitment uniess reasonable objection to such joindsr by the Commissioner is duly made withia sixtry (60) days afisr such
filing. Notwithstanding any of the provisions to the contrary, all commitments of Stats of New Mexico land must be approved by the
Commissionss.

SECTION 28. COUNTERPARTS: This agresment may bs exscutad in any number of countarparts, no one of which needs
10 be executad by ail paries and may be ratified or conssntad to by separats instrument in writing specifically referring hereto, and shall be
binding upon sil thoss partias who bave sxecutad such a counterpart, ratification, or consent hereto with the sams force and effoct as if all parties
bad signed ths same document, and regardiess of whether or not it is sxscuted by all othar parties cwning oc claiming an intsrest in the landa
wishin the above described Unit Arss.

SECTION 29. JOINDER COMMITMENT: Execution as hersin provided by any party sither as a Working Interest Owasr
oc as a Royaity Ownsr shall commit all intarests that may be owned or controllad by such party.

SBCTION 30. TAXES: Each party hersto shall, for its own account, render and pay its share of any taxes levied aguin or
messured by the amount or vaiue of ths Unitized Substances produced from the unitizad land; provided, however, that if it is required or if it
be datermined that the Unit Operstor or the ssveral Working Intsrest Owners must pay or advance said taxes for the scoount of the partiss herso,
it is hareby expressly agreed that ths partiss s0 paying or advancing said taxss shail be reimbursed thersfor by the parties hereto, including
Roysity Owners, who may be responsibie for taxss on their respective silocated share of said Unitized Substances. No such taxes shail be charged
to the Stats of New Mexico, or to any icssor who has a contract with & lcsass which requires his icssse 0 pay such taxes.

SECTION 31. FERSONAL PROPERTY EXCEPTED: All leass and well equipment, materials and other facilities beretofors
or hereafier place by any of the Working intsrest Owners on ths landa covered hereby shail be deemed to be and shall remain personai property
belonging (o and may be removed by the Working Interest Owners. The rights and interest therein ss among Working [nterest Ownsrs are
covered by the Unit Operaiing Agresment.

SECTION 32. NO PARTINERSHIP: The duties, obligations and Liabilitiss of the parties hereto are intended to be several and
not joint or collective. This agroement is not intsnded to creats, and shail not be conmrusd 1o creats, an associstion Of trust, OF O iX0POss &
partnership duty, obligation or tiability with regard 10 any one or more of the parties hereto. Each party hereto shall be individually responsible
for its own obligations as herein provided.

SECTION 33. CORRECTION OF ERRORS: It is hereby agreod by ail parties 10 this sgreement that Unit Operutor is
empowered (0 cocrect any mathsmatical or clerical errors which may exist in the peninent exhibits to this agresmest; provided, however, that
comrection of any error other than mathematicai or clerical shall bs made by Unit Operator only afier first having obtained approval of Working
Intsrem Owners having s combined Phase II Uait Participation of fifty percent (50%) or more and ths Commissioner.

10



IN WITNESS WHEREQF, the partiss bereto bave caused this agresmens 10 be sxscussd as of the first sbove wrimws and heve st
Opposins their respestive nugss the dats of exEcuUDOR.

Hughes d President
MceKRavy

Lazlghad . M._23338

ATTEST: Ogden Sharon Hudnall

y \\/\21 m%&.@.ﬂ%@%

Address: 703 First Place
Tular  T™Y 287032
Dasa: ¢ qu i

ATTEST: Ogden Sharon Hudnall Trust No. 2
“%_M.M
_%ﬁg /)J,w Address: 703 Firgt Place

Tyler TY 75702

*Conditionally *lLometa Anne _. Cox
executed subject
/2 i ) to letter dated BY:MM
April 16, 1996.
Tylar . TY . 25202
Dats: l//)—

ATTEST: * Lometa Hudnall Cox Trust No. 2

2 9 \ﬂ\ BYN&M@M@Q
- VZJ A o ) Address: 708 First Place

\ d Tyler, TX 75702
Date: ’-4/.1-‘/%7.5 .
/ - /j Ogden Sharon Hudnall , Trust No. 2
fy» /AJJJ/ ‘ y

Date: \ 4/&& -

Ogden ‘Sharon Hudnall Trust No. 2

BY: / L\\K /:'C(,—‘\ N
TOny’ K. Mo’rgan s ,jlrrustee

1{@ - * Lomet® Hudnall Cax Prust No. 2
Reay. /:\,,é,pﬂ, it BY:'. )./ ALW%
Date: ,fﬂjf Sam Roosth, lrustee




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

Lea County, New Mexico

Tract No. 3

Tract No. 1

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

State of New Mexico .1250000
Phillips Petroleum Company .0571797
A.L. Andree .0080664
Perry L. Hughes .0199376
Petco Lta4d. .0087227
Curtis McBroom .0007465
Ogden Sharon Hudnall .0093311
Lometa Hudnall Cox .0093311
Ogden Sharon Hudnall Trust No. 2 .0093311
Lometa Hudnall Cox Trust No. 2 .0093311
Shahara 0il Corporation 27430227
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OPERATING AGREEMENT
THIS AGREEMENT, cntered into by and beeween SHAHARA OIL CORPORATION
herewnaiter designated and referred 10 as "Operator,” and the signatory party or parties other than Operator, sonetimes-
heremafter referred o individually as "Non-Operator,” and collectively as "Non-Operators.”
WITNESSETH:
WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land
identified in Exhibit "A” and the parties hereto have reached an agreement to explore and deveiop these Leases and/or Oil

’

and Gas Interests for the production of Oil and Gas 1o the extent and as hercinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term "ATE” shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of
estitating the costs to be incurred in conducting an operation hereunder.

B. The term “Completion™ or "Complete” shall mean a single operation intended to complete a well as a producer of Oil
and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation
and production testing conducted in such operation.

C. The term “"Contract Arca” shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be
developed and operated for Qil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Qil and Gas
Interests are described in Exhibic "A.”

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

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

E. The term “Drilling Unit™ shall mean the area fixed for the drilling of one well by arder or rule of any state or federal
body having authority. If a Drilling Unit is oot fixed by any such ruie or order, a Drilling Unit shall be the drilling unit as
established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties.

G. The term "Drillsite” shall mean the O} and Gas Lease or Oil and Gas Interest on which a proposed well is 1o be
located.

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

I. The tetm "Non-Consent Well™ shall mean a well in which less than all parties have conducted an operation as
provided in Article VI.B.2.

J. The terms "Non-Drilling Party” and "Non-Conseating Party” shall mean a party who elects not to participate in a
proposed operation.

K. The term “Oil and Gas™ shall wmean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous
hiydrocarbons and other marketable subscances produced therewith, unless an intent to limit the inclusiveness of this term is
specifically stated.

1. The term “Oil and Gas Interests™ or “Interests” shall mean unleased fee and mineral interests in Oil and Gas in traces
of land lying within the Contract Area which are owned by parties to this agreement.

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

N. The term "Plug Back” shall mean a single operation whereby a deeper Zone is abandoned in order to attempr a
Completion in 2 shallower Zone.

0. The term "Recompletion™ or “"Recomplete” shall mean an operation whereby a2 Completion in one Zone is abandoned
in order to attempt a Completion in a different Zone within the existing wellbore.

P. The term "Rework” shall mean an operation conducted in the wellbore of a well after it is Completed to secure,
restore, or improve production in 2 Zone which is currently open to production in the wellbore. Such operations include, but
are nut limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking,
Deepening, Compicting, Recompleting, or Plugging Back of a well.

). The term “Sidetrack™ shall mean the directional control and intentional deviation of a well from vertical so as to
change the bottom hole fucation unfess done to straighten the hole or to drill around junk in the hole to overcome other
mechanical difficulties. '

R. The term "Zone™” shall mean a stratum of earth containing or thought to contain 2 common accumuiation of Qil and
Gas separately producible from any other common accumulation of Oil and Gas.

Unless the context otherwise clearly indicates, words used in the singufar include the plural, the word "person” includes
natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter.

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made 2 part hereof:

A. Exhibit “A,” shall incfude the following information: f‘
(1) Description of lands subject to this agreement, 1'"
(2) Restrictions, if any, as to depths, formations, or substances, l
(3) Parties to agreement with addresses and teiephone numbers for notice purposes, L“" ¥
(4) Percentages or fractional interests of parties to this agreement, d
(5) Oil and Gas Leases and/or Qil and Gas Interests subject to this agreement,
(6) Burdens on production.

B. Exhibit “B,” Form of Lease.

C. Exhibit “C,” Accounting Procedure.

D. Exhibit "D,” Insurance.

E. Exhibit "E” Gas Balancing Agreement.

I. Exhibit “F,” Non-Discrimination and Certification of Non-Segregated Facilities. _,.}: .‘- -y li

G. Exhibit "G,” Tax Partnership. [ RO PANER R RE A
. esregl prhen anthnozad in weiting by the

H. Other: Anvarican A vtimsstom i Luteubomn | s
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If any provision of any exhibit, except Exhibits “E,” “F” and "G,” is inconsistent with any provision contained in
the body of this agreement, the provisions in the body of this agreement shall prevail.
ARTICLE IIL
INTERESTS OF PARTIES
A. Oil and Gas Interests:

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

B. Interests of Parties in Costs and Production:

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

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

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

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

C. Subsequently Created Interests:

If any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security
for the payment of money, or if, after the date of this agreement, any party creates an overriding royalty, production
payment, net profits interest, assignment of production or other burden payable out of production atcributable to its working
interest hereunder, such burden shall be deemed a “Subsequently Created Interest.” Further, if any party has contributed
hereto a Lease or Interest burdened with an overriding royalty, production payment, net profits incerest, or other burden
payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A,” such
burden also shall be deemed a Subsequently Created Interest to the extentr such burden causes the burdens on such party’s
Lease or Interest to exceed the amount stipulated in Arricle II1.B. above.

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

ARTICLE IV.
TITLES
A, Tide Examination:

Title examination shall be made on the Drillsite of any proposed well prior 1o commencement of drilling operations and,
if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire
Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working
interest, minerals, royalry, overriding royalty and production payments under the applicable Leases. Each party contributing
Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator
all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of
charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the
examination of the title, shall be obrained by Operator. Operator shall cause title to be examined by attorneys on its staff or
by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in
procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-ia royaley
opinions and division order title opinions) and other direct charges as provided in Exhibit “C" shall be borne by the Drilling
Parties in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Pames _as such

interests appear in Exhibit "A.” Operator shall make no charge for services rendered by its staff atrorneys or other: personnel
in the performance of the above functions. i

Each parry shall be responsnble for securing curative matter and pooling amendments or agrccmcnts r uilred in
and recording of pooling designations or declarations and communirization agreements as well as the conduct of hbanngs
before governmental agencies for the securing of spacing or pooling orders or any other orders necessary:or. apptopnate to
the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf ar sué}x hearmgs
Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings befmmal
agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direct"|
charges to the joint account and shall not be covered by the administrative overhead charges as provxded m Exfubu oy ‘é
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Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.

