KELLAHIN AND KELLAHIN
ATTORNEYS AT LAW
EL PATIO BUulLDiNG
W. THOMAS KELLAHIN® 117 NORTH GUADALUPE

*MEW MEXICO BOARD OF LEGAL SPECIALIZATION POST OFFICE Box 226%
RECOGNIZED SPECIALIST IN THE AREA OF

NATURAL RESOURCES-OIL AND GAS LAW SANTA FE, NEW MEXICO 87304-2285

March 18, 2002

JASON KELLAHIN (RETIRED 1991

Ms. Lori Wrotenbery, Chair
Dr. Robert Lee, Member

Ms. Jamie Bailey, Member
Oil Conservation Commission
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

Re: TMBR/Sharp Drilling, Inc.’s Pre-Hearing Statement
Order No. R-11700
NMOCD Case 12731
Application of TMBR/Sharp Drilling, Inc.
Jor an order staying David H. Arrington
Oil & Gas, Inc. from commencing
operations, Lea County, New Mexico.

NMOCD Case 12744

Application of TMBR/Sharp Drilling, Inc.
appealing the Hobbs District Supervisor’s
decision denying approval of two applications
for permit to drill filed by TMBR/Sharp
Drilling, Inc., Lea County, New Mexico

Dear Member of the Commission:

TELEPHONE (SOS) 982-4285
TELEFAX (SOS) 982-2047

Hand Delivered
Federal Express
Hand Delivered

On behalf of TMBR/Sharp Drilling, Inc., and in accordance with correspondence

from the Commission’s attorney, please find enclosed TMBR/Sharp’s Pre-Hearing
Statement and Exhibits for the hearing scheduled for March 26, 2002.

Very truly yours,

W< Thomas Kellahin

cc: Steve Rass, Esq.

Attorney for the Commission
Earnest Carroll, Esq.

Attorney for Arrington
cc: TMBR/Sharp

Rick Montgomery, Esq.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

APPLICATION OF TMBR/SHARP DRILLING, INC. CASE NO. 12731
FOR AN ORDER STAYING DIVISION APPROVAL

OF TWO APPLICATIONS FOR PERMIT TO DRILL

BY DAVID H. ARRINGTON OIL & GAS, INC.

LEA COUNTY, NEW MEXICO

APPLICATION OF TMBR/SHARP DRILLING, INC. CASE NO. 12744
APPEALING THE HOBBS DISTRICT SUPERVISOR’S

‘DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED

BY TMBR/SHARP DRILLING INC.

LEA COUNTY, NEW MEXICO

TMBR/SHARP DRILLING, INC.
PRE-HEARING STATEMENT

This pre-hearing statement is submitted by TMBR.Sharp Drilling Inc., as required
by the Oil Conservation Commission.

APPEARANCE OF PARTIES
APPLICANT ATTORNEY
TMBR/Sharp Drilling, Inc. W. Thomas Kellahin
P. O; Box 10970 KELLAHIN & KELLAHIN
Midland, Texas 79702 P..O. Box 2265
(915) 699-5050 Santa Fe, NM 87504
attn: Tom Bell (505) 982-4285

Susan Richardson, Esq.

Richard Montgomery, Esq.
Cotton, Bledsoe, Tighe & Dawson
500 W. Hllinois

Midland, Texas 79701-4437
(915) 684-5782
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TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
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OPPOSITION OR OTHER PARTY ATTORNEY

David H. Arringion Oil & Gas Inc. Earnest Carroll, Esq.

RELIEF REQUESTED

(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp™)
and David H. Arrington Oil & Gas Inc. ("Arrington") over operations in Section 25 and
the E/2 of Section 23, T16S, R35E, NMPM, Lea County, New Mexico:

(a) TMBR/Sharp seeks at APD for this Blue Fin "25" Well
No. 1 for the N/2 of Section 25;

(b) Arrington seeks at APD for this Triple Hackle Dragon
"25" Well No. 1 for the W/2 of Section 25;

and

(c) Arrington’s C-102 for Blue Drake 23 Well No.
E/2 Section 23, T16S, R35E

(d) TMBR/Sharp’s C-102 for Leavelle 23 Well No. 1
E/2 Section 23, T16S, R35E

(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs)
competing Applications for Permit to Drill ("APD")

(3) The competing APDs are in conflict with each other in that the drilling of these

two wells by one party will preclude the drilling of the other two wells by the other
party.
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TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
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(4) The Supervisor of the Hobbs Office of the Division has approved the two
Arrington APDs and correspondingly denied the two TMBR/Sharp APDs.

(5) Arrington obtained approval of its applications for permits to drill predicated

upon its assumption that two oil & gas leases held by TMBR/Sharp had expired and that
two "top leases” now held by Arrington are in effect.

- (6) Except for Arrington’s actions in claiming the top lease interest it had no

interest in the W/2 of Section 25 TMBR/Sharp’s APD would have been approved.

(7) TMBR/Sharp appealed this action to the Division which held a hearing on
September 20, 2001.

(8) On December 13, 2001, the Division entered Order R-11700 denied
TMBR/Sharp’s Applications for Permit to Drill ("APDs") because the Division had
previously approved David H. Arrington’s APDs and stated in this order that:

(a) "(22) "Arrington has demonstrated an least a colorable claim
of title that would confer upon it a right to drill its proposed
wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Arrington APDs."

(b) "(21) The Oil Conservation Division has no jurisdiction to
determine the validity of any title, or the validity or
continuation in force and effect of any oil and gas lease.

Exclusive jurisdiction of such matters resides in the courts of
the State of New Mexico"

(9) The Division also concluded in paragraph (25) of Order R-11700 that "...the
Division has jurisdiction to revoke its approval of any APD in an appropriate case..."
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(10) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District

Court, Lea County, New Mexico seeking a judicial determination of, among other things,
the validity of Arrington’s claim of title.

(11) On December 27, 2001, the District Court entered a order holding that
Arrington’s assumptions were wrong and entered Summary Judgment in favor the

TMBR/Sharp.  Arrington’s claim of interest in the top leases has failed and
“4MBR/Sharp’s leases are still valid.

(12) Contrary to Division Order R-11700, Arrington failed to demonstrate
"colorable title" at the time its APDs were approved.

(13) TMBR/Sharp is now entitled to have its APD issued by the Division without
inference from Arrington.

EVIDENCE AND EXHIBITS
EXHIBIT 1:

(a) Arrington’s C-102 for Triple Hackle Dragon 25 Well No. 1
W/2 Section 25, T16S, R35E dated 7/17/01

(b) TMBR/Sharp’s C-102 for Bluefin 25 Well No. 1
N/2 Section 25, T16S, R35E dated 8/7/01

(c) Arrington’s C-102 for Blue Drake 23 Well No. 1
E/2 Section 23, T16S, R35E dated 7/25/01

(d) TMBR/Sharp’s C-102 for Leavelle 23 Well No. 1
E/2 Section 23, T16S, R35E dated 8/7/01



-
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EXHIBIT 2:

On July 17, 2001, Arrington filed an application for permit to drill ("APD" including
Division Form C-101 and Form C-102) and on the same day obtained approval from the

OCD-Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the W/2 of Section 25,
T16S, R35E, Lea County, New Mexico. '

€ XHIBIT 3:

On July 30, 2001, Arrington filed an application for permit to drill ("APD" including
Division Form C-1-1 and Form C-102) and on the same day obtained approval from the

OCD-Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S,
R35E, Lea County, New Mexico.

EXHIBIT 4:

On August 8, 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25 Well No. 1 to be

dedicated to a 320-acre spacing unit consisting of the N/2 of Section 25, T16S, R35E
stating that the permit granted to Arrington for his Triple Hackle Dragon Well No. 1 with
a W/2 spacing unit orientation precluded the approval of TMBR/Sharp’s application.

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp’s APD.

EXHIBIT S:

On August 8, 2001, TMBR/Sharp filed an APD permit to drill its Leavelle 23 Well No.

1 to be dedicated to a 320-acre spacing unit consisting of the E/2 of Section 23, T16S,
R35E stating that the permit granted to Arrington for his Blue Drake 23 Well No. 1 also

with a E/2 spacing unit orientation precluded the approval of TMBR/Sharp’s application.

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp’s APD



STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION

TMBR/SHARP EXHIBIT

EXHIBIT

DESCRIPTION

|

Timeline of Events Relating to Section 23

2

Timeline of Events Relating to Section 25

3

Arrington's C-102 for Triple-Hackle Dragon 25 Well No. 1 W72
Section25, T16S, R35E dated 7/17/01

TMBR/Sharp's C-102 for Bluefin 25 Well No. 1 N/2 Section 25, T16S,
R35E dated 8/7/01

Arrington's C-102 for Blue Drake 23 Well No. 1 E/2 Section 23, T168S,
R35E dated 7/25/01

TMBR Sharp's C-102 for Leavelle 23 Well No. 1 E/2 Section 23, T16S,
R35E dated 8/7/01

On July 17, 2001, Arrington filed an application for permit to drill
("APD" including Division Form C-101 and Form C-102) and on the
same day obtained approval from the OCD-Hobbs to drill the Triple
Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, T16S, R35E, Lea
County, New Mexico

On July 30 2001 Arrington filed an application for permit to drill ("APD"
including Division Form C-1-1 and Form C-102) and on the same day
obtained approval from the OCD-Hobbs to drill the Blue Drake 23 Well
No. 1 in the W/2 of Section 23, T16S, R35E, Lea County, New Mexico

On August 8, 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25
Well No. 1 to be dedicated to a 320-acre spacing unit consisting of the
W72 of Section 25, T16S, R35E stating that the permit granted to
Arrington for his Triple-Hackle Dragon Well No. 1 with a N/2 spacing
unit orientation precluded the approval of TMBR/Sharp's application.

On August 8, 2001, the OCD-Hobbs issued a letter/order denying
TMBR/Sharp's APD

Effective December 7, 1997, Madeline Stokes entered into an oil and gas
lease with Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among
other lands, the NW/4SW/4 and NW/4 of Section 24, T16S, R35E, Lea
County, New Mexico

BEFORE THE
OIL CONSERVATION COMMISSION

Case No. 12731 Exhibit No/

Mid: CPLEASANT:004370.000021:321738.1 Submitted By:

IMBI_Q/Shazp Drilling
Hearing Date: March 26, 2002




Effective December 7, 1997, Erma Stokes Hamilton entered into an oil
and gas lease with Ameristate Oil & Gas Inc. ("Hamilton Lease")
covering, among other lands, the NW/4SW/4 and NW/4 of Section 24,
T16S, R35E, Lea County, New Mexico.

10

Assignment of Oil and Gas Lease
TMBR Sharp/Ameristate

Primary term for both the Hamilton and Stokes lease ended at midnight
June 6, 2001

11

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement
covering lands in Lea County, New Mexico including the Hamilton and
Stokes' lands

12

On November 17, 2001, TMBR/Sharp as operator under this operating
agreement, filed an application for permit to drill its Blue Fin "24" well
No. 1 and to dedicate a 320-acre gas spacing and proration unit consisting
of the W/2 of Section 24 to the well. The permit was approved on
November 22, 2000 by the OCD.

On March 29, 2001 TMBR/Sharp commenced drilling and on June 29,
2001 completed its Blue Fin 24 Well No. 1 for production from the North
Townsend Mississippian Gas Pool.

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24
Well No. 1 was sufficient to extend the Hamilton-and Stokes leases
beyond their primary terms.

13

On March 27, 2001, Madeline Stokes entered into an oil and gas lease
with James D. Huff ("Stokes-Huff top lease") which covered the same
lands as her lease to Ameristate.

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas
lease with James D. Huff ("Hamilton-Huff top lease") which covered the
same lands as her lease to Ameristate.

Arrington's rights to drill and operate these wells is predicated upon his
assumption that two oil & gas leases held by TMBR/Sharp had expired
and that two "top leases" are now in effect.

On September 17, 2001, Huff assigned its interest to Arrington.
Arrington contends that he controls some or all of the operating rights in
the Hamilton-Huff top lease and the Stokes -Huff top lease.

14

On August 21, 2001, TMBR/sharp filed litigation in the Fifth Judicial

District Court, Lea County, New Mexico seeking'a judicial determination,

among other things, of TMBR/Sharp's right to drill and operate wells on
the disputed lease acreage

Mid: CPLEASANT\004370'0000211321738.1



15

On September 10, 2001 a letter agreement was executed between Ocean
Energy and Arrington.

16

Order of the Division (Case No. 12731 and Case No. 12744)

17

On November 20, 2001, TMBR/sharp filed its Motion for Partial
Summary Judgment Regarding Filing of Unit Designation.

On December 6, 2001, Arrington's response to TMBR/Sharp's Partial
Summary Judgment regarding filing of Unit Designation was filed.

On December 27, 2001, the Court granted partial summary judgment
regarding the filing of unit designations.

18

On January 28, 2002, TMBR/Sharp filed its Motion for Partial Summary
Judgment against David H. Arrington Oil & Gas Regarding Tortious
Interference and Brief in Support Thereof.

On February 11, 2002, Arrington's Response was filed.

19

On March 15, 2002, David Arrington filed a Motion to Vacate the
Commission Hearing Set for March 26, 2002

On March 18, 2002, Ocean Energy filed a Motion to Continue

On March 19, 2002, TMBR/Sharp filed its Motion in Response to the
Continuance

20

On March 21, 2002, the OCD Denied Arrington's Motion to Continue

21

On March 20, 2002, Arrington filed its Prehearing Statement with the
OCD

On March 22, 2002, TMBR/Sharp filed its Prehearing Statement with the
OCD

22

Boyce 15 Well No. 1, Section 15, T16S, R35E
C-101, C-102

23

Boyce 15 Well No. 3, Section 15, T16S, R35E
C-101, C-102, C-105

24

Berry Complaint

25

March 15, 2002 — TMBR/SHARRP files a supplemental Application for
Permit to Drill on the NW/4 of Section 25

Mid: CPLEASANT\004370\000021\321738.1




TIMELINE OF EVENTS RELATING TO SECTION 23

DATE

AMERISTATE AND
TMBR/SHARP ACTIVITY

ARRINGTON ACTIVITY

OTHER ACTIVITY

12/07/97

Ameristate Oil & Gas enters into lease
agreements with Madeline Stokes and
Erma Stokes Hamilton (the “Original
Stokes Leases™) which includes acreage
in Section 23.

07/01/98

TMBR/Sharp enters into an operating
agreement covering oil and gas properties
subject to the Original Stokes Leases.

08/10/00

TMBR/Sharp enters agreements
extending the primary term of the
Original Stokes Leases.

11/17/00

TMBR/Sharp files a written designation
and application for a permit to drill (From
C-101) with the OCD as well as a
location and acreage dedication plat
describing the pooled unit dedicated to
the Blue Fin 24 No. 1 Well.

11/22/00

TMBR/Sharp receives permit to drill the
Blue Fin 24 No. 1 Well.

03/27/01

Huff acquires top leases from
Madeline Stokes and Erma
Stokes Hamilton covering the
same lands as the Onginal
Stokes Leases (the “Huff Top
Leases”).

03/29/01

TMBR/Sharp spuds The Blue Fin 24 No.
1 Well.

05/15/01

TMBR/Sharp runs a drill stem test for the
Blue Fin 24 No. 1 Well.

06/03/01

Casing placed in the hole of the Blue Fin
24 No. 1 Well.

06/17/01

The primary term of the Original Stokes
Leases expires.

06/29/01

TMBR/Sharp produces hydrocarbons
from the Blue 24 No. 1 Well.

Mid: BSULLIVAN\004370\000021\321705.1




DATE AMERISTATE AND ARRINGTON ACTIVITY | OTHER ACTIVITY
TMBR/SHARP ACTIVITY :
07/25/01 Arrington O&G files an
application for a permit to
drill the Blue Drake 23 No. 1
Well on the W/2 Section 23

07/30/01 The OCD approves Arrington
0&G’s application for a permit
to drill the Blue Drake 23 No. |
Well.

08/06/01 First production from the Blue Fin 24 No.

I Well is sold.

08/06/01 TMBR/Sharp files an application for a

permit to drill the Leavelle 23 No. 1 Well
on the E/2 Section 23

08/06/01 The OCD denies
TMBR/Sharp’s application for
a permit to drill the Leavelle 23
No. 1 Well on the E/2 Section
23.

08/24/01 TMBR/Sharp files its complaint against

Davis H. Arrington Oil &Gas, James D.
Huff, Madeline Stokes, Erma Stokes
Hamilton, John David Stokes and Tom
Stokes.

09/17/01 Huff assigns his entire

interest in the Huff Top
Leases to Arrington Oil &
Gas.

10/31/01 Arrington assigns an

undivided 50.0% of the Huff
Top Leases to Ocean Energy,
Inc.

11/14/01 Ocean signs agreement with
Arrington regarding its farmout
agreement including acreage in
Section 23.

11/20/01 TMBR/Sharp, on behalf of all Plaintiffs,

files a Motion for Partial Summary
Judgment Regarding Filing of Unit
Designation.

Mid: BSULLIVAN\004370\000021\321705.1




DATE

AMERISTATE AND
TMBR/SHARP ACTIVITY

ARRINGTON ACTIVITY

OTHER ACTIVITY

12/27/01

The Court grants the unit
designation motion for
summary judgment filed by
Plaintiffs and denies
Defendant’s motion for
summary judgment regarding
pooling.

Mid: BSULLIVAN\00437010000211321705.1




TIMELINE OF EVENTS RELATING TO SECTION 25

DATE AMERISTATE AND ARRINGTON ACTIVITY | OTHER ACTIVITY
TMBR/SHARP ACTIVITY
12/07/97 Ameristate O1l & Gas enters into lease

agreements with Madeline Stokes and
Erma Stokes Hamilton (the “Original
Stokes Leases”) which includes acreage
in Section 25.

07/401/98 TMBR/Sharp enters into an operating
agreement covering oil and gas properties
subject to the Original Stokes Leases.

08/10/00 TMBR/Sharp enters agreements
extending the primary term of the
Original Stokes Leases.

11/17/00 TMBR/Sharp files a written designation
and application for a permit to drill (From
C-101) with the OCD as well as a
location and acreage dedication plat
describing the pooled unit dedicated to
the Blue Fin 24 No. 1 Well.

11/722/00 TMBR/Sharp receives pemmit to drill the
Blue Fin 24 No. 1 Well.

03/27/01 Huff acquires top leases from
Madeline Stokes and Erma
Stokes Hamilton covering the
same lands as the Original
Stokes Leases (the “Huff Top

Leases™).

03/29/01 TMBR/Sharp spuds The Blue Fin 24 No.

1 Well.
05/15/01 TMBR/Sharp runs a drill stem test for the

Blue Fin 24 No. 1 Well.
06/03/01 Casing placed in the hole of the Blue Fin

24 No. I Well.
06/17/01 The primary term of the Original Stokes

Leases expires.

06/29/01 TMBR/Sharp produces hydrocarbons
from the Blue 24 No. 1 Well.

Mid: BSULLIVAN\0043700000021:1321680.1



DATE AMERISTATE AND ARRINGTON ACTIVITY | OTHER ACTIVITY
TMBR/SHARP ACTIVITY
07/17/01 Arrington O&G files an
application for a permit to
drill the Triple Hackle
Dragon 25 No. 1 Well on the
W/2 of Section 25, T-16-S,
R-35-E.

07/19/01 The OCD approves Arrington
O&G’s application for a permit
to drill the Triple Hackle
Dragon 25 No. 1 Well.

| 08/06/01 First production from the Blue Fin 24 No.
1 Well is sold.

08/06/01 TMBR/Sharp files an application for a

permit to drill the Blue Fin 25 No. 1 Well
on the E/2 Section 25, T-16-S, R-35-E.

08/8/01 The OCD denies
TMBR/Sharp’s application for
a permit to drill the Blue Fin 25
No. 1 Well on the E/2 Section
25.

08/24/01 TMBR/Sharp files its complaint against

Davis H. Arrington Oil &Gas, James D.
Huff, Madeline Stokes, Erma Stokes
Hamilton, John David Stokes and Tom
Stokes.

09/17/01 Huff assigns his entire

interest in the Huff Top
Leases to Arrington Oil &
Gas.

10/31/01 Arrington assigns an

undivided 50.0% of the Huff
Top Leases to Ocean Energy,
Inc.

11/14/01 Ocean signs agreement with
Arrington regarding its farmout
agreement including acreage in
Section 25.

11/20/01 TMBR/Sharp, on behalf of all Plaintiffs,

files a Motion for Partial Summary
Judgment Regarding Filing of Unit
Designation.

Mid: BSULLIVAN\004370:000021:321680.1




DATE AMERISTATE AND ARRINGTON ACTIVITY | OTHER ACTIVITY
TMBR/SHARP ACTIVITY
12/27/01 The Court grants the unit
designation motion for
summary judgment filed by

Plaintiffs and denies
Defendant’s motion for
summary judgment regarding
pooling.

Mid: BSULLIV AN00437010000211321680.1




District 1 State of New Mexico Form C-101
PO Box 1980, Hobbs, NM 88241-1980 Encrgy, Minerals & Natural Resources Departinent Revised October 18, 1994
Pistrict 1f BEFUHE IHE Instructions on back
811 South First, Artesia, NM 88210 OIL C OIL CONSERVATION COMMJSSION  iubmit to Appropriate District Office
District 11 Case No. 12731 Exhibit No| State Lease - 6 Copies
1000 Rio Brazos Rd., Aztec, NM 87410 Submitted By: Fee Lease - 5 Copies
District IV TMBR/Sharp Drilling

2040 South Pacheco, Santa Fe, NM 87505 Hearing Date: March 26, 2002 ] AMENDED REPORT

ArrAnrE v

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

! Operator Name and Address. ? OGRID Number
TMBR/Sharp Drilling, Inc. 036554

P. O. Drawer 10970

Midland, TX 79702

Supplemental to APT #30-025-35653 * APt Number
Bo-pasased
* Property Code * Property Name ¢ Well No.
1 28579 Blue Fin “25" 1
7 Surface Location
UL or lot no. Scetlon Township | Range Lot Idn Feet from the North/South line Fect from the East/West line Count
E 25 16S 35E 1913 North 924 West Lea
# Proposed Bottom Hole Location If Different From Surface
UL or lot no. | Section | Township | Range Lot Idn Fect from the North/South line Feet from the East/West line Coun
* Proposed Pool 1 '* Proposed Pool 2
Townsend; Mississippian, N. Townsend; Morrow
" Work Type Code "2 Well Type Code 1 Cable/Rotary " Lease Type Code * Ground Level Elevation
N G R P 3959
" Multiple '? Proposed Depth " Formation ' Contractor * Spud Date
No 13,200 Mississippian TMBR/Sharp 9/01/01
2 Proposed Casing and Cement Program
Hole Size Casing Size Casing weight/foot Setting Depth Sacks of Cement Estimated TOC
17' 13% 54.5 420 500 Surface
12% 9% 40 5,000 1800 Surface
8% 7 23 & 26 12,000 1000 5,000
6Ys 414 11.6 13,200 135 11,900

2 Describe the proposed program. If this application is to DEEPEN or PLUG BACK give the data on the present
productive zone and proposed new productive zone. Describe the blowout prevention program, if any. Use additional
sheets if necessary.

It is prososed to drill a 17%” hole to +420' with fresh water & set 13%” csg & cement to surface. A 12%” intermediate
hole will be drilled to +5000' with cut-brine system & 9%” csg will be set & cemented back to surface:. A 3000 psi annular
preventer & 3000 psi dual ram BOP will be used on the intermediate hole. An 8%” hole will be drilled to a TD of 12,000
with FW mud where 7" esg will be set at TD & cemented back to the intermediate csg @ 5000'. Wé will drill a 6%% hole to
TD of +13,200'. We plan to run a 4%3” liner to TD with top of liner @ 11,900' & cement w/135 sacks. A 3000 psi annular
preventer & a 5000 psi double ram BOP will be used on the 8% & 6%” hole. Mud up will occur, between 9000' & 10 000'
& several DST’s are planned. v

:clsgh:;::i f{:;::ge:‘hat the ;):I;?:fmatmn given above is true and complete to the OIL CONSERVATION DIVISION o

Signature: )ﬁd //’ &//MQ& Approved by: DR‘G‘NAL S\GNED BY
Printed name:  Lonnie Arnold Title: PAUL F. RAUTL
UNRE sl N“SS\ON PIREY FJ\\QH\LE;B
Title: Prodo-*- - R:—’r 1 CON‘ ‘j Approval Date: PE‘ HULt ll?x:plratmn Date:
E— SE Bt No.
Date: o\ CON 1 2‘]3’\ E)d‘\\b\ Conditi prprowal
case No: . Attachﬁ&

Permit Expires 1 Year From Appro.
Hearingd Date’ Nate linlecs Mrittina lindarwav
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DISTRICT 1

.P.0, Box 1980, Bobbe, NK 88241-1880

DISTRICT U

P.0. Drewer DD, Artawin, NM 88211-0710

DISTRICT I

Rnergy, Minernla and Natoral Resources Departmemt

OIL CONSERVATION DIVISION

Santa Fe, New Mexico 87504-2088

1000 Rio Brazos Rd., Asztec, NM 87410

DISTRICT IV

P.0. BaX 2088, SANTA IS, N.M. 078042088

State of New Mexico

P.0. Box 2088

WELL LOCATION AND ACREAGE DEDICATION PLAT

Form C-102

Revised February 10, 1004

Submit to Appropriste District Office
State Lease — 4 Coples

Fee Lease ~ 3 Copies

OO0 AMENDED REPORT

AP1 Number Pool Code Pool Name
30'025 ~35&6S 86390 Townsend; Mississippian, N.
Praoperty Code Property Name Well Number
28579 BLUEFIN 25 1
OGRID No. Operator Nams Blevation
036554 TMBR/SHARP DRILLING, INC. 3959’
Surface Location
UL or lot No. Section Township Range Lot Idn Feet from the North/Bouth line Feet from the East/West line County
E 25 16-S 35-£ 1913 924 WEST LEA
Bottom Hole Location If Different From Surface
UL or lot No. Section Township Range Lot Idn Feet from the North/South line Peet from the East/West line County

Dedicated Acres

320

Joint or Infill

N

Consolidation Code

P

Order No.