No well shall be drilled on the Contract Area until after (1) the title ro cthe Drillsite or Drilling Unir, if appropriate, has
been examined as above provided. and (2) the title has been approved by the examining attorney or title has been accepted by
all of the Drilling Parties in such well
B. Loss or Failure of Tide:

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

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

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

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

{(d) Shouid any person not a party to this agreement, who is derermined ro be the owner of any Lease or Interest
which has failed, pay in any manner any part of the cost of operation, development, or equipment, such amouat shall be paid
to the party or parties who bore the costs which are so refunded;

(e) Any liability to account to 2 person not a parey to this agreement for prior production of Oil and Gas which arises
by reason of title failure shall be borne severally by each party (including a predecessor to a current party) who received
production for which such accounting is required based on the amount of such production received, and each such parey shall
severally indemnify, defend and hold harmless all other parties hereto for any such liability co account;

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

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

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

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

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

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

3. Other Losses: All losses of Leases or Interests committed to this agreement, other than those set forth in, Amcles
IV.B.1. and IV.B.2. above, shall be joint losses and shall be borne by all parties in proportion to their interests shown on
Exhibit “A.” This shall include but not be limited to the loss of any Lease or Interest through failure to develop or “because
express or implied covenants have not been performed (other than performance which requires only the payment of money),
and cthe loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. Thetc shall be no
readjustment of interests in the remaining porrion of the Contract Area on accouat of any joint loss. Ty

4. Curing Title: In the event of a Failure of Title under Article IV.B.1. or a loss of title under Article IV B2. above, any
Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was iost) durmg'be mnetv
(90) day period provided by Article IV.B.1. and Article IV.B.2. above covering all or a portion of the interest thaxm

or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Amdg VIII.B
shall not apply to such acquisition.
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:
SHAHARA 011, CORPORATION shall be the Operator of the Contract Area, and shall conduct
andd direct and have full control of all operations on the Contract Area as permitted and required by, and within rthe limits of

this agrecment. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor
not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance
with the election procedures contained in this agreement. Operator shail not be deemed, or hold itself out as, the agent of the
Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third
party. Operator shail conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike
mauner, with due diligence and dispatch, in accordance with good wilfield practice, and in compliance with applicable law and
regudation, but in no event shall it have any liability as Operator tw the other parties for losses sustained or liabilities incurred
except such as may result from gross negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:
1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator tecminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of
serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a
successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest
based on ownership as shown on Exhibit “A” remaining after excluding the voting interest of Operator; such vote shall not be
decmed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and
Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an
aperation then being conducted, within forty-eighe (48) hours of its receipt of the notice. For purposes hereof, “good cause™ shall
mean not only gross negligence or willful misconduct but also the material breach of or inability to mcet the standards of
operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement.
Subject o Article VILI.1, such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar monch following the expiration of ninety (90) days after the giving of notice of resignation by Opetatar
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of

Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate nawe or structute of Operator or transfer of Operator’s interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or temoval of Operator under any provision of this agreement, a
successor Operator shall be sefected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A";
provided, however, il an Operator which has been removed or is deemed to have resigned fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority
interest based on ownership as shown on Exhibit “A” remaining after excluding the voting interest of the Operator that was
retnoved or resigned. The former Operator shall promptly deliver o the successor Operator all records and data relating to
the operations conducted by the former Operator to the extent such records and data are not already in the possession of the
successor operator. Any cost of obtaining or copying the formee Operator’s records and daca shall be charged to the joint

account.
3. Effect of Bankruptcy: If Operator becomes insolvent, banktupt or is placed in receivership, it shall be deemed to have

resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal
bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or
assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreemenc by Operator as a debtor in
possession, or by a trustee in bankeuptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
cxeept the selection of a successor. During the period of time the operating committee controls operations, all actions shall
require the approval of two (2) or more patties owning a majority interest based on ownership as shawn on Exhibit "A." In
the event there are only two (2) parties to this agreement, during the period of time the operating committee controls
operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a
member of the operating committee, and all actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A.”

C. Employees and Contractors:

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

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive
coneract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in
the drilling of wells, buc its charges therefor shall not exceed the prevailing rates in the area and the rate of sucl: charges
shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be pcrf'_i)!'i'med by
Operator under the same terms and conditions as are customary and usual in the area in contracts of independent cdf‘ltractors
who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of'""perator
shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with cu{tbms and

standards prevailing in the industry. kk
2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall pm;“'tly pay
and discharge expenses incurred ia the development and operation of the Contrace Area pursuane to this agreement ard shall

charge each of the partics hereto with their respective proportionate shares upon the expense basis provide 'q IE*hibit “Cc.”
Operator shail keep an accurate record of the joint account hereunder, showing expenses incurred and {¢harges JnA’ércdits
oy b LEN

R

made and received. NS N

3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and ga?ig%nts.
of contractors and suppliers and wages and salaries for services rendered or performed, and for materials sUgplicd 6h, l&b‘ o it
respect of the Contract Arca or any operations for the joint account thereof, and shall keep the Cog;éég;_éyqa_:ffeg._ f:m:n L!

ol

Y
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liens and encumbrances resulting therefrom except for those resuiting from a bona fide dispure as to services rendered or
materials supplied )

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced
or paid to the Operartor. either for the conduct of operations hercunder or as a resule of the saie of production from the
Coatract Area, aad such funds shail remain the funds of the Non-Operators on whose account they are advanced or paid until
used for their intended purpose or otherwise delivered to the Non-Operators or appiied toward the payment of debts as
provided in Articie VILB. Nothing in this paragraph shail be construed to establish a fiduciary relationship berween Operator
and Non-Operators for any purpose other than to account for Non-Operator funds as herein spedifically provided. Nothing in
this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators uniess the
parties otherwise specifically agree.

5. Access to Contract Area and Records: Operator shall, excepr as otherwise provided herein, permit each Non-Operator
or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to
all operations of every kind and characrer being conducted for the joint account on the Contract Area and to the records of
operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access
rights shail not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shail not obligate
Operator to furnish any geologic or geophysicai data of an interpretive narure unless the cost of preparation of such
interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
and all reports and informacion obtained by Operator in connection with production and reiated items, including, without
limitation, meter and chart reports, production purchaser statements, run tickets and monthily gauge reporrs, but excluding
purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the
information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expendirures
shall be conducted in accordance with the audit protocoi specified in Exhibic “C.”

6. Filing and Furnishing Governmentai Reports: Operator will file, and upon written request promprly furnish copies to
each requesting Non-Operator nor in default of its payment obligations, all operational notices, reports or applications
required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder.
Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings.

7. Drilling and Testing Operarions: The following provisions shall apply to each weil drilled hereunder, including but not
limited to the Initiai Well:

(a) Operator will promptiy advise Non-Operators of the date on which the well is spudded, or the date on which
drilling operations are commenced.

(b) Operawor will send o Non-Operators such repors, test results and notices regarding the progress of operations on the weil
as the Non-Operators shall reasonably requese, induding, but not Limited to, daily drilling reporrs, compietion reports, and well logs.

(c) Opestor shall adequately test all Zones encountered which may reasonably be expected to be capable of producing
Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted
hereunder.

8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish escimaces of current and cumuiative costs
incurred for the joint account at reasonable intervais during the conduct of any operation pursuanc to this agreement.
Operaror shall not be heid liable for ecrors in such estimates so long as the estimates are made in good faith.

9. Insurance: At all cimes while operstions are conducted hereunder, Operator shall comply with the workers
compensation law of the state where the operations are being conducted; provided, however, that Operator may be 2 seif-
insurer for liability under said compensation laws in which event the only charge that shall be made to the joint acoount shall
be as provided in Exhibit “C.” Operator shail also carry or provide insurance for the benefit of the joint account of the parties
as outlined in Exhibit “D™ atrached hereto and made a part hereof. Operator shail require sil contractors engaged in work on
or for the Coatract Area to comply with the workers compensation law of the scate where the operations are being conducted
and to maintain such other insurance as Operator may require.

In the event sutomobile liability insurance is specified in said Exhibit "D,” or subsequently receives the spproval of the
parties, no direct chacge shall be made by Operator for premiums paid for such insurance for Operstor's sutomotive
equipment.

ARTICLE VI.

DRILLING AXYD DEVELOPMENT

B. Subsequent Operations: 7 i..i e
1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Arez other than’ the' Imml Well., or
if any parry should desice to Rework, Sidetrack, Deepen, Recompiete or Plug Back a dry hole or a well no. hnget a' lc of
producing in paying quantities in which such party has not otherwise reli its interest in the proposed objéctixg '
this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give wricten-

notice of the proposed operation to the parties who have not otherwise relinquished their interest in such ob}ecnve Zone_.

-5-
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ander this agreement and ta all othee pardies in the case of a proposal for Sidetracking or Deepening, specifying the work to be
performed, the kcation, proposed depeh, objective Zone and the estimated cost of the operation. The parties to whom such a
notice is delivered shall have thirty (30) days after receipe of the notice within which to notify the party proposing to do the work
whether they elect w participate i the ot of the proposed operation. 1 a drilling rig is on location, notice of a propusal to
Rework, Sidetrack, Recomplete, Plug Back or Deepen niay be piven by telephone and the response period shall be limited to forty-
cight (18) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to ceply
within the perid above fixed shall constiute an election by that party not to participate in the cost of the proposed operation.
Any proposal by o pacty o conduct an opetation conflicting withe the operation initially proposed shall be delivered to all parties
withinn the time and in the manaer provided ia Acticle VIB.G.

If all pacties to wham such aotice is delivered elect to pardcipate in such a proposed operation, the parties shall be
contractually committed to participate therein provided such operations are commenced within che time period hereafter set
foreth, and Operator shall, ao later thaa ninety (90) days after expication of the notice period of thirey (30) days (or as
prremmpely as practicable after che expiradan of the farty-cight (48) hour period when a drilling cig is on location, as the case
may be), actnally commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same
by Operator 1o the other parties, for a period of up to thirey (30) additional days if, in the sole opinion of Operator, such
additiopal tite s reasonably necessary 1o obtain permits from governmental authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approvai or
acceptance. if the actual operation has not been commenced within the time provided (including any extension thereof as
specifically permitted hierein or in the force majeure provisions of Article X1I) and if any party hereto still desires to conduct
said operation, written notice proposing same must be resubtnitted to the other parties in accordance herewith as if no prior
proposal had been made. Those partics that did not pacticipate in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hercunder shall, if such partics desire to participate in the proposed Deepening or Sidetracking operation,
reimnburse the Drilling Parties in accordance with Articdle VIB.A4. in the event of a Deepening operation and in accordance
with Article VLB.S. in the event of a Sidetracking operation.

2. Operations by Less Than All Partics:

(2) Detenmination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.1. or
VIC. L (Option No. 2) elects not to participate in the proposed vperation, then, in order to be entitled to the benefits of this

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

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the
applicable notice period, shall advise ali Parties of the total interest of the parties approving such operation and its
recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party,
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shail advise the
propusing party of its desire to (i) limit participation to such party's interest as shown on Exhibit "A” or (ii) carry only its
proportionate part (determnined by dividing such party’s interest in the Contract Atea by che interests of all Consenting Parties in
the Contract Area) of Non-Consenting Parties’ interests, or (iii) carty its proportionate pare (determined as provided in (ii)) of
Non-Consenting Parties’ intercsts together with all or a portion of its proportionate pact of any Non-Consenting Parties’
interests that any Consenting Party did not clect co take. Any interest of Non-Consenting Parties that is not carried by a
Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdeaw its
proposal. Failure to advise the proposing party within the time required shall be deemed an election under (i) . In the event a
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed 2
total of forty-eight (418) hours (exclusive of Saturday, Sunday and legal holidays). The proposing party, ac its election, may
withdraw such proposal if there is less than 1009% participation and shall notify all parties of such decision within cen (10)
days, or within tweuty-four (24) hours if a deilling rig is on {ocation, following expiration of the applicable ~tesponse petiod.
If 100% subscription ta the proposed operation is obtained, the proposing party shall promptly notjfy the Consenting Parties
of their proportionate interests in the operation and the party serving as Operacor shall commence such operation within the
period provided in Article VIB.1., subject to the same extension right as provided therein.