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

1913

] "

- 924’ —=0

]

SPC NME
NAD 1927

N=690423.16
E=781505.33

-- Title

OPERATOR CERTIFICATION

I haredy certify tha the information
tontained Aerein (s frus and complete o the
best of my knowladge and delisf.

P el

ngn-ture

Lonnie Arnold
Printed Name

Production Manager

Date

SURVEYOR CERTIFICATION

1 hereby cartify that tha well location shoun
on this plat was plotted from flald notes of
sotual surveys mode Dy ma or undsr Tw
supertison ohd thal tAe smwme is frus end
correct to tha bast of my beMef.

JULY 26, 2001

Date gxrveyig\“ AWB

\\\\\\“‘

Slgn-tnh ol 5 “’:,,
Prolenl&n . Sorv q%{S‘ t,




TIMIE f/SIHLARP F, LLING

B.0.P. Equipment Infended for use on Rig # 24
Waell To Be drilled for TMBR/Sharp Drillina, Inc.

* AN Vatves (H2S)'

Choke Manifole;

Pressure Rating 3,000 or 5,000 (as Req.)
1 - 4% Valves (2 if Required )

4 - 2° Valves

2 - 2° Adjustable Chokes

Vaive Types Used:

Cameron - For FC

Shafter - 8 Floseal

WKM - lype 2

Chokes - Cameron H2 or TC unibolt
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TIMhL IR SIHLARP L ulLlLiNIG

B.O.P. Equipment inlended foruseon Rig # 1

Well To Be drilled {or TMBR/Sharp Crillina,

* Al B.O.P squipment s H2S Tom®

Inc.

" All Accumuioiors are Koomey Type-80 :© Cuat Power Electria/Alr

' Choke Manilold: * See sheet 2
4' Valves : Cameren F/FC, Shatier 08 Hydraulic

2° Check Valve: Cameron Type R

2’ Vailves : Cameron or Shatffer

Annufar: shaffer  Type: Icherical

annular P#SI: o000
( f Shotfer: Spharicol , If Hydrii: Type GK )

BOP Type_Lus 2 qate

{ It Shatter: LWS ar SL_ If Cameron: Tyoe U )
BOP Slze: 11 " - so0c0 PSI
Rotating Head Type stk
Rot-Head Fumnishea By _i:BR/ Sl v
Rams in top gate:_:z1inds
Rams in bottom:_1-1/2" cire

Side Qutlets used:
Botom_x _Top

4® Vaives on Tee
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658.1 COMPULSORY POOLING AND UNITIZATION § 942

It was held in Home-Stake Royalty Corp. v. Corporation Commission®-1 that
the applicant for a pooling order is not required to make available private
geological information possessed by the applicant, but the sufficiency of the price
offered for nonparticipating interests was to be determined on the basis of present
market value as evidenced by the terms and price paid for recent leases in the
surrounding area. In this instance the well to be drilled was a wildcat in an
undeveloped region in which the only well in the vicinity was a thirty-year-old
non-producer.

“Geologic studies in such areas are closely guarded by their owners as
proprietary information. Any conclusion reached relative to future production
from the contemplated well derived from these tests remains problematical,
conjectural, and depends in great part upon the expertise of the persons making
the evaluation.”

[Surface rights in unleased land]

The owner of unleased lands should not be able to avoid the effect of a
compulsory pooling order by denying surface rights in the unit operator. Thus
in Texas Oil & Gas Corp. v. Rein 7 the court held that the regulatory commission
had authority to permit the unit well to be located on unleased premises over
the objection of the owner thereof, declaring:

“[tito hold otherwise would frustrate the intent of the Act because the owner
desiring to drill would not be entitied to do so unless he held a lease covering
the well location designated by the Commission.”8

6.1 Home-Stake Royalty Corp. v. Corporation Comm’'n, 594 P.2d 1207. 63 0.&G.R. 340 (Okla.
1979).

Not surprisingly, there may be substantial dispute over the bonus appropriate under the
circumstances of any particular case. See Miller v. Corporation Comm'n. 635 P.2d 1006. 70
O.&G.R. 314 (Okla. 1981). The Corporation Commission established that a bonus of $75 per acre
and a one-eighth royalty interest be paid mineral owners in lieu of participation. Dispute centered
on the fact that the state had received a larger bonus and royalty on a sealed-bid sale of an 80-acre
state-owned tract located in the same unit. The majority of the court concluded that the price secured
through the statutorily mandated sealed-bid process for leasing state-owned minerals did not
r ent a sale in the open market. The Commission order was sustained.

@exas Oil & Gas Corp. v. Rein, 534 P.2d 1277, 51 O.&G.R. (Okla. 1974).
534 P.2d at 1279, 51 O.&G.R. at 68.
See also the following:

Nunez v. Wainoco Oil & Gas Co., 488 So0.2d 955, 91 O.&G.R. 246 (La. 1986), cert. denied,
479 U.S. 925 (1986); ——

Nunez v. Wainoco Oil & Gas Co., 606 So. 2d 1320, 121 O.&G.R. 467 (La. Ct. App.). writs
denied, 608 So. 2d 1010 (La. 1992) (on subsequent appeal of suit seeking removal of alleged
trespassing well and damages);

Continental Resources. Inc. v. Farrar Oil Co., 1997 ND 31, 559 N.-W.2d 841, — 0.&G.R. —
(1997) (foliows Texas Oil & Gas v. Rein and Nunez v. Wainoco; property faw of trespass is
superseded by the Resources Act).

(Matthew Bender & Co.. Inc) (Rel.32—12/97 Pub.R20)
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TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
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EXHIBIT 6:

Effective December 7, 1997, Madeline Stokes entered into an oil and gas lease with
Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico.

Effective December 7, 1997, Erma Stokes Hamilton entered into an oil and gas lease with
#Ameristate Oil & Gas, Inc. ("Hamilton Lease") covering, among other lands, the
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico;

TMBR/Sharp is successor to Ameristate.

The primary term for both of these leases ended at midnight June 6, 2001;

EXHIBIT 7:

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement covering lands
in Lea County, New Mexico including the Hamilton and Stokes’ lands.

TMBR/Sharp contends that the interest claim by Arrington in the NW/4 of Section 25
subject to a July 1, 1998 Operating Agreement and that its leases of the disputed lease
acreage were perpetuated by TMBR/Sharp’s drilling of the Blue Fin "24" Well No. 1

which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2
of Section 24, T16S, R35E.

EXHIBIT 8:

On November 17, 2000, TMBR/Sharp as operator under this operating agreement, filed
an application for permit to drill its Blue Fin "24" Well No. 1 and to dedicate a 320-acre
gas spacing and proration unit consisting of the W/2 of Section 24 to the well. The
permit was approved on November 22, 2000 by the OCD.



Cases 12731 and 12744 (DeNovo)

TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
_Page 7-

On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001 completed

its Blue Fin 24 Well No. 1 for production from the North Townsend Mississippian Gas
Pool.

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well No. 1 was
sufficient to extend the Hamilton and Stokes leases beyond their primary terms.

EXHIBIT 9:

On March 27, 2001, Madeline Stokes entered into an oil and gas lease with James D.
Huff ("Stokes-Huff top lease") which covered the same lands as her lease to Ameristate.

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease with James

D. Huff ("Hamilton-Huff top lease") which covered the same lands as her lease to
Ameristate.

Arrington’s right to drill and operate these wells is predicated upon his assumption that

two oil & gas leases held by TMBR/Sharp had expired and that two "top leases” are now
in effect.

In fact the two "top leases” were obtained on March 27, 2001 by James D. Huff and filed
of record in Lea County on June 11, 2001. Huff’s assignment of these "top leases" was

not recorded until September 19, 2001, some 6 weeks after the Division had approved
Arrington’s APDs.

Arrington contends that controls some or all of the operating rights in the Hamilton-Huff
top lease and the Stokes-Huff top lease.

Except for the Hamilton/Stokes top Lease Arrington has not interest in the W/.2 of
Section 15.
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Exhibits 10:

On September 10, 2001, Arrington and Ocean Energy, Inc. entered into a Letter
Agreement that if Arrington was not successful in curing any title dispute for the W/2 of
Section 25 for Arrington Triple Hackle Dragon 25 Well No. 1, the Ocean would initiate
compulsory pooling proceeding for a spacing unit consisting of the W/2 of Section 25.

Exhibits 11;

Ocean has initiate such a proceeding in NMOCD Case 12841.

EXHIBIT 12:

On December 13, 2001, the Division entered Order R-11700 denied TMBR/Sharp’s

Applications for Permit to Drill ("APDs") because the Division had previously approved
David H. Arrington’s APDs.

EXHIBIT 13:

On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District Court, Lea
County, New Mexico seeking a judicial determination, among other things, of
TMBR/Sharp’s right to drill and operate wells on the disputed lease acreage.

On December 27, 2001, the District Court entered a order holding that Arrington’s

assumptions were wrong and entered Summary Judgment in favor the TMBR/Sharp.

Arrington’s claim of interest in the top leases has failed and TMBR/Sharp’s leases are
still valid.

As a result of this order Arrington has no operating interest in either the E/2 of Section
23 nor the W/2 of Section 25. This matter has been conclusively resolved against
Arrington and demonstrates that Arrington wrongfully obtained the approval of its APDs

from the Division. Based upon this District Court order, TMBR/Sharp is entitled to have
its APDs approved and Arrington’s revoked.
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WITNESSES
WITNESSES EST. TIME EXHIBITS
Tom Bell
Jeffrey D. Phillips
¢ Randy Watts (land)
PROCEDURAL MATTERS

KELLAHIN AND KELLAHIN

W. Thomas Kellahin

P.O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285
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“BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE

UL o lot e Geetien | Tewasdip Pange Lai Me [Feet frem (he[Nerth/Beuth Una]Toel from tha] Faet/¥ant tine | Counyy
 Sedisaisd aares | 4 {alnl or IuflU {* Coneslifetan Codo |* Order Ng.

320

NO ALLOWABLE WELL BT ASSIGNED TO TRIS COMPLETION ﬁﬂﬂl. ALL INTERESTS HAVE BEERN
CONSOLIDATED OR A NON-STANDARD UNIT HaS8 BEEN APPROVED BY THE DIVISION

-

OPERATOR CERTTFICATION
1 hecoby coviily lhot the infarmolbian
conlaned Merewm 8 I ong (4
o e best of my dnoeledhe oxd

Danny Kodfo

e

Geologist

[237)
7/25/01

SURVEYOR CERTIFICATION

4 hearedy cerlily thot the well
ocotion shomn on (Ns plal wqs
glotied lrom feld notes of octyal
surveys moade by me or yader
my supervision, wid (nal lhe
J0me it lrve ocnd correc! lo the
begt of my bevel.
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lort Wroteabery
Gaversor Olreactar

Jeunifer A. Sallsbury Oit Comservation Division
Cablnat Sacretary

August 8, 2001

Setf Phiflips

TMBR/Shacp Drilling, Inc.
PO Drawer 10970
Midlaad, TX 79702

RE: 1) Applicasion w drifl TMBR/Sharp Drilling. Inc.. Blue Fin 25 # 1, located in E-23.TI16S.RISE 1913 PNL and 924 FW1,,
APl number 30-025-35653
2) Vauding APT Number 30-023-35653

Dear Mr. Jeff Phillips

We can not approve Farm C-101 Application for permut o drill the sbove well do w the overiapping of the dedicated acreage
in the NWA of Sec 25, T16s, RISE. The proposed completion interval for this application was & Wildcat.Mississippian (Gas) pool,
with the N/2 of Sec 25, T165, R3I5E comprising 320 scres dedicated w this well. On July 19, 2001 the il Conservation Division
office in Hobbe approved an application o drill a well from David H Arrington Qil & Gas, Inc. Thix well was the David H Amington
Oif & Gas. Inc., Triple-Hackie Dragon 25 # 1, located in E-25.T165.R3ISE 1815 FNL aad 750 FWL and dedicated 10 this well was the
W12 of Sec 25, T16S. RISE comprising 320 acres for the proposed complesion as & Wildeat,Mississippian (Gas) pool. Thesefor APY
aumber 30-025-35653 is here by voided.

Since TMBR/Sharp Drilling believes that they ace the aaly operator with the rights to drill this well. it is suggested that they
take this mater up with David Asringron Otl & Gas Inc.

Yours very auly,

OIL CONSERVATION DIVISION

Cheis Williams
District I. Supervisor

Qil Coaservation Division * 1625 French Drive * Hobbs, New Mexica 88240
Phonc: (505) 393-6161 * Fax (505)393-0720 * hup/{www .emond statc.am us

SR

P
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Diasrice ™ 3 Form C-101
PO Box 190, Hobbe, MMt 86241.1980 Kaergy, 3‘2‘&2%"”:-«“"‘% Revised October 18, 1994
Distered U {dstructions oa beck
$11 Soudk Firm. Anosie, NM 88210 OIL CONSERVATION DIVISION Submit (o Appropriste Disirict Office
Dt 0 2040 South Pacheco State Lease - 6 Copics
1000 u:vl«uu R4.. Amec. NM 87410 Santa Fe, NM 87503 Fee Lease - 5 Copics
Dissrict

2040 Seth Pachecs, Sata Fe, NM §7503

] AMENDED REPORT

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

| Qperaior Name snd Addres. LOGRED Nesubes
TMBR/Sharp Drilting, Inc. 03655
P. Q. Deawer 10970
Midiaad, TX 79702
? AP Nosmbver
tzg;m;,-,zsész
“ praperty Code 1 Proporty Nasme  Welk No.
295719 Blue Fin 425" 1
: ? Surface Location
Uloristas. | Secties | Tovaship | Range Lot tdn Feel from the Narth/South tine Tom frem the Est'Wetlise | Commt
E 15 16s | 3IsE 1913 North 924 West Les
* Proposed Bottom Hole Location If Different From Surface
UL.oristne. | Seciien | Tovushiy | Gange Lat tén Past Crom the Noreh/South Hae Foat frem che Esat/Men Uine Cous
* Fropuscd Poel § ¥ Creposed Peel 2
Townscad; Mississipotasn, N. Tewnsend; Morrow
“ Weet Type Code Y Well Type Code © CableRotary “ Lonss Type Code # Ground Leev Bicvation
N G R P 3988
“ Muliigle  Prepesed Depth  Permation * Coutractoe * Soud Paie
Ne 13,200° Miastssippian TMBR/Sherp 901/81
*' Proposed Casing and Cement Pr
Mol Spe Cotegtire | Codofwipuior | bosagoop Sechs o Coment Estuonid 10C
1% 13% 54.5 20 500 Surfece
12% 9% 4 5,000 1800 Swrfuce
% 9 &2 12,000 1000 $.600
% 44 116 13,200 138 11,900

sheets If necessary.

B Describe the proposed program. 1f this application is ta DEEPEN or PLUG BACK give the dota on the present
peoductive sone aud preposed new preductive zone. Describe the blowout prevention program, if any. Use sdditional

£t is prososed te drifl & 7TU™ hole ta +420' with fresh water & set 13" cog & cement to sucfuce, A 12%" Intermediate

hele will be drilied to +5000° with cut-brine system & 39" csg will be set & cemented back to surfece. A 3000 pel snaular
preventec & 3000 pe dusi ram BOP will be wsed on the lnterwedinte hole. An 8%” hole will be drifled to ¢ TD of £12,000'
with FW mud where 7" cog will be set ot TD & comented back to the lutermedinte ¢sg € 500¢'. We will drill & 64" hals to
TD of £13,200'. We plan to run 8 4%* ¥ner ta TD with top of iner @ 11,900° & cement w/13S sacks. A 3040 pol annular
provestor & s 5000 pst deuble ram BOP will be used oa the 8%™ & 61" hole. Mud up will eccur between 9000 & 10,000°

& ssverst DST’s are plasned.
m
T ey Pt OIL CONSERVATION DIVISION
Squoxe: A - Appevesd byt
Prictod aamet  Leanis Arweld Tide:
T Produttion Mansger Agprevet Dace: Expiration Dett:
Dese: Avgunt §, 2001 Phose: (315) 9951540 Conditions of Approvel 1
| 22 o

Expires 1 Year From Appmva'

Bermit
Date Unless Orilting Undarway
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[ S
Stats of New Mexico
o | Torm C-~10¢
4 1o T, P St e Uinrds s0t Huter fenseress Sparmant i b0 2t vy 4, s
aupmct @ e
g et B FPRp— o1L CONS!;:&_V‘A;{Igg DIVISION Pate amse = 4 Cov
DISTRICT Wl Sants Fe, New Mexico 87504-2088
1000 Pis Gruswe Bl 4m0s, XM 87410 .
DisTIRICY IV WELL LOCATION AND ACREAGE DEDICATION PLAT
P4 PIK VG, PUTA TR, RIL SYSS—-0ENe O AMENDED REPOR?
a9 Pamber Poel Code Poul Bame
- ~35453 86390 Townsend; Misasissipplan, N.

Pragerty Code Proputy Nesma Vol Nuambar
22579 BLUEFIN 25 1

otam Me.' Opaseler Name Nevatien

036554 TMBR/SHARP DRILLING, INC. 3959°

Sursface Location

1ot Ma | Voot Dem ths | Nerth/Bouth Mas | Pest frem the | Bast/Best ins | County
1913 NORTH 924 WVEST LEA

Bottom Hole location H Different From Surface
T or it o | Sovtion | Twiwuiip | Bangs | Lok Mn | Foot from the | Narth/Sowth se | Fout from the | Bust/West Mo | Couaty

UL oc ot Fe. | Sestion | Toomebiy
E a5 16-S

#

Dediocsted icrex | Jeink or Taftil | Consulidation Cods Oydar Mo

320

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS EAVE BSEN CONSOLIDATED
OR A NON-STANDARD UMIT HAS HEEN APPROYED BY THE DIVISION

l OPERATOR CERTIFICATION
1 hoveby swrilly Bha Ro fwmation

conisned Mvetn (0 Pur end sumpists B She
Sool of way Dwnviedge ond Labaf.

“Mﬁ.m

|
|
|
l Lonnie Arpold
l
l

‘ SPC NuE !
NAD 1827 Prodyction Manager
D l Ne§30423.1€ | Titde
€=781505.3) 8/7/01
1 | Tate

[ haveby cartly Aeé 6 woll Loabion shevm
o e pint was platied from fiid motes &
Wius swvey mals Wy @8 W Under Wy
supeteicen wd lhal the e ve trm o
qorveut 16 dha bosl of mg bebed.

JULY 26, 2001

S e e e i
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Laci Wrotembery
Gevernar Dirsctar

Jesnaifer A. Salisbury Ot Consecvation Division
Cabinet Secretacy

August 8, 2001

Jeft Phillips
TMBR/Sharp Drilling, lac.
PO Drawer 10970

- Midlend, TX 79702

RE: 1) Application t drill TMBR/Sharp Drilliag, {nc., IEAVELLE 23 # 1, kicated in G-23.T16S.RISE 2038 FNL and 1998 FEL.
APT number 30-025-35654

2) Voiding APl Number 30-025-35654
Dear M. JefT Phillips

We can not approve Furm C-101 Application for permit 1o drill the above well da to the averlapping of the dedicated screage
in the E72 of Sec 23, T16a, RISE. The proposed completion incerval for this spplication was the Townsead Mississippian, North
(Gas) pool. with the E/2 of Sec 23, T16S, RISE comprising 320 acres dedicated to this well. Ou July 30. 2001 the Oil Conservation
Division office in Hobbs approved an application o drill 2 well from David H Arrington Oil & Gas, Inc. This well was the David H
Armringtun Oil & Gas, Inc., Blus Drake 23 # 1, located in 1-23.T16S RISE . 1980 FSL and 660 FEL and dedicated to this well was the

EN of Sec 23, T168, RISE comprising 320 acres for the proposed completion in the Townsend:Mississippian, North (Gas) pool.
Therefar API aumber 30-025-35654 is here by voided.

Since TMBR/Sharp Drilling believes that they arc the only uperator with the rights to driff this well. it is suggested thut they
take this matcr up with David Arrington Oil & Gas Inc.

Yours very truly,

OIL CONSERVATION DIVISION

Chiris Williams ; )
District L. Supervisor

PFK

Oil Conservation Division * 1625 French Drive * Hobbs. New Mexico 88240
Phone: (505) 393-6161 * Fax (505) 393-0720 * hitg/fwww.cmnrd. state. nmous




Sent By: COTTON BLEDSOE; 915 682 3672;

22 Aug 01 1:39PM;uob 328;Page &/9
piurdal ; Form C-101
PQ Maa 1980, Hothy, NM 88341-1980 Eaergy, mgfmwcgwu Revised October 18, 1994
Olatric lustructions on back
SUI Soutk Firut, Anaus, NM 31210 OIL CONSERVATION DIVISION Submit o Appropriate District Office
Olatics 1 2040 South Pacheco Sute Lease - § Copics
1000 Ric Scunos R4.. Antec. NM §7410 Santa FC. NM 87505 Fee Lease - § Copm
Dinact ¥

2040 South Pacheco, Santa B, NM 87505 D AMEBNDEGD REPORT

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

" Operstar Nam sad Addres ' OGRID Nesubar

TMBR/Skarp Drilliag, Inc. 436554
P. O. Drawer 16970
Midland, TX 79702

| 2235 5O Leavelle 23¢
? Surface Location
Ul eriotne. | Sectioa | Tawmshig | Range 14t lda Foel lrom the North/South lins Feet from the Fas/Went line Count
G 23 | 168 | asE 2038 North 1998 East Les

! Proposed Bottom Hole Location If Different From Surface

UL oriot os. | Section | Toweubip | Range Lat Idn Foot trom the NorgvSouth tins FPoat irem the Last/Weat tiees Coun

* Propesed Pual { * Praposed Paal 1
Townsend: Missiseipptan, N. Tavwnsend: Merrow
 Work Type Code  Well Typs Code - 4 CableMetary “Leasa Typs Code | “Grouns Level Riavadea
N G R P 3963
¥ pMuskiple ** Progussd Depih “ Facsation * Centracter = Spud Dets
Ne 13,200# Mississippinn . TMBR/Sharp 9/0L/61
! Proposed Casing and Cement Program
Hiole fioe Casing Sice Casing weight/foat . _Switing Sacks of Coment Eetimaied TOC
17% 13% 84.3 - 420 500 Surface
12% % 40 ‘e 5,000 1800 Surface
% 7 B &2 13,000 1009 3,000
6% 4% 11.6 13,200 138 11,900

B Descrite (he proposed program. If this apglicstion Is to DEEPEN or PLUG BACK give the data oa the present
productive zone and proposed new productive zone. Descritie the blowaut peevention program, if any. Use additionsl
sheets if ascmsnry.

It \s prosneed to drill 2 174" hole to +420" with fresh water & set 13%” c1g & cement (o surface. A 124" Intermediate
bele will be drifled to +5000° with cut-brine system & 99" csg will be set & comented back to surface. A 3000 pl anmudar
preveater & 3000 psi dual ram BOP will be used on the intermediate hole, An 8% ™ hole wilf be drilled to 8 TD of £12,000'
with FW miad whece 7° csg will be set ¢ TD & cemented back to the intermediste csg @ 5000'. We will drill @ 64" bols to
TD of £13,200'. We plan to run x 414" Heer to TD with top of liner @ 11,900' & cement w/135 sacks. A 3000 psi acouler
preventer & u 5000 put double ram BOP will be used on the 8%” & ¢4 hole. Mud up will sccur between 9000' & 10,000
& wvecul DST's are plasued.