(b) Relinquishinent_of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be
borae by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such an operatidn results
in a dry hole, then subject to Articles VI.B.G. and VLE.3,, the Consenting Parties shall plug and abandon the weil and restore
the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Paities that
participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their pro;':bnionate
shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those cost!l'lﬁlcre not
increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, .;épencd,
Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/dt Gas in
paying quantities. the Consenting Parties shall Complete and equip the weil to produce at their sole cost and fisu‘!aind the

well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be o (n(«‘l‘ly‘ it at the
cxpense and for the account of the Consenting Parties. Upon commencement of operations for the _Qli_&g, ‘Hevworking,

t
Sidetracking, Recompleting. Deepening or Plugging Back of any such weli by Consenting Parties in atcordane® ‘with the
provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting ﬂﬁ!tiéjsfg!;‘d"_;hc
Coasenting Parties shall own and be entitled to receive, in proportion to their respective imereé'ts:”ﬂi ‘o such Nod:]
Consenting Party's interest in the well and share of production therefrom or, in the case of a R W rklng.gldetrackmg,

N
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Deepening, Recompieting or Plugging Back, or a Completion pursuant to Articie VL.C.1. Option No. 2, all of such Non-
Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect
ter participate. Such retinquishment shall be effective nncil the praceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
royalty, overriding royalty and other interests not excepted by Article 11LC. payable out of or measured by the production
from such well accruing with respect to such interest until it reverts), shall equal cthe total of the following:

(iy =227 7% of cach such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead conacctions (induding but noe limited to swock tanks, sepatators, treaters, pumping equipment and
piping), plus 100% of cach such Non-Consenting Party’s share of the cost of operation of the well commencing with first
production and continuing until each such Non-Consenting Party’s relinquished interest shall revere to it under other
provisions of this Article, it being agreed that each Non-Conseating Party’s share of such costs and equipment will be that
interest which woukl have been chargeable to such Noa-Consenting Party had it participated in the well from the beginaing
of the operations; and

(ii) _0_0__ 7 of (a) that pottion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Compieting, and Recompleting, after deducting any cash contributions received under Article VIILC,,
and of (b) that portion of the cost of newly acquired equipment in the well (to and including the weilhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated therein.

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

() Reworking, Recompleting oc_Plugging Back. An election not to participate in the drilling, Sidetracking or
Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in
such a well, or portion thereof, to which the inirial non-consent ciection applied that is conducted at any time prior to full
tecovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Similarly, an election not to
participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking
operation proposed in such a weil, or portion thereof, to which the initial non-consent election applied that is conducted at
any time prior to full recovery by the Consenting Parties of the Non-Consemting Pacty's recoupment amount. Any such
Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the
cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 300 % of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Consenting Party had it participated therein. If such a Rewocking, Recompleting or Plugging Back operation is
proposed during such recoupment period, the provisions of this Article VLB, shall be applicable as between said Consenting

Parties in said weil.
(d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's

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

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

Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations
for the Consenting Parties shall furnish cach Non-Consenting Party with an inventory of the equipment in and connected to
the well, and an iternized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Reconpleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement
of such costs of operation, may submit a detailed statement of monthly biflings. Each month thereafter, during the time the
Consenting Parties are being reimnbursed as provided above, the party conducting the operations for cthe Consenting Pacties
shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quantity of Qil and Gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas
produced duting any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or
periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with
any such operation which would have heen owned by a Non-Consenting Party had it participated therein shail be credited
against the total unreturned costs of the work done and of the equipment purchased in determining when the interc!"t of such
Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to suth Noa-

Consenting Party. ;..;
If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amount{tpmvnded
for above, the relinquished interests of such Non-Consenting Party shall automaticaily revert to it as of 7:00 am the day

following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Pﬂ shall
own the same interest in such well, the material and equipment in or pertaining thereto, and the production th efrom as
such Nen-Consenting Party would have been entitled to had it participated in the drilling, Sxdetraduﬁg, é%rkmg,

Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall bé-thir ed with and
; (h» ter‘:"gs)'df this

shall pay its proportionate part of the further costs of the operation of said well in accordance wit
agreement and Exhibit “C™” attached hereto.
3. Stand-By Costs: When a well which has been drilled or Deepened has reachcd its authorized depth

.7
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Sideteacking, Deepening, Recompleting, Plopping Back or Completing operation in such a well (including the period required
under Articdle VIBLG, to cesolve competing proposals) shall be charged and borne as part of the drilling or Deepening
operation just completed. Stand-by costs subsequent to aifl parties responding, or expiration of the response time permiteed,
whichever first occurs, and prior to agrecment as to the pardicipating interests of all Consenting Parties pursuant to the terms
of the second prammatical paragraph of Article VIBL2. (a), shall be charged to and borne as part of the proposed operation,
bue if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be ailocated
between the Consenting Parties in the propordion cach Consenting Party's interest as shown on Exhibit "A” bears to the total
interest as shown on Exhibit "A” of all Consenting Parties.

In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any pacty
may request and teceive vp o five (5) additional days after expiration of che forty-eight hour response period specified in
Article VLB.[. within which o respoud by paying for all stand-by costs and other costs incurred during such extended
response period: Operator may require such party to pay the estimated stand-by time in advance as a condition to extending
the response period. If more than one party elects to take such additionat time to respond to the notice, standby costs shail be
allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party’s
interest as shown on Exhibit A" bears to the total intetest as shown on Exhibit "A” of all the electing parties.

4. Deepening: if less than all the pacties elect to participate in a drilling, Sidetracking, or Deepening operation proposed
pursuant to Article VLB.1,, the interest relinguished by the Non-Consenting Parties to the Consenting Parties under Atticle
VIN.2. shall relate only and be limited 1o the lesser of (i) the towal depth actually drilled or (ii) the objective depth or Zone
of which the parties were given notice under Article VEB.1. (“Initial Objective™). Such well shalil not be Deepened beyond the
Tnitial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate
in the Deepening operation. -

Tn the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective,
such party shall give notice thereof, complying with the requircinents of Article VIB.1, to all parties (including Non-
Consenting Parties). Thereupon, Articles VIB.L and 2. shall apply and all parties receiving such notice shall have the right to
pasticipate or not participate in the Deepening of such well pursuant 1o said Articles VLB.1. and 2. If a Deepening operation
is approved puesuant to such provisions, and if any Noa-Consenting Party elects to participate in the Deepening operation,
stch Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) {f the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantitics, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expenses incurred in conaection with the drilling of said well from the surface to the Initial Objective which Non-
Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party’s share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion ot attempted Completion of the well
incurred by Conseating Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the
sole account of Consenting Parties. :

{b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing
in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reimburse Consenting Patties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall
aiso pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties’ proportionate pare (based
on the percentage of such well Noa-Coasenting Pacty would have owned had it previously participated in such Non-Coasent
Well) of the custs of salvable materials and equipment remaining in the hole and salvable surface equipment used in
connection with such weil shall be determined in accordance with Exhibit "C.” If the Consenting Parties have recouped the
cost of drifling, Compieting, and cquipping the weil at the time such Deepening operation is conducted, then a Non-
Conscating Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the
well for Deepening. .

The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior
to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VLE.

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an
interest in the affected wellbore at the titne of the notice shall, upon electing to participate, tender to the wellbore owners its
proportionate share (cqual to its intercst in the Sidetracking operation) of the value of that portion of the existing wellbore
to be utilized as follows:

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

() 1If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of
such party's proportionate share of drilling and equipping costs incutred in the initial drilling of the well down to the depth
at which the Sidetracking operation is conducted, calculated in the manner described in Article VL.B.4(b) abave. Such party’s
proportionate share of the cost of the well’s salvable materials and equipment down to the depth ac which the Sidetracking
operation is initiated shall be determined in accordance with the provisions of Exhibit “C.” fe

6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party a;ésires to
propose the conduct of an operation that conflicts with a proposal that has been made by a party under this Artid'e'féVl, such
party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well ot t&'ﬂggrform
an operation on a well where no driiling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunda)ffihd legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operatior i to be
conducted, to deliver 1o all parties entitled o participate in the proposed operation such party’s alternative pro??‘sél. such
alternate proposal to contain the same information required to be included in the initial proposal. Each party- receivifg such
proposals shall elect by delivery of notice to Operator within five (5) days after expiration of the proposai‘pé'ri‘qdﬁ or 'Tvithin
twenty-four (24) hours (exclusive of Saturday, Sunday and legai holidays) if a drilling rig is on location fo{_t e_,-#vell-'thht}'is the
subject of the proposals, to participate in one of the competing proposais. Any party not electing within ‘thie tidfle l‘ﬁuired

shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest aggiegaté.péicettage
interest of the parties voting shall have priority over all other competing proposals; in the casé of "4 'tié " vole, the'
Cxeapl el a1 et o it by e
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initial proposal shall prevail. Operatr shall deliver notice of such resuit (o all parties entitled to participate in the operation
within five (3) days after expiration of the clection period (or widhin twenty-four (24) hours, exclusive of Saturday, Sunday
and legal holidays, if a drilling rig is on Jocation). LEach party shall then have two (2) days (or twenty-four (24) hours if a rig
is on location) from receipe of such natice to clect by delivery of notice to Operator to participate in such operation or to
relingqush interest in che aflected well pursuant to the provisions of Article VI.B.2.; failure by a party to deliver notice within
such periad shall be deetned an election nut to participate in the prevatling proposal.

7 Conformity to Spacing Pattern. Notwithstanding the provisions of this Article VLB.2., it is agreed that no wells shall be
proposed o be drifled o or Completed in or produced from a Zone from which a well located elsewhere on the Contract
Areaas producing, unless such well conforms to the then-existing well spacing pattern for such Zone.

8 Paying Wells. No party shall conducr any Reworking, Deepemng, Plugging Back, Completion, Recompietion, or
Sudetracking operation under this agreement with respect to any well then capable of producing in paying quantities except
with the consent of all parties that have not relinquished interests in the well at che time of such operation.

C. Completion of Wells; Reworking and Plugging Back:

{. Completion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well
drilied, Deepened or Sidetracked pursuane to the provisions of Article VI.B.2. of this agreement. Consent to the drilling,
Deepening or Sidetracking shall include:

B Optivn No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing aad
cquipping of the well, including necessary tankage and/or surface facilities.