- s 4 vt shore grepee w e OIL CONSERVATION DIVISION
Sigaatara: X~ ‘A - Approved by:

Printed sames  Lonaic Arneld Tide:
TN Production Macager Aggravel Dece ]uﬁmw«
Date: August 6, 1001 - Phonct (915) 99-5050 Ceontitigns of Aggreval 1

- ‘_A
Permit Expires t Year From Approval
Date Untess Oriiting Underway
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A
Stats of New Mexico

P Soarg, Minureds and Soluarel Soswarm Depatamnt w"""‘:"‘:
Submil s Sgpreprinta Distriet Grfie
o 8 ¢ -
/,é'.. wresta, 108 GURL1-0PAQ O1L CONSEP.%.V;EISQI: DIVISION !\:: !;: - : :::
- DISTRICT W Santa Fe, New Mexico 87504-2088
’ 1000 fie Grases B, istew, MM B}I0
DISTRICY IV
pa. o ooes, aurs 75, e ene-ses  WELL LOCATION AND ACREAGE DEDICATION PLAT O AMENDID REPOR
APt Bumber Poul Cods ool Neme
3:42. Qz E. 3 s éé‘ M 86330 Townsend; Missisgippian, N,
Proparty Code Preperty Mame ) Well Nembew
OG0 We. Opesater Mame Wevetion
036554 TMBR/SHARP DRILLING, INC. 3065'

Surfaae Lecation

U o7 lot No. | Gostiun | Townadiy Tange ot Mm Poot fram the | Nerth/Meuth Mue | Yoot from tha Rast/Vest tma | Cwendy
G 23 16-S | 33-t 2038 NORTH 1998 EAST LEA

Bottoms Hole Location If Differemt Fromn Surfece
Ol or ot No. | Samticm | Tewmariy Teuge | et Mda | Foot frem the | Nerth/South Line | Feet from the | Rast/Woet lne

i

Seticated scres | loint or Mafill [ Coaselidetion Cade | Order Mo
20

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE SEEN CONSOLIDATED
OR A NON-~STANDARD UNIT HAS BEEN APPROYVED EY THE DIVISION

OPERATOR CERTIFICATION

1 haveby cortyy tha s Gformesan
conletned Asrein (¢ I and semplsts (o
Sool of owy broudedye ond bobinf.

Lonnie Arnold

Priated Name

Production Manager
e

8/6/01
Deta

m———
——

SURVEYQR CERTIFICATION

1 horoby sevtify hal B woll lsssllon ghoum
o this pint wue platiod from flaid notts of
vl surverys mals by we 0 WREN
upervicen ond (hal e awva {¢ tow o
sorveet fq tho baat of g badiaf

JuLY 26, 2001
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N p(ﬂ(e.g.,.jL# 199y leese

Producer’s 88-Paid-up 14263

OIL & GAS LEASE

THIS AGRFEMENT maade this August 1S, 1997, bet effective Docember 7, 1997, betweoen Madeline Stolies, dealing s ber sole and
separsie property, whoee addrems s P.O. Box 1115, Ozona, Tetas 76943, barwn aafied bamor fwhathar ane or more} ind msee AMEIRISTATY OX2.
& Cas, Inc,, 1211 Weer TRxAs STREET, Moo ano, TEXAS 79701,

1, Lasx, i consderation of TEN AND 00/ 100t DOLLARS cadh & hand pard, raxyd and sutfiamncy of whad 1 hardvy sboow ladged. ddhnnl-h-pwu
and of e agrammts of Be bemec harem castamad. hearoby grania, koo and it cxulsvely Wil bemwee for the purpase of m

g wraing dnfllag wed
qpureiag foxr wd producneg ! ord e, ¢ o, watery, other (k. end ox T80 wsbmaface Kreta. hn;pw'v&lm;dh&h;ﬂ;m&:nwm
and dhar gredure ed thag hare (o praduan, M1y, Lehe care of, trast, procem. sare end Ut wed awers iy, the folkm g deyhed bnd m Lea Coanty, New
Metico v we

n
Section 13: SE'4
Section 23: SEY

Sectioa 24: NWYSW*'L NWUNEY
Sectloa 28: NWY,
Sectinn 26: NEY,

SEE EXHIRIT “A” ATTACHED HERETO AND MADF. A PART HERFEQF,

Ml—l-mum’ﬂﬂw—.%t-‘nﬂhmmcmw

2. Subyect \s the Sthar grovimans haren aetamed, this lome shall ramem s fona foe 3 b of tuve (33 yan fom Doamber . 1997, (altal e erm )y, od @ kag
Sawie u ol or g u produced from said Land ar from lesd with whid 1 Land o pouied

3 The royelan w0 be perd by basses are (3) an al, snd ather iquad hydroambons asved st the wal, V16 of tha: producal snd seved (e wsid lnd. same 1o be detrvared & e
walls o7 o b edd of Jameor m the paline 10 which the wells may be camoctad, (B) on gas. mdudng casnghead gus of uther gracns mibet e ot bom el Lnd et
wed o fut premes o snnd i the mamsfactisy of guole or Gher prodata, the markat value ot the well of 3/16 of the g uwod, provadad that o gas wnkd on v off the praana,
e coyadion dall by V16 of the sxncvuagt conluasl B each s, (<) ond o ary (ame whan this botne 15 mt validated by dtha provisans hared end thare s o g awlar andeaste
wall an enid el or bowd pocied Groerdh, g gan of /7 Sl 1 001 Hemg 30 10l o vy and sach well @ thus-w, et hefore or aftar peodatin thaefiom, thas on or bakwre
190 drys alkey s0ed voull 0 thut B, nd haronler st ol viarvals, dosaor muy oy o« tndar an advance thit-a anelty agual o $1 00 par nd axc of lamcr's gae T ge than
bokd wnder e losar by e party saking such paywnant o tandar, and 10 g as snd dut o foveliy o pacd o tanda od. G fauae sisall ot Larvnnte and € dnall be consedered
ks af s hareof hat gue » bemg produced fram the losscd pranecs w paymg quat s Fadh sk paymart shall be pasd of tandared to e panty of panties who &t Bee
tame of sach peyenot would be antitied 10 recave the rovaltics which would be pasd under (hr lassc 1f the well were m ot producmg, The pasment ur tander of roysllaa and
thit- royslios sy be 7-sde by chack of dfl.  Amy tnedy paymad or tandar of shot-m nvally whdt 13 made m & tuna fide A0.0TEe W Muhc proper pevmas, aa whah »
armeces o wholt & 8 part & 0 petas & arwasts, haB acvarthcom de safliaad 10 jecvurd Lrmmasan of the kasc € U same mennar 1 though & praper peywsa had bugy R
Sy  lamnne thall OTY sach @ver whm Y0 doyy aflar lmsac fas rerved werelan aous.e thereod iy oortfiad maid from the pasty or partion atEiad 10 fuomve paysant ogher -
adh aad Wi sverwoants (of ol ape Suvad) & o nocesery Lo auable Iassae to mal ¢ prgrer pasmant The amou realirod freem the sale of gae un or off the pramas
g hall by the preas adablishad by the g sale arer etared mlo 5 god fah by Lasee aid gas purchasar for sah tam and andyr sudh gedeans se arc customary @ the adan P
T dull roam e ot ot reiccved by lasses A8 pYIng cffas 10 applicable reputaory wden and sl pinsien of anv appinable prax adputmania pathiod © anh .

wet

Y S

YT

'; coriract of regulaory onders s
3 4 Tha & spasdp teams g bmman thall nct be chikgted drwg the pravary Lo haeuf o v op of wh dharsia of o mekc avy pryvenais

; \‘ buands © orde 10 rwalsi © 8 lesse 1 forue during the pramary Lam: e cvar, this provisn & 600 nlavlad to ralve basoe of the ahlgaison (0 pav rovalion o8 ectust

v J gwodk P W the pr of Paragraph 3 hereef

* [amnee 8 havabry grenwed the night snd powar. fram tuwe Lo tane. to pould or combmc tha loase, the land aovensd by @ o v part o hortam thared wah ary dther land, leam,

wowrel atas o pere thaw! for G producscn of od of g Lt poaiad haraandar shall nat evaoed the sandant prestam uid fixed by lrw ar by the Ol Conservataon Drvisan

of e Faargy and Mmarnls Dapacsment of the Sate of New Mexioo or by any other lnwful suthorty for the (ool of srce m which wd land 5 stused, phus o Wolawsas of te

prowl. Lowme dull file weattan witl damgnation s the county o which the promusa arc losiad svd wah Wids mas be daugnaal Sum e (o tane s othe bulars o ole

G complian of wdls. Driling cparsiauns an ar producuon fram ey pat of vy sudy una thall be uanwdared for ol pumeen, crue the pevimaw of roysily, s ANEeow

. onnductad upon ur prosdhateon frarm the Lard donribod o thew leaae  Thare dhall be sliocstial 1o the land ayverad v ths lose schstal m any sk Wi et parte of the tets]
< prodatm of pocket mirveraks fron wills w e wnd, st doduding mv usal m lessc or una ey ssans, whih the na oif o gas s3asge 0 e land covered by the lose wchaded
..-_lhlhhtcalmd-dm&-u‘u-l The prok, 0 aluamtad erail be derm] for st purp actming the peymet or dchvary of revely,

dhactin of poooked Gmkpclndmdh\dmhadu-l-duddau-duund\cucnmnwmhn“hdnh

m—m'—- Asvy pooled uni deni d by lewmos, 23 p

b harem, My be dimnlval by e by roxEdang M QPRPNLe U eY = U auety whare O Lond
@ wusted ot any tzns sftar the coerplatan of s dry hole or the comastumn of produutimn un wend une

S, RN WIS e

ﬁtlﬁﬂd&m’“.ﬂth”'.‘w“bﬂﬂoﬂcdm&m‘mlamh‘hﬂhumn‘l-w‘mh.\h‘-m [ o 8
thas bownt dhall reman i fares m leng 28 op are d weh 0o of mare than 1K arwastive daye, whethe such cparuisans be an the samne wall r au o
M.“-‘I“N‘ﬁy—llkmddu“nk-'maulaumlupnnpnﬂud frorn caid Land I aller the anpi: stion of tee primeery
tarm. oll wvils apan b land douid become capedle of prodecing (or Y cuse, that loae Rall nal tenmnats f levce svrsnenam anerstaons for sddtiomal dllmg ev fr

ronarkmg witin |00 duys horwndar If sy drlling, sddtuonal dnilmg, ¥ rowark mig coarmions naamdcr el n prodatun, than the lease dhall ranse o Al feus w g
hacade m od o P » prodeond hareundar.

7. Lannum dunll berve et uns of eil, gae apd water $om sl bnd, cxont wetar from Leswars wells od tadas. (o il oparstsans haronde, ;g the royaly thall be aompated alles
duthatung wry o wend. | smees drall rve thes gt # Svy o during or aher e Opwstion of e Lonac 10 rertove oll property end fistres pleasd by e o seid land, cheding
gt 0 e amd remove off eng, Whin required by lemor, lemox will bury sll pe Unan an arRivetad Lands bolow ardemary phoe dah, wnd e well thall b dnllef il
e tamdred fout (200 £.) of sny remdancs of St 20@ @ wid land wihod lemars creat. Lamy shall huve the prvicgr, & b ek asd ope, of wang g frem ary g
weil an wid land far daves and insids lights 3 e princapel dedlieg tharean, ol of sy saphu gea g moedad for aparstae haaesde
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k -
Madeline Stokes (‘ ™,
N L
STATE OF TZXAS

}
) s
COUNTY OF Lroifctt— )

This instrament was acknowledged before me oa the </~ day of uedtmber . 1997, by
mmw;mu«mudmu;mm

_.id ot .:;/Uuuf Sarah Stewact
Notary Public
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EXHIBIT “A™

Attached to and made a part of that certain oil and gas lease dated August 25, 1997, but effective
December 7, 1997, by and between Madeline Stokes, lessor, and Ameristate Ol & Gas, Inc | lessee

12.  Notwithstanding anything contained hereinabove to the contrary, it is understood and sgreed that at the
expiration of the primary term, this lease shall (erminate as to all lands covered hereby not included in or otherwise
allocated 10 & “well unit™ a3 hercinafter defined, unless lessee is producing oil, gas or other hydrocarbons from any
well on the leased prerises, or lands pooled therewith, or is dnlling upon said lands across the expiration of the
primary term as provided for in the body of this lease, and does not allow more than 180 days to elapse between the
compietion ar sbendoament of onc well on such land and the commencement of anather well thercon nil the leased
premises have been “fully developed,” as hereinafter defined. Operations for drilling of the first such development
well must be commenced (8) within 180 days afler the expiration of the primary term H production is established
under this lease prior to the expiration of the primary term, or (b) within 180 days of completion of the well which
is being drilled, tested or completed across the expiration of the primary term. Should lessee fail to timely commence
a well in accordance with aforesaid 180 days continuous drilling or deveiopment prior to the point in time the leased
premises have fully developed then this lease shall terminaie as 10 ail Jands not included in or otherwise allocated to
awell unit. For the purpose hereof, the term “well unit™ shall mean the proration or spacing unit created for a well
capeble of producing ol and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable
rules and regulations of the New Mexico Oil Conservation Division or other governmental suthority having
jurisdiction, and the term “fully developed™ shall mean the point in time when the entirety of the leased premises has
been inchuded in a well unit or units as defined. The date of completion of a well shalf be the date of a potential test
if a producing well and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling
program, if any, this lease will sutomatically terminate as to ail lands covered hereby which have not been so fully

developed and as 1o lands so fully developed shall terminate as to all depths lving more than 100° below the total
depth drilled.