(3 Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the resuits
thereof furnished o the pacties, Operator shall give immediate notice to the Non-Operators having the right to
participate in a Completion attempt whether or not Operator recommends actempting to Compiete the weil,
together with Operator's AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forey-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of
notice to Operator to participate in a recommended Completion attempt or to make 2 Completion proposal with an
accompanying AFLL Operator shall deliver any such Completion proposal, or any Completion proposai conflicting
with Operator’s proposal, 1o the other parcies entitled to participate in such Completion in accordance with the
procedures specified in Articie VI.B.G. filection to participate in a Completion attempr shall inciude consent to ail
neeessary expenditures for the Compleung and equipping of such well, including necessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any party
receiving such notice to reply within the period above fixed shail constitute an election by that parey not to
patticipate in the cost of the Completion attempt; provided, that Article VI.B.G. shall control in the case of
conflicting Completion proposals. If one or more, but less than ail of the parties, elect to attempt a2 Completion, the
provisions of Article VLB.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging
Mack™ as contained in Article VL.B.2. shall be deemed to include "Completing™) shall apply to the operations
thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each
separate Completion or Recompletion attempt undertaken hereunder, and an election to become s Non-Consenting
Party as to one Compiction or Recompletion actempt shall not prevent a party from becoming a Consenting Party
in subsequent Completion or Recompletion attempts regardiess whether the Consenting Parties as to eaclier
Completions or Recompletions have recouped their costs pursuant to Article VIB.2,; provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in
which the Compietion attempe is inade. Election by 2 previous Non-Consenting Party to participate in s subsequent
Completion ue Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Compietion or Recompietion atwempr,
insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in 2
Compietion attempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompieted or Plugged Back except a well Reworked,
Recumpleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and
Completing and equipping of said well, including necessary tankage and/or surface facilities.

D. Other Operations:
Tw&l";tynl’ Fs‘ER}IE m:rt' E\ngdertalu: any single project reasonably estimated to require an expenditute in excess of
USAND Dollars ($ _25.,000.00 ) except in connection with the
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of 2 well that has been previously
authorized by oc pursuane to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
ctnergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion
are required o deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall repore the
emergency to the other parties. If Operator prepares an AFE for its own use, Operacor shall furnish any Non-Operator so
requesting 2n information copy thereof for any single project costing in excess of TWENTY-FIVE THOUSAND Dollars
($_25,000.00. ) Any party who has not relinquished its interest in a well shall have the right to propose that
Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilitié such as
salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar ptgj'ect (but
not including the instailation of gathering lines or other transportation or marketing facilities, the instaliation of which shall
be governed by separate agreement between the parties) teasonably estimated to require an expenditure in exce&s of the
amount first set forth above in this Article VL.D. (except in connection with an operation required to be propo under
Articles VLI or VLCL Option No. 2, which shail be governed exclusively by those Articles). Operator shail dethr such
proposal 16 all parties entitied to participate therein, If within thirty (30) days thereof Operator secures the wmté éonscnt
of any party or parties owning at least _65 _ % of the interests of the parties entitled to participate in such opérauon
cach party having the right 1o participate in such project shall be bound by the terms of such proposal and shhl obligated
to pay its proportionate sharc of the costs of the proposed project as if it had consented to such project p t{:lln} ‘jtﬂf terms
of the proposal.
E. Abandonment of Wells:

1. Abandunment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.BE ﬂtff Wl Whlth H“
been drilled or Deepened under the terms of this agreement and is proposed to be completed as & dry hole shali not }Jc

-9.
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plugged 2nd abandoned withour che consear of all parties. Should Operator, after diligent effort, be unsble to conracy any
party, or should any party fail to reply within forry-eight (48) hours (exciusive of Saturday, Sunday and Jegal holidays) after
delivery of notice of the proposal to plug and abandon such weil, such party shail be deemed to have consented to the
proposed abandonment. All such wells shail be piugged and abandoned in accordance with applicable regulations and at the
cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any party who objects o
plugging and abaandoning such well by notice delivered to Operator within forcy-eight (48) hours (exciusive of Sarurday,
Sunday and legai holidays) after delivery of notice of the proposed plugging shall take over the weil as of the end of such
forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VLB.; failure of such party to provide proof reasonably satisfactory to Operator of its financiai capability to conduct
such operations or to take over the weil within such period or thereafter o conduct operations on such weil or piug and
abandon such well shall entitie Operator to retain or rake possession of the weil and plug and abandon the weil. The party
taking over the weil shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against
liability for any further operations conducted on such well except for the costs of plugging and abandoning the weil and
restoring the surface, for which the abandoning parties shall remain proportionately liable.

2. Abandonment of Wells That Have Produced: Except for any weil in which 2 Non-Consent operation has been
conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to
such abandonment, the well shail be plugged and abandoned in accordance with applicabie reguiations and at the cost, risk
and expense of all the parties hereto. Failure of a parry to reply within sixty (60) days of delivery of notice of proposed
abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of the
proposed abzndonment of any weil. all parties do not agree to the abandonment of such weil, those wishing to continue its
operation from the Zone then open to production shail be obligated to take over the well as of the expiration of the
applicable notice period and shall indemaify Operator (if Operator is an abandoning party) and the other abandoniag parties
againse liability for aay further operations on the well conducted by such parties. Failure of such party or parties to provide
proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well
within the required period or thereafter to conduct operations on such well shall entitie Operator to retain or take possession
of such well and plug and abandon the weil

Parties taking over & well as provided herein shall tender to each of the other parties its proportionate share of the value of
the weil’s salvable material and equipment, determined in accordance with the provisions of Exhibit “C,” less the estimarted cost
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in che evenc
the estimared plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-sbandoning
parties, without warranty, express or implied, as 1o title or as to quaatity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the weil and related equipment, together with its interest in the Leasehold insofar and only
insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the
interest of the absandoning party is or inciudes an Oil and Gas Interest, such party shall execute and deliver to the non-
abendoaing party or parties an oil and gas lease, limited to che wellbore and the Zone then open to production, for & term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lesse to be on the form
atached as Exhibit "B.” The assignments or ieases so limited shall encompass the Drilling Unit upon which the well is located.
The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their
respective percentage of participation in the Coatract Ares to the aggregate of the percentages of participation in the Contract
Ares of all assignees. There shall be no resdjusement of interests in the remaining portions of the Coatract Area.

Thereafter, abandoning parties shail have no further responsibility, liability, or interest in the operstion of or production
from the weil in the Zone then open other thaa che royaities remsined in any lease made under the terms of chis Article. Upon
request, Operator shail continue to operate the assigned well for the account of the non-sbandoning parties at the rates and
charges contemplated by this agreement, plus any sdditionai cost and charges which may arise as the resuit of the separate
ownership of the assigned weil. Upon proposed sbandonment of the producing Zone assigned or iessed, the assignor or lessor |
shall then have the optioa to repurchase its prior interest in the well (using the same valustion formula) and participace in
furcher operations therein subject to the provisions hereof.

3. Abandonment of Noa-Consent Operations: The provisions of Article VIEL. or VLE2. above shail be spplicsble as
between Consenting Parties in the event of the proposed sbandonment of any weil excepred from said Articles; provided,
however, no well shall be permanently plugged and sbandoned unless 2nd until all parcies having che right to conduct further
operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the weil
in accordance with the provisions of this Article VLE,; and provided further, that Non-Consenting Partics who own an interest
in a portion of the weil shall pay their proportionate shares of sbandonment and surface restoration costs for such well as
provided in Article VLB.2.(b).

F. Termination of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing,
Completion or plugging of 2 well, including but not limiced to the Initial Well, such operation shall not be terminated without
consemofpamesbemng____%ofthecos:sofmdzopennon, provided, however, thumtheeventgrzmc'mothcr
practically impenerrable substance or condition in the hole is encountered which renders further operartions impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Article VI.B.13and the

provisions of Article VLB. or VLE. shail thereafter apply to such operation, as appropriate. ":;
G. Taking Production in Kind: "‘:
O Option No. 1: Gas Balancing Agreement Attached =

Each party shall take in kind or separarely dispose of its proportionace share of all Oil and Gas pmduad-'fmm the
Ctmtrxt:tA:en.cxdnsxveofpmdumonwhx:hmaybcusedmdcvebpmen:andpmdxnngopemmmandeEi?iﬂnsand
trunngOdandGasformarkenngpmpoaaandprodtmonunavmdablylostAnycxmexpendxmmmn:dmd:mhng
in kind or separate disposition by any party of its proportionate share of the production shall be borne by mch-pmy Any
party waking its share of production in kind shall be required to pay for only its proportionate shan: of of
Operator’s surface facilities which it uses.

Each party shail execute such division orders and contracts as may be necessary for the:sale of its mtetest in
production from the Contract Area, and, except as provided in Articie VILB., shall be earitied to receive payment

-10 -



AAPIL FORM 610 - MODEIL FORM OPERATING AGREEMENT - 1989

PP B Y

10
1
12
13
14
15
16
17
IR
19
20
21

22

2
4
25
26
27
28
29
30
3

32
33
3
35
36
37
38
3
40
41
42
43
A4
45
46
47
18
49
50
51

52
53
5
35
56
57
58
59
60
61
62
63
64
65

o7
68
69
70
71
72
73
74

directly from the purchaser thereof for its share of all production.

If any party fails to make the arrangements necessary to take in kind or separately dispose of its proportionate
share of the Oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by
the party owning i, but not the obligation, to purchase such Oil or sell it to others ar any time and from time to
time, for the account of the nan-taking party. Any such purchase or sale by Operator may be terminated by
Operator upon at least ten (10) days writen notice to che owner of said production and shall be subject always to
the right of the owner of the production upon at feast ten (10) days written notice to Operator to exercise at any
time its right to take in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser.
Any purchase ur sale by Operator of any other party’s share of Oil shall be only for such reasonable periods of time
as are consistent with the minimum nceds of the industry under the particular circurnstances, but in no event for a
period in excess of one (1) year.

Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operaror
shall have no duty o share any exisung market or to obtain a price equal to that received under any existing
market. The sale or delivery by Operator of a non-taking party’s share of Oil under the terms of any existing
contract of Operator shall not give the non-taking party any interest in or make the non-taking party 2 party to said
comtract. No purchase shall be made by Operatoc without first giving the non-taking party ac lease ten (10) days
written notice of such intended purchase and the price to be paid or the pricing basis to be used.

All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements.
Operator shall maineain records of afl marketing artangements, and of volumes actually sold or transported, which
recotds shall be made available to Non-Operators upon reasonable request.

In the event one or muore parties” separate disposition of its share of the Gas causes split-stream deliveries to separate
pipelines and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-
ate share of toral Gas sales to be allocated to it, the balancing or accounting between the parties shall be in accordance with
any Gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit "E” or is a
sepatate agreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

® Option No. 2: No Gas Balancing Agreement:

Tach party shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from
the Contract Area, exclusive of production which may be used in development and producing operations and in
prepacing and treating Oil and Gas for marketing purposes and production unavoidably lost. Aay extra expenditure
incurred in the takiog in kind or separate disposition by any party of its proportionate share of the production shail
be borne by such party. Any party taking its share of production in kind shall be requited to pay for only its
proportionate share of such part of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in
production from the Contract Area, and, except as provided in Article VILB,, shall be entitled to receive payment
directly from the purchaser thereof for its share of all production.

If any party fails to make the arrangements nccessary to take in kind or separately dispose of its proportionate
shate of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to the
revocation at will by the party owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others
at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
may be terminated by Operator upon at least ten (10) days written notice to the owner of said production and shall
be subject always to the right of the owner of the production upon at least ten (10) days written notice to Operator
to excrcise its right to take in kind, or separately dispose of, its share of all Oil and/or Gas not previously delivered
o a purchaser; provided, however, that the effective date of any such revocation may be deferred ac Operator’s
election for a period not to exceed ninety (90) days if Operator has committed such production to a purchase
contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
party's shace of Oil and/or Gas shail be only for such reasonable periods of time as are consistent with the
minimum nceds of the industry under the particular circumstances, but in no event for a period in excess of one (1)
year.

Any such sale by Operator shall be in a manner commercially reasonable under the circumstances, but Operator
shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation
fee equal to that received under any existing market or transportation arrangement. The sale or delivery by
Operator of a non-taking party’s share of production under the terms of any existing contract of Operator shall not
give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil
and Gas and no sale of Gas shall be made by Operator without first giving the non-taking party ten days written
notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operacor shall give
notice (o all parties of che firse sale of Gas from any well under this Agreement.

All parties shall give timely written notice to Operator of their Gas matketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements.
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which
records shail be made available to Non-Operators upon reasonable request. f;

Iy

i

ARTICLE VIL. i

',

i
'

EXPENDITURES AND LIABILITY OF PARTIES

b a
ligations,

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its ol
and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accor‘i,ﬂnhly, the
liens granted among the parties in Article VILB. are given to secure only the debts of each severally, and no pattyl‘ All have
any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense of (“Jﬁgation
hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, g thining ok other
partnership, joint venture, agency relationship or association, or to render the parties liable as parmirz &J:";é;lgtl\m"rs, or
principals. In their relations with each other under this agreement, the parties shall not be considered fiduciaties’ ot th have
established a confidential relationship but rather shall be free to act on an arm's-length basis in accord_a_gtk}, it ,_ &\bwn
respective self-interest, subject, however, to the obligation of the partics to act in good faith in their deallﬂgsﬂd.th b.aChOt"{éi."J

with respect to activities hereunder.

o berlnoe



AADLTL FORM 610 - MODEL FORNM OPERATING AGREEMENT - 1989

P

ta
17
18
19
20
21

22
23
24
25
26
27
28
29
30
M
32
13
3
35
36
37
38
39
40
41
A2
43
44
43
16
47
18
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
o4
65
66
67
68
69
70
71
72
73
74

B. Liens and Security Interests:

Fach party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas
Leases and Oif and Gas fnterests in the Contract Area, and a sceurity interest and/or purchase money security interest in any
interest it now owns or hereafter acquires in the personal property and fixtures on or used or obrained for use in connection
therewith, to seaure performance of all of its obligations under this agreement including but not limited to payment of expense,
interest and fees, the proper disbursement of all monies paid heteunder, the assignment or relinquishment of interest in Oil
and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest
pranted by each party hereto shall indude suciv party's leaschold interests, working interests, operating rights, and royalty and
overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or
otherwise becoming subject to this agreement, die Oil and Gas when extracted therefrom and equipment situated thereon or
used or obtained for use i connection therewith (induding, without limitation, all wells, tools, and tubular goods), and accounts
{including, without limitation, acconnes arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),
contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the
foregoing.

To perfect the licn and sccurity agreement provided herein, each party hereto shail execute and acknowiedge the recording
supplement and/or any financing statcment prepared and submitted by any party hereto in conjunction herewith or at any time
following execution hereod, and Operator is authorized to file this agreement or the recording supplement executed herewith as
a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform
Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate
to perfect the security interest granted hereunder. Any party may file this agreement, the recording supplement executed
herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a
financing statement with the proper officer under the Uniforta Commerciat Code.

Each party represents and warrams to the other parties hereto that the lien and security interest granted by such party to
the other parties shall be a first and prior lien, and each pacey hereby agrees to maintain the priority of said lien and security
interest against all persons acquiring an interest in Qil and Gas Leases and Interests covered by this agreement by, through or
ander such party. All parties acquiring an interest in Qil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operation of faw, or otherwise, shall be dﬁemed to have taken subject
to the lien and sccurity interest granced by chis Arcicle VILB. as o all obligations attributable to such interest hereunder

whether or not such obligations arise before or after such interest is acquired.

To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the
Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an
election of remedies or otherwise affect the lien rights or security incterest as security for the payment thereof. In
additivn, upon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use
of funds by chie Operator, the other parties shail have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting party’s share of Oil and Gas until the amount owed by
such party, plus interest as provided in “Exhibit C,” has been received, and shall have the right to offset the amount
owed against the proceeds {rom the sale of such defaulting party's share of Oil and Gas. All purchasers of production
may rely on a notdification of default from the non-defaulting party or parties stating the amount due as a result of the
default, and ail partics waive any recourse available against purchasers for releasing production proceeds as provided in
this paragraph.

If any party fails to pay its shate of cost within one hundred twenty (120) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the
proportion that the interest of each such party bears to the interest of all such parties. The amount paid by each party so
paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VILB., and each
paying party may independently pucsue any remedy available hereunder or otherwise.

If any party does not perforin all of its obligations hereunder, and the failure to perform subjects such party to foreclosure
or execution proccedings pursuane to the provisions of this agreement, to the extent allowed by governing law, the defaulting
patty waives any available right of redemption from and after the date of judgment, any required valuation or appraisement
of the mortgaged or sccured property prior to sale, any available right to stay execution or to requite a marshalling of assets
and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party
hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted
hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a2 commercially reasonable
manner and upon reasonable notice.

Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Area is situated to enforce the obligations of each party hereunder. Without limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or
utilize the mechanics” or materialmen’s lien law of the state in which the Contract Atea is situated in order to sercure the
payment to Operator of any sumn due hereunder for services performed or materials supplied by Operator.

C. Advances:

Operator, at its election, shall have the right ftom time to time to demand and receive from one or more of t’1e other
partics payment in advance of their respective shares of the estimated amount of the expense to be incurred in offeratlons
hereunder during the next succeeding month, which right may be exercised only by submission to each such patﬁ of an
itemized statetnent of such escimaced expense, together wich an invoice for its share thereof. Each such statement ada invoice
for the payment in advance of estimated expense shall be submitted on or before the 20th day of the next prccedu‘lé month.
Fach party shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such esulh te and
invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear fqgtérest as
provided in Exhibit "C” until paid. Proper adjustment shail be made monthly between advances and actual ex;ﬁnse ta r'.he end

that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. oty
D. Defaults and Remedies: & 2 ’ )
If any party fails to discharge any financial obligation under this agreement, including without limit: tlbﬁ thﬂlllure to

make any advance under the preceding Article VILC. or any other provision of this agreement, within the pét;dd.t !d,for
such payment. hcreundcr then in nddmon to the remedies provtded in Article VILB. or eisewhere ifi tfui g éé'h‘\éhf thé“'
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anly by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator,
ated when Operator is the party in defanle, the applicable notices and clections can be delivered by 2ny Non-Operator.
Election of any one or more of the following remedies shall not preciude the subsequent use of any other remedy specified
below or otherwise available to a non-defaulting party,

1. Suspension of Rights: Any party may deliver o the party in defauit 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
or more of the remedies provided in this Article. If the defauit is not cured within thirty (30) days of the delivery of such
Notice of Defaule, all of the ripghts of the defaulting party granted by this agreement may upon notice be suspended until the
defauft is cured, without prejudice w the right of the non-defaulting party or parties to continue to enforce the obligations of
the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the
Non-Operators shall have in addition the right, by vote of Non-Operatots owning 2 majority in interest in the Contract Area
after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting
party that may be suspended bereunder at the election of the non-defaulting parties shall include, without limitation, the right
to receive information as to any operation conducted hereunder during the period of such default, the right to elect to
patticipate in an operation proposed under Article VIB. of this agreement, the right to participate in an operation being
conducted under this agreement even if the party has previously elected to participate in such operation, and the right to
recetve proceeds of production from any well subject to this agreement.

2. Suit_for_Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joine
account expense) to collect the armounts in default, plus interest accruing on the amounts recovered from the date of default
until the da‘e of collection at the rate specified in Exhibit “C” attached hereto. Nothing herein shail prevent any party from
suing any defauiting party to collect consequential damages accruing to such party as a result of the default.

3. Deemed Nou-Consent: The non-defauiting party may deliver a written Notice of Non-Consent Election to the
defaulting party at any titne after the expiration of the thirty-day cure period following delivery of the Notice of Default, in
which evenc if the billing ts for the drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a
well which is 10 be or has been plugged as a dry hole, ot for the Completion or Recompletion of any well, the defauiting

party will be conclusively deemed to have elected not ta participate in the operation and to be a Non-Consenting Party with
respect thereto under Acticle VIB. or VIC, as the case may be, to the extent of the costs unpaid by such party,
notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the
non-defaulting parties may not elect to suc for the unpaid amount pursuant to Article VILD.2.

Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure
its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit “"C,” provided, however, such
payment shall noc prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-
defaulting parties as a result of the default. Any interest relinquished pursuant to this Acticle VIL.D.3. shall be offered to the
non-defaulting parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership
of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein.

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or
Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defaulting
pacty of such defauiting party’s anticipated share of any item of expense for which Operator, or Non-Operators, as the case may
be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drifling a well vt Completivn of a well as to which an election to participate in drilling or Completion has been made. If the
defauiting party fails to pay the required advance payment, the non-defauiting parties may pursue any of the remedies provided
in this Article VILD. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining
when the operation is completed and all costs have been paid shall be promptly returned to the advancing party.

5. Costs and Actorneys’ Fees. In the event any pacty is cequired to bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing pacty in such action shall be entitled to recover all court casts, costs of
collection, and a reasonable attorney’s fee, which the lien provided for herein shall also secure.

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

Rentals, shut-in weil payments and minimum royalties which may be required under the terms of any icase shail be paid
by the party or partics who subjected such lease to this agreement at its or their expense. In the event two or more parties
own and have contributed interests in the same lease to this agreement, such parties may designate one of such partics to
tnake said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper
evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which
results from such non-payment shall be borne in accordance with the provisions of Article I[V.B.2.

Operator shall notify Non-Operators of the anticipated completion of a shut-in weil, or the shutting in or rewrn to
production of a2 producing well, at least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such
action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. in the event of
failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make
timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
IV.B.3. ;

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem t
property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxﬂassessed
thereon before they becotne delinquenc. Prioc o the rendition date, each Non-Operator shall furnish Operator mfo. dtion as
to butdeas (to tuclude, but not be limited to, royalties, overriding royalties and production payments) on Leases a 1 Oil and

(ias Interests contributed by such Non-Operator. I the assessed valuation of any Lease is reduced by reason o z being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad. ‘valor i taxes
resulting therefrom shall inure to the benefic of the owner or owners of such Lease, and Operator shall adrus* fhe Chérgc to
such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based |n! wliole br! in part
upon separate valuations of each party’s working interest, then notwithstanding anything to the contrary hereu'r‘c iges to
the joint account shall be made and paid by the parties hereto in accordance with the tax value generatcﬂ;ﬁﬁ ,' 5 ﬁtys
working interest. Operator shali bill the other parties for their proportionate shares of all tax payﬁelﬂs i the théhﬂel(

An

ftion ali

provided in Exhibit "C.”
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If Operator considers any tax assessinent improper, Operator may, at its discretion, protest within the time and manner
prescribed by faw, and proscane the protest 1o a final determination, unless all parties agree (o abandon the protest prior to final
determination. During the pendency of administrative or judicial proceedings, Operator may elect 1o pay, under protest, all such taxes
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
paid by them, as provided in Exhibit "C.”