13.  Payment of shut-in gas weil royainies will not be permitted 1o maintain this lease in force for any period longer
than two consecutive years, without the wrirten consent of 1.essor

Signed for identification purposes:

IDade Lyme Flaibew
Madeline Stokes
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Produce: 3 88-Paid-up 14262
O1L & GAS LEASE

THIS AGREEMENT made this Aagust 25, 1997, hat eTective Deceomber 7, 1997, botwocn Erms Stokes Hamitos, dealing lo ber role
and supernie property, whoee sddress is P.OL Bot 1470, Blg Spring, Tezas T9721, hurem called lamy (whether cone o« suves sl lommar AMERISTATY
O & Gasg, Inc.. 1211 Wesy Toxas Stweer, Mmiano, Tyxas 79701,

1. Lasmy, in coosidaratem of TEN AND 00/100tha DOULARS cuh 0 hand pasd, revapt md mifTiaamsy of wiuch u harsin skmmeledgad. and of the royslsm barwm proved
aad of the sgromemts of e bnsas herem cotemad, hachy grants, lessas and (s Sudumvaly wito lossar (of the purposs of ng, aplang, prupeing, dnling and
partag fr md producing eif a4 gee, gedng g, watan, aha fads. and sy o miwurlice drts. vy pee ' am, dormg ool bucddemg Lanka, rasderayy, Lekaphons e,
=d gher tredsw @d g teawan 1o produce, ssve, tahe aure of, L, proeem, dare and Lrengpant sanl mnarsk &Hlvuhnhdhdnht(ﬂllly..‘n
Mevro towe:

Tameship 16 Sogth, Range 35 East. NMPM
Section 13: SEV.

Sectioa 13: SEY,

Section 24: NWYSWY, NWYNEY,

Section 25: NWY,

Section 26: NEY,

SEE EXHIBIT “A® ATTACHED HERETO AND MADE A PART HEREOF.
Said \nd u ativasted \a uapring 72080 sxra, whaha ¢ sdusily compras more or lan.

T Subject to the ather provisiens harcin combained, this leuse shall remsn s forae for & bam of tree (3) yours frov Davamber 7, 1997, (alled “promary Wame™), and as fang.
bawicr o oil or gee & produced fhar seid land or from Lend with which sacd land o poulad

3 Thet eoyalicn @ be paid by beman ar () an oill, and cther tiquerd S ydroosrons wved ot the wall, 316 ol that prochiced snd wsved frurn ceid lend, wame 0 be dalrvered & the
el or e tha cradit of avane in e pipaiins L which the wells muy be connated (b) an gan. inchuding cosmghand as of ather pracoun wbwt wnce prduced fram s Lnd wd
wand off e prames o wad i e mevdsaws of gaaling o abwr products, the marka value & the wall of W16 of the gas usad providod that an ga sold on ar off the prammes,
e rnadias dhall br V36 of'ths amonmt senlined foee much wic; () nd & my Lime whan this jcnae & nat valudated by dhar provisans harend and thare u o gos and/ar andanate
well an @ b, ar band pensbent th Indt gu or conds 16 0t hewng w0 wid of wed and mah well 1o sud-n, ethe hlure of afler peredhitim harefiom, then an o Sefre
190 duye /e saed wall s dust 1. and umrentiar @ sl suarvahy, leace nuy pay o tondar an advance shut-m royelty equal 1 $1 00 por net scre of lessor's gas srmgx then
Al e thin lanas by the party ensh g mach payment o tender. snd v hwig as vard shut- o royalty o pasd ur tandaral, thas lonse thedl act termmats end € dhall be amedered
wier o devnes hareof St gae % baing produced frem e lowed pramuses ;! paveg quwtda. Sach soch paymant shall i peid or tendoral 10 the party of pasrm who o the
ame of axch peymsant would be extitded 10 rective the roysRies whach wauld be pasd undir thas laasc  the wdl ware 2 fact produang, The paymat o tander of rovelucs and
shat-m royakios sey be mads by check or drall. Ay umely payennt ar tandar of shet-m royally whnh B mede m & bons fide sEavyd 1o el c propar pavrat. bat which &
arxmas 0 whole o 5 pat 642 pastis o asvnais, shall nevandcias be wfliaay W (rovant Lremnation of tus lease 1t the same mennar as though & praper psveust had bam
rade f dww stholl crvwt such eTwr wiha 90 dayr shar lamer has restived wrllan nctzoe thared by astified maif froen the pacty ur partacs avaied to recerve payraa logaher
ek sach weian ywinarass (or owlfied Qe dera ) s v la wuable & Mek.c T pay The amount reatesed o the saic of gat an or off the premes
thall et price ekabinbed by e gas sales axtrnd atared ko n good fath by feasee and gos purchmar for sah LaTr snd under B, INdtims 25 are Aedlomary m the Bdusn

“Praar” dhall snmm $u 0 arwwmt cecuved by lemse siar gving diat o spplaable regulstovy ardars and sty anplicatcn of any gpircshic prce sdpustmans pafied o aub
coptred ay tuguisiary ardere.

¢ The 0 pasd+p fenas md banu thall act b cbhgatat Aurvig the (ramary Larm Eareof 10 cvrmance o Wedue sy vparstians of whatsevs characer or L ek o any paynunts
m-n&umhu-hm;oumm , this pe (YN} dad 10 relieve lemar of & obligsam 10 pav rovaRus an scusf
r r 10 he provizions of Paregraph ) hareo!.

3 Lo o huvby grastel the nglt and power, from time (o tane, 10 pool or comibne this kaec, the Land coverad by & & any past or bunoon therad wah sy athr lend, losam,
e et ar g Sme! f G frodactan o od o ga. Unis pacted hermmnder thall it cxomnd the sandard preatson ung fisad by lew o by the thl Conearvation Livaa
o he Enagy mnd Mimarsla Duparimat of the Rats of New Menco or by anvy aher Lewful suthorsty for the pook or aros i widh asad Land re stustad, pius 8 tolarance of Ly
povet. Lasne duli Als writen wnd daignation in G ooety in whick the prormms are locsted snd A untts sy be darignatad from tame (3 Lme and ather before o aflar
the vompletion of wells. Drilling cparvioms on er produdion Grom sy pant of sy such unit shefl be idaved far all pury exodpe the pay aof royally, s aperaaora
omviucdied wpum o produdion fom the Land dmaritved i hin lesse. Thare shall be alloamed 1o the tand covered by this Lisse svciudad @ sy wah und ther partsan of the tawl
pdn—‘pdd—-*i--ﬁ.ﬁ-l.d-Mn-gnyudnl—:umm“hmdupme"-mwwwuu“

.uub—-uhuﬂ-‘-d‘uﬂnm-&m The grod = alionted shel) be dered for ol puny g the peymant or dedvary of royaly,
bet of psaleed humauumu&,.ﬂm-uﬂmnw mms-mwmhmuw
e v o Vs b Any poalad wnit designaiad by beames, s provided herein, may be dumolved by lases by g mn appeup @ the amarty whare the land
 uudted &y Lo aber the complation of & dry hola ar the aamation of prodhuctrmn o said unt

‘llhm_d\smnhnnﬂwuudlndquhkdpuhm.dn.u.hﬂ-:hnam“mtaﬁh.cmu\ng Gaan,
S hases dall remain @ foroe ee kang ae op wep od wth no iam of more han 1 B¢ sonsensive dav, whather such upa stsme be um the same woll o an s
Affret @ sditione wdll arwdls, ed They ronl 11 the production of ail ar gas. s lang hareatter e ol or e & prodaxd from sasd land 1 dawwddnm
nddwuu““m&m;{uthmumt it if bamoe for addnumal dnltng or for
Tomvimg wildn {10 dretwada. i ary dnlimg sdttanat driieng o reworkmg op da raul mpvudud U\umhhxhnvmnahlhu-hg
hambar s ol o g 8 producnd harender.

7. Lovnus dundl bures fux une of ool gee and water froun secd Lnd, cooopt wtar from tamar's welis and nka, R ol aperstsons harcundar, aad the royaly shall be axnpudad e
dadutung ary o wnnd. | anae dall hrve e gt ol any tame daring of 48 the pwutem of this torse (o ramove sil peopaty end fixturcs placod by Lomes an sud land, swdadeg
e right to drow eud resnove o casrg, W requred by lemce, lamer will bury aff pep¢ ina m caliivated lands delow ardmnary plow dopth, md ne el dhefl be dnilad wiha
e bngwived faut (200 £.) of awy rosdax ar basa s an 1asd kend wthout lamors consax. 1.am dhsll have the privilope, & his nak snd opense, of uamg gse from sy g
welf an cald dend for seves and inmde lights B the prinapal deding therem, cut of vy suphs ges mt oondad oy aparetsans haromdar

u\no-.t--mu—umum-wauﬂuum”wulwumm de nd sungra,
08 dargs @ S usumig o't tand of @ the Cwaarbip of, o Ngla te reanve, YoyRllics or da-n roysd {utved, thall opersie te misrge B chisgiion
-h‘&mmdnm”amuhbﬂwI-fc-vmuﬂh&wﬂ-h-l-h—l\nmdhm-lat-—n

rimcipal place of e with o catifiod copies hareol cmeigitng the cham of (23 um the crigmal lowmur. If asy axd Amyr o cwmerh g acam
N&d—‘dhm.h—n-y -u'—,muuwml—amw.lhaulndh‘mndumh--nubuh—\.ma
abspmtrater wnts] mch tame w b has bom Avrumhad with evid atinfactary 10 lemer as (o Ghe paranns etibod 10 such savm. A9 sengamerd of the lowe o shodar @
'-u\-l.htun-ur-‘ i roliovs and deachary: lame of sy abligation boraswiar snd, o temar o ssmgnar o{ part or parts hared shall facl or wake daauk
o ? Jm«h-mhl—wh—«—“uhnwmhuﬁ-sdhm-dmhxﬂﬂulwn
Mt-l—-nﬁ‘-ulm-up-nJMM‘"“h_uuy—'uwamp«whan‘dv«-nuu-mp.mn

# Shoald bemus be preventad foes camplying wilh ary apren o anplisd cvamt dumammga-uq- reesartag upestines hawnde, or o prodecey
d-.uq-‘myuwyh“c—

e ar £, ot by opr of forae enas ar by aure {adersl or tlate e or ey order, Pule &t
| entharty, than whids wo g 4|—¢\“1Mhm-‘h-dmlukh&hhmuwm avd Sus umee hall
h—ﬂﬁ-‘-h..—-mw-y-aﬂh b ar remc o fromn v
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10 Laver harby warrass and agrem 10 defand 6 title 20 said lend and agram Gt lanes & %2 apten mey demhiangs @1y tax, evrigege o Jh fem Lovm sead Land, wad @ the
ovent lomae dow oo 4 chall be subragiel W sech i weh the gt L mfarce s end 10 qply rraticn and dhnd-o fovelus paveble b der toward setmfywng saane
Wil speimmt o laa's rights wnder the warvwty, d s e covers o las siast m the o or g @ it & ary pant of aeed Land tham the v and umdivdad foe siaple
s (whther lamery sieat 3 haves peafied @ aat) han Be oyslan, that -0 royuly, sad athar peymwrta,  any, mayung fvwm sy part os 12 whah th lenar aowrs Laa
o mch el tnt, dhall Vet pund caly & the prapurtens whiich G cisrest e, ' e, coverad by hin kmac, bowrs 1o e whole end wndivedad fes semprle atate tharen  Seuld
) 3¢ & mare of G peten axmad shave o8 benors fod Lo enacute I bonac, & shall nevethdems he buniang 1pan Ge perty of pertes casatng the cme