Each party shall pay or cause to be paud all production, severance, excise, gathering and other taxes imposed upon or with respect
to the production or handling of sudh party's share of Oil and Gas produced under the terms of this agreement.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surrender of Leases:

‘The Ieases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto,

However, should any pacty desire to surrender its interest in any Lease or in any portion thereof, such party shall give written
netice of the proposed sucrender to all partics, and the parties to whom such notice is delivered shall have thirty (30) days after
delivery of the notice within which 1o notly the party proposing the surrender whether they elect to consent thereto. Failure of a
party o whorm sudi notice is delivered to reply within said 30-day period shall constitute a consent to the surrender of the Leases
described in the notice. [f all parties do not ageee or consene thereto, the party desiting to surrender shall assign, without express or
implicd warranty of title, all of irs interest in such Lease, or portion thereof, and any well, material and equipment which may be
located thereon and any rights in production thereafter secured, to the parties not consenting to such surrender. If the interest of the
assigning party is or includes an OQil and Gas Interest, the assigning party shall execute and deliver to the party or parties not
consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (1) year and so long
thereafter as Ol and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B.”
Upon such assignment or lease, the assigning pacty shall be relieved from all obligations thereafter accruing, but not theretofore
accried, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party
shall have no further interest in the assipned or leased premises and its equipment and production other than the royalties retained
in any lease made under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the
reasonable salvage value of the latter’s interest in any well's salvable materials and equipment attributable to the assigned or leased
acreape. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit “C." less
the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less
than such costs, then the party assignor or lessor shail pay to the parcy assignee or lessee the amount of such deficit. If the
assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the
interest of cach bears o the total interest of all such pacties. If the interest of the parties to whom the assignment is to be made
varies acwording to depth, then the interest assigned shall similarly reflect such variances.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessot’s or surrendering
party’s interest as it was imimnediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, Ieased or surrendered, and subsequent operations thercon, shall not thereafter be subject to the terms and provisions of this
agreement but shall be deemed subject to an QOperating Agreement in the form of this agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal ot replacernent of an Oil and Gas Lease or Interest subject to this agreement, then all other parties
shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease,
prumptly upon expication of the existing Lease. The parties notified shail have the right for a period of chirty (30) days following
delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease
affects lands within the Contrace Area, by paying to the party who acquired it their proportionate shares of the acquisition cost
allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interests held at that time by the
pacties in the Contract Area. Lach party who participates in the purchase of a renewal or replacement Lease shall be given an
assignment of its pmportionate'inrercst therein by the acquiring party.

If some, but less chan ail, of the partics elect o participate in the purchase of a renewal or replacement Lease, it shall be owned
by the partics who cleet 10 participate therein, in a ratio based upon the relationship of their respective percentage of participation in
the Contract Area o the aggregate of the percentages of participation in the Contract Area of all parties participating in the
purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto
shall not cause a readjustment of the interests of the parties stated in Exhibit “A,” but any tenewal or replacement Lease in which
less than all parties elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating
Agreement in the form of this agreement.

If the interests of the parties in the Contract Area vary according to depth, then their right to participate proportionately in
renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances.

The provisions of this Articie shall apply to renewal or replacement Leases whether they are for the entire interest covered by
the expiring Lease or cuver only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the
cxpiration of its predecessor Lease, or taken or contracted for or becoming effective within six (G) months after the expiration of the
existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time
the renewal or replacement lLease becomes effective; but any Lease taken or contracted for more than six (G) months,":after the
expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisiéir:is of this
agreement.

The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well o
uperation on the Contract Area, such contribution shall be paid to the party who conducted the drilling ot other opcmtlo atd shall
be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, thé par ui whom
the contribution is inade shall promptly tender an assignment of the acreage, without warranty of title, to the Délll ;Pakheé in the

proportions said Drilling Parcies shared dhe cost of drilling the well. Such acreage shall become a separate Coneratt Aree- Yo the
extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all pﬂﬁlé!,-of any
acreage or cash contributions it may obtain in support of any well or any other operation on the Gomra_gt) & Kapove

provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are i Eﬁﬁﬁﬁﬂ’ of’ WH! dtméd !

viais swdivtinm) 1R it by

inside the Contract Area. Anesivam \ssorictonn of Fotn: hv.--lmlmy
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If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder,
such consideration shall not be deemed a contribution as contemplated in this Article VIILC,
D. Assignment; Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas
Interests, wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other
disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells,
equipment and production unless such disposition covers either:

L. the entire interest of the party in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production; or

2. an equai undivided percent of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells,
equipment and production in the Contract Area.

Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and
Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of
the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale,
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the
instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other
disposition of interest by a party shail relieve such party of obligations previously incurred by such parry hereunder with respect
to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest transferred to secure payment of any such obligations.

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

E. Waiver of Rights to Partition:

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

F. Preferential Right to Purchase:
[J (Optional; Check if applicable.)

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the ocher parties, with full information concerning its proposed disposition, which
shall include the name and address of the prospective transferee (who must be ready, willing and able to purchase), the purchase
price, a legal description sufficient to identify the property, and all other terms of the offer. The other parties shall then have an
optional prior right, for a period of ten (10) days after the notice is delivered, to purchase for the stated consideration on the
same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the
purchasing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest of all
purchasing parties. However, there shall be no preferential right to purchase in those cases where any party wishes 1o mortgage
its interests, or to transfer title to its interests to its mortgagee in lieu of or pursuant to foreclosure of a mortgage of its interests,
or to dispose of its interests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets
1o any party, or by transfer of its interests to a subsidiary or parent company or to a subsidiary of a parent company, or to any
company in which such party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if the
parties have not otherwise agreed to form a tax partnership pursuant to Exhibit “G” or other agreement between them, each
party thereby affected elects to be excluded from the application of all of the provisions of Subchapter “K,” Chapter 1, Subtitle
“A,"” of the Internal Revenue Code of 1986, as amended (“Code”), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each parry hereby affected
such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by
Treasury Regulations §1.761. Should there be any requirement that each party hereby affected give further evidence of this
election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action
inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K,” Chapter
1, Subtitle “A,” of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, each
such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income. 4

ARTICLE X.
CLAIMS AND LAWSUITS %

Operator may settle any single uninsured chird party damage claim or suit arising from operations hereunder if the expenduure
does not exceed FXFTY THOUSAND ___  Dollars (§ 30,000.00 ) 44 if the payment is in complete sectlement
of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and ‘take over
the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of hindling, settling,
or otherwise discharging such claim or suit shall be at the joint expense of the parties participating in the operation from whu:h the
claim or suit arises. If a claim is made against any party or if any party is sued on account of any marter arising from* operauons
hereunder over which such individual has no control because of the rights given Operator by this agreement, such m ghall
immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit mvolvmg oper:mons hercunder

ol bt el butitom
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ARTICLE XI1.
FORCE MA]JEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other
than the obligation to indemnify or make money payments or furnish security, thac party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the
party giving the norice, so far as they are affected by the force majeure, shall be suspended during, bur no longer than, the
continuance of the force majeure. The term “force majeure,” as here employed, shali mean an act of God, strike, lockout, or
other induserial disturbance. act of the public enemy, war, blockade, public riot. lightning, fire, storm, flood or other act of
nature, explosion, governmental action, governmentai delay, restraint or inaction, unavaiiability of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the controi of the party
claiming suspension.

The affected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The
requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party itvolved, contrary to its wishes; how alil such difficulties shall be handled shall
be entirely within the discretion of the party concerned.

ARTICLE XII.
NOTICES

All notces authorized or required between the parties by any of the provisions of this agreement, unless otherwise
specifically provided, shall be in writing and delivered in person or by United States maii, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses lisced on
Exhibit "A.” All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written
notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to
whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date
the originating notice is received. “"Receipt” for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice 1o the address of the party to be notified specified in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmitral by telex, telecopy
or facsimile, or when personally delivered to the parry to be notified, provided, that when response is required within 24 or
48 hours, such response shail be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other
parties. If a party is not available to receive notice orally or by telephone when a party attempts to deliver a notice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall
be deemed delivered in the same manner provided above for any responsive notice.

ARTICLE XIIIL.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject
hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any righ, title
or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.

Option No. 1: So long as any of the Oil and Gas Leases subject to this agreement remain or are continued in
force as to any part of the Contract Area, whether by production, extension, renewal or otherwise.

O  Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision
of this agreement, results in the Completion of a well as a well capable of production of Oil and/or Gas in paying
quantities, this agreement shall continue in force so long as any such well is capable of production, and for an
additional period of days thereafter; provided, however, if, prior to the expiration of such
additionai period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Sidetracking,
Plugging Back, testing or atcempting to Compiete or Re-compiete a well or wells hereunder, this agreement shall
continue in force until such operations have been completed and if production resuits therefrom, this agreement
shail continue in force as provided herein. In the event the well described in Article VI.A., or any subsequent well
drilled hereunder, resuits in a dry hole, and no other well is capable of producing Oil and/or Gas from the
Contract Ares, this agreement shall terminate uniess drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking operations are commenced within days from the
date of abandonment of said well. “Abandonment” for such purposes shall mean either (i) a decision by all parries
not to conduct any further operations on the well or (ii) the eclapse of 180 days from the conduct of any
operations on the weill, whichever first occurs. .

The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any
remedy therefor which has accrued or attached prior to the date of such termination.

Upon termination of this agreement and the satisfaction of ail obligations hereunder, in the event a memorandum of this
Operating Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices a
natice of termination, and each party hereto agrees to execute such a notice of termination as to Operator’s interest, upon
request of Operator, if Operator has satisfied alf its financial obligations.

v,

}

ARTICLE XIV. i
COMPLIANCE WITH LAWS AND REGULATIONS -
A. Laws, Regulations and Orders: -2

This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the vahd rules,

regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable fedcml. state,
and local laws, ordinances, rules, regulations and orders.

B. Governing Law: .—4-«

This agreement and all maters pertaining hereto, including but not limited to matters of pe:ionnance; non-
performance, breach, remedies, procedures, righes, duties, and interpretation or construction, shail be governed and
determined by the law of the state in which the Contract Area is located. If the Contract Area is in two or more»smtes,
the law of the state of NEW MEXTCO shall govern. ' 2
C. Reguiatory Agencies: o .~

Nothing herein conrained shail grant, or be construed to grant, Operator the right or authority to waive or release any

rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or,'

-16 -
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or
production of weils, on tracts offsetting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages,
injuries, claims and causes of action arising out of, incident to or resulting directly or indirectiy from Operator's interpretation
or appiication of rules, ruiings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission
or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not
constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operartor's share of
production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a resulr of such
an incorrect interpretation or appiication, together with interest and penalties thereon owing by Operator as a resuit of such
incorrect interpretation or appiication.

ARTICLE XV.
MISCELLANEOUS
A. Execution:

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it is cendered or which are listed on Exhibic “A” as owning an interest in the Contract Area or which
own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no
evenc later than five days prior to che date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease
as of such termination. In the event any Noa-Operator has advanced or prepaid any share of drilling or other costs
hereunder, all sums so advanced shall be rerurned to such Non-Operator without interest. In the event Operator proceeds
with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A” as having a
current working interest in such well, Operator shall indemnify Noa-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and

Operator shall receive all revenues which would have been received by such person under this agreement if such person had
executed the same.