11, Lamnen, @ or his socomnary, hews end sasgus, duall heve the ngt &l av) torw w0 aoTmndar thas beuse, 3 whole v 3 part, to ke o hes Beers, mnssmmet, and assgre oy
Gifivaring w emding s sdmes tharesl 0 Gu lamer. or by placmg & rdoasc arad of reovd o g oty @ whah 1eed land 8 uded, haapn lama: hall he relacvad o
ol diigpisens, apraned v Eplied, of his agresnas m L s age 0 arv@rdaod, snd avaler e it N roveRy psvableh der hall he rech

d w the preportaw tha
e sarengs evvwrad herelvy & redeond by seud reiamss or rdesecs
rma Stokes Hamilton
STATE OF TEXAS }
} ss.
COUNTY OF _HOWARD )
This instrument was acknowledged before me on the _5th ___ day of September _ 1997, by
Erwma Stokes Hamilton, dealing in her sole and separate property.
AMY RBIEHARY
¥ COMMSSION EXPWES ___Q.")ih-
Jurnary 8. 1908 Notary Publi
Myec - ‘

January 6, 1998
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EXHIBIT “A™

Attached to and made a part of that certain oil and gas lease dated August 25, 1997, but effective

December 7, 1997, by and between Erma Stokes Hamilion, lessor, and Amernistate Oil & Gas, Inc,
lessee:

12.  Notwithstanding anything contained hereinat-yve to the contrary, it is understood and agreed that at the
expiration of the primary term, this lease shalf terminate as to all lands covered herebv not included in or otherwise
aflocated to 2 “well unit” as hersinafier defined, unless lessec is producing oil, gas or other hvdrocarbons from any
well on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration of the
primary term as provided for in the body of this lease, and doss not allaw more than 180 davs to clapse between the
completion or abandonment of one well on such land and the commencement of anather well thereon until the leased
premises have been “fully developed,” as hereinafter defined. Operations for drilling of the first such development
well must be commenced (a) within 180 days after the expiration of the pnmary term if production is established
under this lease prior to the exgp -ation of the primary term, or (b) within 180 days of completion of the well which
is being drifled, tested or completed across the expiration of the primary term  Should lessee fait to timely commence
2 well in acoordance with sforesaid 180 days continuaus drilling or development prior ta the point in time the leased
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to
s well unit. For the purpose hereof, the term “well unit™ shall mean the proration or spacing unit created for a well
capable of producing ol and/or gas or other hrydrocarbons in paying quantities as in accordance with the applicable
rules and regulstions of the New Mexico Oil Conservation Division ar ather governmental authority having
urisdiction, and the term “Yully developed™ shall mean the point in time when the entirety of the leased premises has
been included in a well unit or units as defined. The date of completion of a well shall be the date of a potential test
if a producing well and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling
program, if any, this lease will automatically terminate as to all lands covered herebv which have not been s fully

developed and as to lands so fully developed shall terninate as 10 all depths Iving more than 100' below the total
depth drilled.

13 Paymoent of shut-in gas well royalties will not be permitted 1o maintain this lease in force for any period longer
than two consecutive years, without the written consent of Lessor

Signed for identification purposes:

( ému Stokes Hamilton
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EXHIBIT “aA“
+ Attached to that cercain Leti Agreement
dated July 1, 1998

OPERATING AGREEMENT
DATED

July { , 19 98 .

OPERATOR TMBR/SHARP DRILLING, INC.

CONTRACT AREA _ Section 13: SE/4, Section 24: All, Section 25: NW/4,

all in T-16-S, R-35-E

COUNTY OR FXRMZH OF LEA STATE OF _NEW MEXICO

COPYRIGHT 1982 —  ALL RIQUTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A APL. NO. 610 - 1982 REVISED
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AAPL FORM 610 - M_ oL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

TINS AGREEMENT, cntered into by and between_ THBR/SHARP DRILLING, INC.

hereinafter desigaatad and
telerred 10 o5 “*Operator*’, and the signaioey pacty oc parties other than Opecator, sometimes hercinalter refecred 1o individually herein
s *"Noa Operatac™’, and collectively 1s **Non-Operators'”.

WITNESSETH:

WHEREAS, the ;;mic to this agreement are owners of oit and gas leases andlor oil and gas interests in the land idendlied in

Exhibit "A*", and the pacties heteto have reached an agreement (a explace and develop these leases andfor oil and gas intceeses foc the
praducuon of ol and gas 10 the extent and as heseinafter provided,

NOW, THEREFORE, it is agreed a3 follows:

ARTICLE 1,
DEFINITIONS

As used in this ageeement, the following words aad erms shall have the meanings here ascribed to them:

A. The term “‘oif and gas'* thall mean oil, gas, casinghead gas, gas condensste, and all other tiquid o gascous hydrocarbuns
and other markcuble substances peoduced therewith, unless aa lntent to limit the inclusiveness of this term is specifically stated.

B. The teems “oil and gas lease’’, *‘lease’ and “‘leaschol™ shall meia the oil and gas leuses covering vacs of Laad
lying within the Coatract Area which are owned by the parties to this agreement.

C. The wem “‘oil and gas interests”” shall mean unleased fee and mineral interests in wacs of land lying within the
Convract Area which are owned by parties to this agreement.

D. The term ““Coauact Acea** shall mean all of the tands, oil and gas keaschold interests and oil and gas intercsts intended 10 be
developed and operated foc oil and ga1 purposes under this agreement. Such lands, oil and gas keasehold interests and oil and gas interests
are desciibed in Exbhubic A"

E. The term “‘drilling unit’' shall mean the area fixed for the drifling of one wefl by order or rule of any naw ot
tederat baly having authority. If a drilling uait is aot fized by any such rule or order, a drilling unit shall be the drilling unit as establish-
o by the pattern of drilling in the Contract Area oc as fixed by express agroement of the Drilling Pardies.

F. The term “drillsice’* shall mean the oil and gas lease or intecest on which 2 proposed well is 1o be located.

G. The terms **Drilliag Pasty™ and **‘Consenting Party** shall meaa 3 pacty whia sgrees 10 join ia and pay its shace of the cost of
any opes ition conducted under the provisions of this agreement.

H. The wrms “NoaDrilling Party™ and **Moa Conseating Party'* shall mean a party who clects not 10 pacticipate
n a propused operation.

Unlgs the context oherwise claarly indicates, words used in the singular include the plucat, the plucal includs the
uingular, F\d the neutee gender includes the masculiae and the femiaine.

3 ARTICLE 11,
EX1BITS

The lollowiang eshibiu, a3 indicated below and auached hereto, ace incorporated in and made a pact bicreul:
@ A Extibic “A*, shall laclude the foliowing information:
(1) Weatification of lnds wubject to this sgreement,
(2} Rauicions, ¥ any, 1 1o depths, formaetions, or subsunces,
{3) Percentages or {ractional interests of parties to this agreement,
(4) Ol and gas teases andior oil and gas interests subject © this sgreement,
(3) Addresses of parties for natice purposes.
. Exhibis 8", Form of Lease. .
. Exhibig C*, A(toul;(iﬂ( Procedure.
Lxhibit D', [nsurance.
Exhibic “E"", Gas Balanciag A greement.
- Exhibic *F'*, Noa-Discrimination and Gertification of Non-Segregated Facilities.
Exhibit G, Tax Pertnership.
y provision of any exhibit, except Echibis “E* and “G'", is inconsistent with any ar~visinn maesina! .r.qv Ludy
of tiis agreement, the provisions in the body of this agreemend shall prevail. il
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ARTICLE 1.
| i INTERESTS OF PARTIES

A. Oil and Ges lateresus:

Il any party owns an oif and gas interest in the Conwract Area, that interest shall be teeatad for all purposes of this agrecment
and during the term hereof as if it were covered by the form of oil aad gas lease attached hereto as Exhibit ‘B, aad the owner theeeol
shall be deenied (0 own both the royalty interest teserved in such bease und the interest of the bessce thereunder.

D. laterests of Parties in Costs snd Production:

Unless changed by ather peovisions, all costs and Habilities incurred in operations under this agreement shall be borne and
pand, and all equipment and materials acquiced in operations on the Contract Area shall be awned, by the pactics as theic interests are set

forth ia Exhibic “*A™". ln the same mannee, the parties shall alio own all peoduction of oit and gas from the Coateact Arcu subjuct 1 e
gaymant of coyalties 0 the extent of __ONe=eighth (1/8)

which shall be borne as hereinalier sat foedh.

Regardless of which party has conuibuted the lease(s) andloc oil and gas interesi(s) hereto on which royaky is due and
payable, cach party entitled to receive 3 share of production of oil and gas (com.dic Contract Ares shall bear and shall pay oc deliver, o
Cause 1a be paid oc delivered, w0 the exteat of its interest in uch production, the foyalty amount stipulated hereinabove and shatl hold the
other parties leee from any Liability therelor. No party shall evee be respoasible, however, on 2 price basis higher than the price teveived
by suchi party, 10 any othec party ‘s kessoc o royalty owaer, and if any such other party’s lessor of rayally owner should domand and

receive scitlemant on 3 higher price basis, the party contributing the affected tease shall bear the additional coyalty burden auributable
such higher price.

Nodiing contained ia this Acticle 111.B. shalt be d d

an assig { Or Cross-assig of interests covered heedy.

C.  Excess Royslties, Overriding Royalties aad Other Paymeaus:

Unless changed by other provisions, il the interest of aay party in any lease covered hereby is subject to any cayslty,
uvercidiag cayalty, peoduction paymead or other bucdenr an production in excess of the aaaunt sipulated in Acticle LA, such paay so
burdencd shall assume and alone bear all such excess obligations and shalt indemai(y and hold the other partics hereto harmbess {rom aay
and all cluims and demands for payment assertéd by owners of such excess burden.

0. Subsequenty Created lntecests:

I any pacty should hercalter cceate an overriding royalty, production payment or other burden payable out of production
autributable to its working interest hereunder, of if such 2 burden exisied prios 10 this agreement and is aot set focth in Exhibit *A™, o
wa nat disclosed in writing to all other parties prior o the execution of this agrcement by all parties, or is not a jountly acknowledged and
wccepted obligation of all parties (any such interest being hercinalier referced to as “‘subsequentdy created interest’” irrespecuve of the

tinug ol its creauon and the party out of whose working interest the subsequently created intecest is detived eing herewnalter celereed
w2t “‘burdened pacty’’), and:

U the burdened party is cequired under this agreement to assign oc eclinguish 10 say ather pacty, oc pactics, all o a2 pution

of its working interest andior the production atttibutable thereto, said otlice party, of pactics, shall receive said assignent sadh
production frce and cleae of said sub fy creaced i

q!

and the busdened party shall indeaanily and save said other pasty,

or parties, hasmless from any and all duims sad demands for paynient assected by owners of the subisequently created itant;
and,

~

I the burdened party fails 10 pay, when due, its shate of expenses chargeable hereunder, all provisions of Artick VIEB. shult b

enforceable against the subsequently created interest in the same munner as dhey are enlorceable against the working intetest ol
the burdened party.

ARTICLE IV.
TITLES

A, Til‘iz Exsminstion:

i ‘.

Tule ctamiaation shall be made on the deillsite of any proposed well prior 1o commencement of drilling operations oc, i
the Dadlag Pastics so cequest, title examination shall be made oa the leases andioc ol and gas inierests included, of planncd to he includ
wd, in the drilting uait arauad such well. The opinion will include the ownership ol the working interest, mineraks, royaly, Q‘veuiding
toyalty 2ad production payments uader the applicable keases. At the time 1 well is propased, each pasty contributing beases andior il and
g4 uitcrosts 1o the drillsite, g 10 be included in such drilling unit, shall furnish to Operator all abstracts (including federal legse satus
reports), title opinions, title papers and curative material in its possession (ree of charge. All such information not in the possesiian of or
aude avadable w Opecator by the pattics, but aecessacy (o the examination of the title, shall be gbtained by Operator. Og-éz’(?l shall

canse tde 10 be cxamuned by attocneys on its stall o by outside attoraeys. Copies ol alf title opinions shall be fucaistied (0 cach pacty
heteto Lhie Cost incureed by Operatoc in this tide program shall be borae as fullaws:

5
a Ogtion No 1. Costs incurced by Opecator in procuring abstracts and title examination Gncluding prclimingey, su meptal,
shut in g1s royalty opuvons and division order title opinions) shafl be a part of the administrative overhead as provided ' Exhy RS
and shall aot be a durect charge, whether pecfocmed by Opecator's st attoracys oc by outside auarneys.

2
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AITICLE 1V
continued
3 Optlon No. 2: Cous lncurred by Operacor in procucing sLatracts and fees pald outside wttorncys lue titke esmaination
(including peelisninary supglemental, shutin gas coyalty opinions and division order title opinions) shall be burne by the Dcitling Pactics
in the proportion that the interest of each Drilling Party bears to the total intecest of all Drilling Pacties as such interests sppear in Ex

hibin **A*", Operator shall make aa charge lor services rendered by its stafl atcocacys of other pursoand in dic perfoanance of the sbuve
luncuious.