B. Successors and Assigns:

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Contract Area.

C. Counterparts:

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

D. Severability:

For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws,
this agreement shall not be severable, buc rather must be assumed or rejected in its entirety, and the failure of any party to
this agreement to comply with all of its financial obligations provided herein shall be a material defaulc.

ARTICLE XVI.
OTHER PROVISIONS
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IN WITNESS WHEREOF, this agreement shall be effective as of
the 1lst day of December, 1994,

OPERATOR

SHAI‘@ OIL ?PORAT ON
By, ,?/1/1/24 : / az/’&«
NON-OPERATORS

%/AAM

SHARON HUDNALL

OGDEN SHARON HUDNALL TRUST NO. 2
BY% //ézzv& é/hM, Trustee
Bygﬂv/lw Trustee

-
By/ ‘ ( V\-CK V/L\'/Llp/ , Trustee
* _Eé'ma;ﬁ e g Cax

LOMETA ANNE . COX

*Conditionally executed subject
to letter dated April 16, 1996 * LOMETA HUDNALL COX TRUST NO. 2

, Trustee

BQ v)é4>\ , Trustee

State of New Mexico )
) ss.
County of Eddy )

This instrument was acknowledged before me on Februaryé%tk1
1996, by Perry L. Hughes as president of Shaha 1 corporation,
a New Mexico corporation.

(e Lua

Notary Public

(Seal) My commission expires: /O/-Z&/ l’
State of Texas )

) ss.
County of Smith )

C] é;‘ « d, 2
This instrument was acknowledged before me on Mareh ’
1996, by Ogden Sharon Hudnall. ) \ZD

{ /"’ 7 -

Notary Public J

(Seal) My commission expires: /u/f/95

MELINDA PIPER
MY COMMISSION EXPIRES

October 8, 1999

18(a)



State of Texas )
ss.
County of Smith ) o

This instrument was acknowledged before ne on Mareh- 2_,

1996, by Lometa anne Cox.
Notary Publdc J

‘%- (SQMQS,AO:'SE“,?HES My commission expires: Y: /49

* sm October 8, 1999

State of Texas

)
) ss.
County of Smith )

L
This instrument was acknowledged before me on @:&
1996, by Osgden Sharon & Joan V. Hudnall & Tony K. as trusteesof the Ogden
Sharon Hudnall Trust No. 2. Morgan,rl

MELINDA PIPER Notary Public

s COMMISSION EXPIRES
».,/ (. Sealbcumers 1999

My commission expires: Q/f/@j

State of Texas )
) ss.
County of Smith )

ks
This instrument was acknowledged before me on

1996, by Lometa Hudnall Cox and Sam Roosth as trusteesof the Lometa
Hudnall Cox Trust No. 2.

Notary Publi
(Seal) My commission expires: /D_/F / 79

MY COMMISSION EXPIRES

October 8, 1999

18 (b)



EXHIBIT "A"

(1) Description of lands subject to this Agreement:

WX Section 16, Township 17 South, Range 33 East N.M.P.M., Lea
County, New Mexico

(2) Restrictions, if 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 0il 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 First Place

Tyler, Texas 75702

903/592-8422

(4) Percentages or fractional interests of parties to this
Agreement:
Shahara 0il 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) 0il and Gas Leases subject to this Agreement:

0il1 and Gas Lease B-2148 issued on September 11, 1933 by the
State of New Mexico, Lessor, to Phillips Petroleum Company, Lessee

(6) Burdens on production:

owners Amounts
State of New Mexico .1250000 RI
Phillips Petroleum Company .0571797 ORI
A.L. Andree .0080664 ORI
Perry L. Hughes ' .0199376 ORI
Petco Ltad. .0087227 PP
Curtis McBroom . 0007465 ORI

«2196529
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EXHIBIT “c 7

1 Attached 1 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, T175, R33E, LEA COUNTY, NEW MEXTCO

4

5

6

7

8 ACCOUNTING PROCEDURE

9

10 JOINT OPERATIONS

11

12 I[. GENERAL PROVISIONS

13

14 Definitions

15

16 “Joint Property” shall 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 Qperations.
23 “Non-Operators” shall 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 whese 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 empioyees.
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 Statement and Billings
37
33 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 all 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 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 payment 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 on 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 Adjustments
59
60 Payment 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, unless 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
05 preseribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
66 Controilable Material as provided for in Section V.
67
68 .
69 COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
70
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65
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6.

.

Audits

n.

A Non-Operator, upon notice in wriiing to Opersdor and all olher Non-Operators, shall have the right 1o audit
Operadors accounts and recards relating ta the Joint Aceonnt for any calendar year within the twenty-four
21 monih perind following ihe end of sueh eafendar vear: provided, however, the making of an audit shall not
extend the fiume for the taking of written exeeption lo and the adjustments of accounts as provided for in
Paragraph 4 of this Section . Where there are Lwo ar more Non-Operators, the Non-Operators shall make
every reasonable effort 1o condnet o joint audit in aomanner which witl resuit in a minimum of inconvenience
(o the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall nol be conduclted more than once each vear
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
al the expense of those Non-Operalors approving such andit.

The Operator shall reply in weritingr ta an andit report within 180 days after receipt of such report.

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and i the agreement. to which this Accounting Drocedure is atltached contains no
contrary provisions in regard thereto, Operator shall aotify all Non-Operators of the Operator's proposal, and the
azreement, or approval of a majorily in inlerest, of the Non-Operalors shall he controlling on all Non-Operators.

1L DIRECT CHARGES

Operator shall charge the Joint Aceount with the following items:

2.

4.

Feological and Environmental

ulFhS

Costs incurred for the benefil of the Joint Property as a resull of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joinl 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

[ease rentals and royalties paid by Operator {or the Joinl Operations.

Labor

A.

B.

C.

(1) Salaries and wages of Operator’s ficld employees directly employed on the Joint Property in the conduct of

Joint Operations.

(2) Salaries of First Level Supervisors in the field.

(1) Salaries and wmmé of Technical Employees directly employed on the Joint Property‘if such charges are

excluded from the overhead rates.

(1) Salaries and wages of Tochnical Employees either temporarily or permanently assigned {o and directly

employed in the operation of the Joint Property if such charges are excluded from the overhead rates.

Operalors cost of holiday, vacation, sickness and disabilily benefits and other customary allowances paid to
employees whase salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II.
Such costs under this Paragraph 38 may be charged on a “when and as paid basis” or by “percentage assessment”
on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If

percentage assessment is used, the rate shall be based on the Operalor’s cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

applicable to Operator’s costs chargeable to the Joint Aceount under Paragraphs 3A and 3B of this Section 11.

Personal Fxpenses of those employces whose salaries and wages are chargeable to the Joint Account under

Paragraph 3A of this Section L.

Employee Benefils

Operators 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 Lo the
Joint Account under Paragraphs 3A and 31 of this Section II shall be Operators actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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| 5, Materiai

2

i Materind purehased or furnished be Operator for use on the Joinl Property as provided under Section V. Only such
{ Material shall be purchased for or transferred (o the Jdoint Property as may be requived for immediate use and is
5 reasonably practical and consistent with efficient and ceanomival operations. The accumulation of surplus stocks shall be
6 avoided,

7

8 & Transportation

9

10 Transportation of employees and Material necessary for the Joint Operations but subject to the {ollowing limitations:

11

12 A. I Materiad is moved to the Joinl Property from the Operator's warchouse or other properties, no charge shall be
R made to the Joint Account for a disianee greater than the distance from the nearest reliable supply store where like
11 meterial is normalbly available or railway receiving point nearest the Joint Property uniless agreed to by the Parties.
15

16 B, IT surplus Material is moved to Operator's warchouse or other storage point, no charge shall be made to the Joint
17 Accaunt for a distance greater than the distance ta the nearest relizble supply store where like material is normally
I8 available, or railway receiving point nearest the Joint. Property unless agreed to by the Parties. No charge shall be
19 made to Lthe Joint” Aceount Tor moving Malerial Lo olher properties belonging to Operator, unless agreed o by the
20 Parties.
21
22 ¢, In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
23 available when the actual charge is $400 or less exelnding accessorial charges. The $400 will be adjusted to the
24 arnount maost recently recotunended by the Coancil of Petroleum Accountants Societies.
2h
26 T Services
27
28 T'he cost of contract services, equipment and ulilities provided by outside sources, except services excluded by Paragraph
29 10 of Section I and Paragraph i. ii. and iii, of Section 11, The cost of professional consuitant services and contract
a0 services of technical personnel directly engaged on the Joint roperty if such charges are excluded from the overhead
3 rates. The cost of professional consuitant services or conlract services of technical personnel not directly engaged on the
{2 Joint Property shall not be charged o the Joint Account unless previously agreed to by the Parties.
31
M 8.  Equipment and Facilities Furnished By Operator
an
a6 A, Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
37 with costs of ownership and operation. Such rates shatl include costs of maintenance, repairs, other operating
18 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
39 exceed _EIGHTEEN pereeni { _18 %) per annum. Such rates shall not exceed average commercial
40 rates currently prevailing in the inunediate area of the Joint Property.
41
42 B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the
A3 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elecl to use rates
44 published by the Petroleum Motlor Transport Association.
45
46 9. Damages and Losses to Joint Propertly
47
AR All costs or expenses neeessary for the repair or replacement of Joint Property made necessary because of damages or
A9 losses incurred by fire. flood, storm, thefl, accident, or olher cause, excepl thuse resulting from Operator's gross
50 negligence or willful misconduet. Operator shall furnish Non-Operator written notice of damages or losses incurred as
51 soon as practicable after a report thereof has been received by Operator.
52
53 10. Legal Expense
54
55 Expense of handling, investigating and settling litigation or claimns, discharging of liens, payment of judgements and
56 amounts paid for settfement of ¢laims incurred in or resuiling from operations under the agreement or necessary to
57 protect or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of
58 outside attorneys shall be made nunless previously agreed to by the Parties. All other legal expense is considered to be
HY covered by Lhe vverhead provisions of Section 111 unless olherwise agreed (o by the Parties, except as provided in Section
GO I, Paragraph 3.
61
62 11. Taxes
63
64 All taxes of every kind and nalure assessed or levied upon or in connection with the Joint Property, the operation thereof,
6h or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
66 valorem tlaxes are based in whole or in part upon separate valuations of cach party's working interest, then
67 notwithstanding anything (o the contrary herein, charges to the Joint Account shall be made and paid by the Parties
68 hereto in accordance with the tax value generated by each party's working interest.
69
70
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i 2. Insurance

2

2 Nel premiums paid for insurance recuired lo he carvied for the Joinl Operations for the protection of the Parties. In the
{ event Joint Operalions ave condueted in o state in which Operator may act as seif-insurer for Worker’s Compensation
e andior Fanplovers Linhility under the respective stafes Eaws, Operator may, al its election, include the risk under its seif-
6 insteanee progeam aad in that event, Operador shall inelude o eharge al Operators cost nol o exeeed manual rates.

7

8 13, Abandonment and Reclamation

9

10 Costs incurred for abandonment. of (he Joint Properly. including costs required by governmental or other regulatory
it authority.

12

13 14, Communications

14

15 Cost of acquiring, leasing, instathing, operating, repairing and maintaining communication systems. including radio and
6 microwave {acilities divectly serving (he Joint, Property. v the event communication facilities/systems serving the Joint
i Mroperty are Operador owned, charges to The Joint Aceount shadl be made as provided in Paragraph 8 of this Section 11.
18

19 15, Other Expenditures
20
21 Any other expenditure not. covered or deall with in the foregoing provisions of this Seetion 11, or in Section 11T and which
22 i< of direet benefit to the Joint Property and is ineurred by the Operator in the necessary and proper conduct of the Joint
23 Operations.
21
25
26 HI. OVERIHEAD
27
28 1. Overhead - 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 1A, or
RY { ) Percentage Basis, Paragraph 1B
a5
36 Unless atherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
a7 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
R ‘aragraph 3A. Scetion 11 The cost and expense of services from oulside sources in connection with matters of
30 taxation, traffie, accounting or matiers before or involving governmental agencies shall be considered as included in
A0 the overhead rates provided for in the above selected Paragraph of this Scction I unless such cost and expense are
41 agreed Lo by the Parties as a direct charge o the Juint Aceount.
42

A3 ii.  The salaries, wages amd Personal Expenses of Technical Employees and/for the cost of professional consuitant
44 services and contract services of lechnical personnel directly employed on the Joint Property:
45

46 { ) shall be covered by the overhead rates, or
A7 { X ) shall not be covered by the overhead rates.
18

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

H2
53 () shall be covered by the overhead rates, or
54 ( X ) shall not be covered by the overhead rates.
6b
56 A.  Overhead - Fixed Rate Basis
57
58 (1) Operator shalil charge the Joint Account at the following rates per well per month:
59
60 Drilling Well Rate $ __3000.00
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:
66
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 unils used in completion of the well is released, whichever

-4-
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| is Inler, except that no charge shall be made during suspension of drilling or completion operations
2 for Tifteen (1% or mnore conseentive ealendar days.
3
4 (2} Charges for wells undergoing any lype of workover or recompletion for a period of five (5)
5 conseculive work davs or more shidl he made at the drilling well rate. Such charges shall be
f applied for the period from date workover aperations, with rig or other units used in workover,
T cormmence through date of rig or other mnit release, except that no charge shall he made during
8 suspengion of operations Tor fifleen (16) or more conseeutive calendar days. |
9 7
10 (L)  Producing Well Rates ‘
1 |
12 (1) An active well either produced or injected inlo for any portion of the month shail be considered as 5
13 a one-well charge for the entire month,
14
15 {2)  Fach aetive completion in a mulli-completed well in which production is not commingled down
14 hole shall he considered as a one-well charge providing each completion is considered a separate
17 well by the governing regulatory authorily.
I8
19 ) An inactive gas well shut in beeause of overproduction or failure of purchaser to take the
20 production shall he considered as a one-well charge providing the gas well is directly connected to
21 a permanent sales outlet.
22
23 () A one-well charge shall he made for the month in which plugging and abandonment operations
24 are completed on any well. This one-well charge shail be made whether or not the well has
25 produced exceept when drilling well rate applies.
26
27 5 All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
28 allowable, (ransferred allowable, ete.) shall not qualify for an overhead charge.
29
20 () The weil rates shall be adjusted as of the first day of April each year following the effective date of the
a2 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
HR] Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
M shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
an by the United Stales Departinent of Labor, Burcau of Labor Statistics, or the equivalent Canadian index as
36 published by Statistics Canada, as applicable. The adjusted rales shall be the rates currently in use, plus or
3 minus the computed adjustment.
a8
39 B. Overhead - Percentage Basis
40
41 (1)  Operator shail 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
16 provided under Paragraph 10 of Scetion I and all salvage credits.
47
48 (b) Operating
49
50 —  —_ Percent ( —___ %) of the cost of operating the Joint Property exclusive of costs provided
61 under avagraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchased
52 for secondary recovery and all taxes and assessmenis which are levied, assessed and paid upon the
53 mineral interest in and to the Joint Property.
b4 v
55 {2) Application of Qverhead - lercentage Basis shall be as follows:
56
57 For the purpose of delermining charges on a percentage basis under Paragraph 1B of this Section III,
58 development shall include all cosls in connection with drilling, redrilling, deepening, or any remedial
59 operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
)] interval on the .Joint P’roperty; also, preliminary expenditures necessary in preparation for drilling and
61 expenditures incurred in abandoning when the well is not completed as a producer, and original cost of
62 construction or installation of fixed assets, the expansion of fixed assels and any other project clearly
63 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section III. All other
64 costs shall be considered as operating.
65
66 2. Overhead - Major Construction
67
68 To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
69 lixed assels, and any other project clearly discernible as a f{ixed asset required for Lhe development and operation of the
70 Joint Property, Operator shall cither negotiate a rate prior to the beginning of construction, or shall charge the Joint

-5
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Aceount for overhend based on the following rates for any Major Consiruction projecl i R e 2k x e g x sy X

A mof Fiest $100,000 or tatal costoif less, plus
B "ol costs in excess of 100,000 bt fess than $1,000,000, plus
O, % of costs in excess of $1,000,000.

D.$100.00 PER DAY.

Total cosCshiadl mean the gross cost of anv one projeet. FFar the purpose of this paragraph, the component parts of a single
project shadl not be tresded separately and the cost of drilling and workover wells and artificial lifl equipment shall be

excluded.

Catastrophe Overhead
Th compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due

o oil spill, blowout, explosion. fire. storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary Lo restore the Joint Property to the equivalent condition that existed prior to the event causing the

expenditures, Operator shall cither negotizle a rate prior (o charging the Joint Account or shall charge the Joint Account

for overhead based on the followingr rates:
A N/BR_ % of iotal costs throngh $100,000: plus
B, . _N/ZA %ol total costs in exeess of $100,000 bul less than $1,000,000; plus

. N/A % of total costs in excess of $1.000,000.

[ixpendilures subjeel to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Scction TH shall apply.

Amendment of Rates

The overhead rates provided for in this Scction [ may be amended {rom time to time only by mutual agreement
hetween the Parties hereto if, in practice. the rales are found o be insufficient or excessive.

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

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

L

Purchases

Material purchased shall be charged at the price paid by Operator afler deduction of ali discounts received. In case of
Materiad found to be defeetive or returned to vendor for any other reasons, credil shall be passed to the Joint Account
when adjustment has been received by the Operator. :

Translers and Dispositions

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

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

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

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from thal mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1)(a). For transportation cost from poinis other than Eastern mills, the 30,000
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pound Oil Field Hanlers Assoviation inlerstate truck rate shall be used.

Speeind end finish Tahulae goods shadl be priced at the lowest published out-of-stock price, f.o.h. Houston,
Texas, plus fransporiation cost, usinge Ot Ifeld Haulers Association interstate 30,000 pound truck rate,
(o the ratlway reeervings pomil nearest {he Joint Property.

Macaront (ubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices
foh. the supplier plus Transportation costs, using the Ol Field Haulers Association interstate truck rate
per weight of tnbing leansferred, to the railway receiving point nearest the Joint Property.

Line pipe movements (exeept size 24 inch OD and larger with walls 3% inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above.
Freight charges shali be eadeulated from {orain, Ohio.

Line pipe movemeunls (exeept size 24 inch O and larger with walls 3% inch and over) less than 30.000
potinds shall he priced al Bastern mill published carload base prices effective as of date of shipment,
plus 20 pereent, plus transportation costs hased on freight rates as sel forth under provisions of tubular
goods pricing in Paragraph A1)a) as provided above. Freight charges shall be calceulated from lLorain,

Ohio.

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

Line pipe. including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoted prices plus freight (o the raiiway receiving point nearest the Joint Property or at
prices agreed w 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 roperty, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current
new price, in effeet on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material (Condiiion B)

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

(1

(@)

3)

Material moved lo the Joint Property
At seventy-five pereent (75%) of current new price, as determined by Paragraph A.

Material used on and moved from the Joint Property

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

(b) At sixty-five percent (G5%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as used Material.

Material notl 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 reconditlioning, i{ 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
alter reconditioning shall be priced at filty 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 D

2

4 Material, exeluding junk. no longer suitable for its original purpose. but usable for some other purpose
! shall be priced on o hasis commensurate with its use. Operator may dispose of Condition 1) Material
h nunder procedures normadly used hy Operitor without prior approval of Non-Operators.

6

7 (1) Casing, tubing, or deill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
] of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be
9 priced al used fine pipe prices,

{0

11 (h)  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.
13 Upset tubular goods shall he priced on a non upset basis.

14 |
15 (3) Condition IS .
16 ‘
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition I© Material under
18 procedures normally utilized by Operator without prior approval of Non-Operators.

19
20 1. Obsolcte Material
21
22 Material which is serviceable and usable Tor its original function but condition and/or value of such Material
24 is pot enuivadent 1o that whicly wonld justifv @ price as provided above may be specially priced as agreed to by
24 the Partics. Such price should result in the Joint Account being charged with the value of the service
20 rendered by such Materind,
26
27 [5.  Pricing Conditions
28
29 (1)  loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
31 sustained at the slocking poinl. The above rate shall be adjusted as of the first day of April each year
2 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
2 Section [, Paragraph LA(3). Each year, the rate eaiculated shall be rounded (o the nearest cent and
K7 shall be the rate in effect until the first day of April next year. Such rate shall be published each ycar
35 by the Council of Petrolenm Accountants Societics.

36

W (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
R} unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
A4 Malterial at the Operator's actuat cosl incurred in providing such Material, in making it suitable for use, and in moving it
A5 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
46 Non-Operators for such Materiad, Fach Non-Operator shall have the right, by so electing and nolifying Operator within
47 ten days afler receiving notice Trom Operator, to furnish in kind all or part of his share of such Material suilable for use
48 and acceplable to Operator.

49

50 4.  Warranty of Material Furnished By Qperator

5l

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
hi Account until adjustment has been received by Operator from the manufacturers or their agenis.

54

55
56 V. INVENTORIES
57
58  The Operator shall maintain detailed records of Controllable Material.

59
60 L Periodic Inventories, Notice and Representation
61 '
62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
] Non-Operators may be represented when any invenlory is taken. Failure of Non-Operators to be represented at an
65 inventory shall bind Non-Operators to accept the inventory taken by Operator.
66
67 2. Reconciliation and Adjustiment of Inventories
68
69 Adjusiments (o the Joint Account resulling 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 {0 the Joint Account for

-8-
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overages and shortages, hut, Operator shadl he held aceountable only for shortages due to iack of reasonable diligence.

Special Inventories

Speciad inventories may he (aken whenever there is any sale, changre of interest, or change of Operator in the Joint
Propertv. 1L shall be the duty of {he pety sefling (o nolify adl other Parties as quickly as possible after the transfer of
inferest takes place. In such enses, both the seller and the parehaser shall be governed by such inventory. In cases
involving achange of Operator, afl Parties shadl be governed by such imventory.

Fxpense of Conducting Inventories

A, The expense of conducting periodie inventories shadl vol be eharged to the Joint Account unless agreed to by the
Partics.

R, The expense of conducting speeind inventaries shall be eharged to the Parties requesting such inventories, except
inventaries required due to change of Operator shadl be charged {o the Joint Account.