Each pacty stall be responsible for securing curative mater and pooling ametdments o agreements topuirad in conmectun
with feases o ol and gas interests conuibuted by such party. Operator shall be responsible for the preparadion and cocarding of poaling
designations or doclarations as well as the conduct of hearings before goveramental agencics fof the securing of spxcing or pooling orders.
This shall not prevent any party {rom appearing on its own behall a1 any such hearing.

No well shatl be deitled on the Contract Acea until after (1) the tile 10 the deillsite oc drilling uait tas been exaained as sbave

providad, and (2) the ude has been 3pproved by the examining atoracy or tithe has bren accepted by all of the partics who ace (o pue
ticipate in the drilting of the well.

B. Loss of Title:

+

reductiop of iaterest from that shown on Exhibit ““A**, the party conwibuting the affected lease or interest shall have ninety (4
from fing! detcrmination of tidle (ailure 10 acquire 3 new lease o other instrunent curing the enticety of the tide lailure, e
ton will nat be subject to Articte VIELB,, and (ailing 10 da s, this agreement, nevectheless, shall continue in occe as
and gas Weases and interests: and,

(3) The party whose oil and gas lease or interent is affected by the titke failure shall bear alone the
autithed to recover lcom Operator oc the other parties any development oc operating costs which i
but there stall be ao additional liability on its ‘part 10 the ather partics hereto by rcason

e toss and o shall ot be
ave theretoloe paid or incutied,
h title failure;

from the opcratian of the interest which has
titne it is determined livally that tide Lalure has oc-
e tide faiture will therealter be ceduced ia the Conuract

(1) There shall bie po racoacuive adjustment of expenses incurred of revenues (ece)
beea bust, but the interests of the partics shall be revised on an acreage basis, as ol
curred, 30 that the interest of the party whose lease or interest is affecred
Ares by the amoune of the interest lost;

1) M the propontionate interest of the other parties her
tncreased by ceason of dhe title failuce, the party whose i
terest (less costs and burdens atributable thereto)

well;

in any producing well theretofore drilted on the Contrant Area s
faited shall receive che proceeds awibutable to the increase in such in-
#' has been reimbursed lor unrecovered costs paid by it in conacction with such

(d) Should any person not a party
{ailed, pay in any manaer any part
who bore the costs which ag

() Any habiliny

this agreement, who is deermined o be the owner of any interest in the tide which has
€ cost of operation, development, or equipmant, such amound shall be paid w the gacty of partcs
refunded;

accounm 0 a third party for prior production of ot and gas which anses by ceason of e fatuee shatl be

1 Lass—GyDloiHaysrent E i1 A Fa¥ t—eh b 4

verrt—oi— Btz " or sl iy —tcsit abod -
payawat, caisinwan coyalty o tayalty ;uymuu__i:L nat puid oc it ecconcausly paid, aad as 3 fesult a bease oc interest iercin o n(
there slull be ao aoactacy labitity agrinst the party who failed to make such payaicat. Unless the party wha (sided |::y|/ﬂ(v»:qmud
Payient secises 3 few kase covering the same interest within nincty (90) days lrom the discovery of the failure 1o suefle oo gayswnt,
which acquisition will aot be subjoct to Articte VILB., the interests of the padtics shall be revised on an e basis, clfective as of the
date ol termination of the kase involved, and the party whio failed 10 evake proper paymient wilt goo e cooducd with an Usnterest iu
thie Coniract Area on aucount of swnership of the lease of interest which has terminated, e event the party who laiked 10 muake the
required payment shall not have been fully reimbucsed, at the time of the loss, {r ¢ proceeds of the sale of oil and gas auributalle to
the tust interest, calculated oa an acreage basis, lor the development and ting costs theretolore paid on account ol such ineren, &
shall be reunbursed foc unrecovered actual costs theretolore paid by ie(But not for its share of the cost of any dry hole previously drilled
o wells peeviously abandoned) from so much of the {olloying as is necessary to ellect reimbursement:

(a) Procecds of oil and gas, less operating ex . theretolore accrued to the credit of the lost interest, 0a an acteage basis,
ug to the amount of unrecovered cos;

) Proceeds, kess operating ex
ol aed gas thereafter produc
terminaiion, would

, theceafter accrued autributable o the fost interest on an acrcage basis, of that pottion of

marketed (excluding production {rom any wells therealter deilled) which, in the sbsence of such lease

ibutable to the lost interest on an acceage basis, ug o the amound of yncecavered costs. the proceeds of said

aad ga1 10 be contributed by the other parties in proportion to their respective intesests; and, i

Ny monies, up to the smount of unrecovered costs, that may be paid by any party wha is, of beconies, the owacer of Ui inerest
% o | wi r6e " +a—bhe-L. A " a

Cv—td—tdiis
2.3 Lo P

TPty

e

3. Other losses: All losses incurred, stheethon—thase—serfarth—a—Aricle DL L a0d IV 82 jluue shall be iu'nlilusnx

and shall be borne by all pacties in peoportion o their interests. There shall be no readjustment of interests in the tenuining pocuoa of
the Coatcact Acea. W

1
-1
.

N

S
PRIt A%



T2 0wt

— ke e e e ma
EE N -y g A M N e e e Ry Mot NNA NN TERETRAN wN
z:szgzSt?\;—w—s@gﬁs-ﬁéu&:—-\_§u-MA.—N pe

33

(O]

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

ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

TMBR/SHARP DRILLING, INC.

shall be the
Operator of the Contract Area, and shall conduct 2ad dicect and have {ull control of all operatioas oa the Conteact Atea as permitted and

requiced by, and within the timits of this agreement. It shall conduct all such operations in a good and wockmanlike manacr ut it shall

have na Hability as Operator 1o the other parties foc losses sustained or fiabilities incurred, except such as may resalt from gross
negligence oc willlul misconduct.

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

L. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereol to Naa Operators.
H Operator terminates its fegal existence, na longer owns an interest hereunder in the Contract Area, or is no longer capatile of serving as
Operatar, Operator shatl be deeraed ta have resigaed without any action by Non Operatars, except tlie selection of a successar. Operator
may be removed il it fails or refuses ta cacry out its duties hereunder, o becomes insolvent, bankrupt or is placed in reccivership, by the
alfirmative vote of 1wo (2) or mote Non Operators owning a majority interest based on ownership 2s shown on Exhibit **A* comaining
after exchuding the voting interest of Operator. Such resignation oc removal shall not become cffective untit 700 o'clock A M. oa the
first day of the calendar month following the expication of ninety (90) days after the giving of notice of resignation by Operator or sction
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at aa cackior
date. Operator, after effective date of cesignation or remaval, shall be bound by the terms hercof 25 2 Noa Operator. A change of 1 cor-

porae name o sieucture of Operator o 1eansker of Operatoc's interest 10 any single subsidiacy, parent or necesse cocparation shalt not
be the basis for remaval of Operatoe.

2. Sckection ol Successor Operator: Upon the eesignation or removal of Operatar, a successor Operatar shall be sedodtal by
the pacties. The successor Operatac shall be selected from the pacties awning sa interest in the Conteact Acea at the time such successoc
Operator is selected. The successor Operator shall be selected by the afficmative vote of two (2) of more partics owning 2 majority interest
Lased on ownership as shown on Exhibit *“A’"; provided, however, i an Operator which has been removed faiks 10 vote ot votes only 10
succeed itself, the successor Operatae shall be selected by the affirmative vote of two (2) o more parties owaning 2 majority interest based
on ownership 23 shown on Exhibit “‘A"* remaining aftec excduding the voling interest of the Operator that was removed.

C. Employees:

The aumber of employces used by Operatoc in conducting operations hereunder, their sclection, and the hours of labar and the
capensation {oe services peclacmed shall be determined by Opecatar, and all such eayloyces shall b the employees of Operatoc.

D. Drilling Contracts:

Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. Wit so
desices, Operator may employ its own tools and equipment in the drilling of wells, but its charges thiecefor shall not exceed the prevailing
cates in the arca and the rate of such charges shall be agreed upoa by the pacties in writing before drilling operations are commenced, and
such wark shall be pecformed by Operatoc under the same terms and conditions as ace customary aad usual i the acca in contracts of ia-
dependent contractors who are doing work of 2 simitar natuce.

ARTICLE VL.
DRILLING AND DEVELOPMENT

A. [Initial Well:

On oc befoce the__ day of
oil and gas at the lollowing location:

. 19____, Opecator shall commence the drilling of & well for

to bz datermined in the contract area at a later date

and shall thereaficr continue the drilling of the well with due diligence to :‘
g
o
a depth to be determined at a later date,

unless granite or other practically impencushie substance oc condition in the hale, which readers fuethier dritling imprx.liul. is o
connntered 3t a lesser depth, or ualess all partics agree ta complete o ahandon the well at a lesser depihe. o

Operatac shall make ressonabile tosts of all formetions encountered ducing deilling which give indicstion ‘pl _contaming ol wnd
Rt in quantities sulficient to test, unless this agecement stll be limited in its spplicstion 10 & specific fornation o formations, &
cvent Operatac shall be cequiced to test anly the {ormation or formations 0 which this ageeemeat may apydy.

Ty
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ARTICLE V1
contitwed

U, in Opcraoc’s judgmene, the well will aot produce oil o gas la paying quanticict, sad it wishes ta plug sad sbandon the
well at 2 doy hale, the provisions of Articte V|'.E.l. shalt thereafser apply.

8. Subsequent Opecations:

1. Proposed Operations: Should any paity hereto dasire to drill any well on the Contract Area other than die well provided
for in Article VLA, o¢ to rework, deepen of plug back a dry hale deilled st the joiat expense of all pacties oc 1 well juindy awned by at
the partics and not then producing in paying quantities, the party desiring to drill, rework, deepen of plug back such a well thatt give the
odher pactics written notice of the proposed operation, specifying the wock o be perfarmed, the location, proposed depth, objective formma-
tion and the estimated cast of the opecation. The pacties receiving such 1 notice shall have thicty (30) days aftec receipt of the notice
withinn which 0 notify the party wishing to do the wark whether they elect 10 participate in the con of the proposcd operation. if a deill-
ing rig is un location, notice of 1 propasal to rework, plug back oc drill deeper may be given by telephone and the response period shall be
tunited to lony eight (48 houes, exclusive of Satueday, Sunday and legal holidays. Failure of a pasty ceceiving such notice to reply within

the period above fized shalt coastitute an election by that party not o partcipate in the cost of the proposed operation. Any notice of
cesponse given by tclephone shall be prampidy conlirmed in wridng.

U all parties eloct 1o partiapate in such 2 propascd opecation, Operator shall, within ninety (90) days alier expicanon ol the nutice
geriod of thicty (30) days (oc as promputy as passibile alter the expication of the locty cighe (48) hour period when a deitling rig 5 ou foca-
tion, as the case may be), actually commence the peoposed operation and complete it with due ditigence at the gisk and exponse ol att parc-
tics Diereto; provided, however, said commencement date may be extended upon written notice of same by Operacor o the othiet pactia,
for a period of up 1o thirty (30) additional days if, in the sole opinion of Opcratar, such additional tine is reasonably necsary (o elitan
ettt foun guvernimental authiorities, sutface tight (including rights of-way) ot appropriave drifling equipinent, ur 1w coniplete titke ea-
auaation of cucative matter required for title appeoval or accepance. Natwithstanding the lorce majeure peovisions of Actide XU, if de
acwual operation has not beea comumenced withia the time pravided (including any exteasion theceol as specilically permitied hctein) and

it any party hereto sl desires to conduct said operation, written notice propasing same must be resubmitted 1o the aihier pantics i accot-
dance with the provisioas hereol a3 if ao prior propasal had been made.

2. Opesations by Less than All Pacties: Uf any pacty receiving such notice as provided in Actick VIDLL. ac VILD.L. (Opdion
No. 2) dects not 1o participate in the proposed operation, then, in order ta be entidled 1o the benelits of this Acticie, the purty of parties
giving the natice and such other pariies as shall elect to participate in the operation shalt, within nincty () days altcr the expiration of
the notice period of thirty (30} days (or a3 promptly as possible after the expiration of the forty cight (48) hour period wien « dedlling rig
oa location, as the case may be) actually commence the proposed operation and complete it with due diligence. Oprator shall prrlocn alt
work foc the account of the Consenting Parties; provided, hawever, if ao drilling ¢ig or ather equipment is aa bocativa, and i Operator is
2 Nun Consenting Party, the Consenting Parties shall either: () request Operator (o pecform the wark required by such proposed opeta-
tion {oe the account of the Consenting Parties, or (11} designate oae (1) of the Consenting Parties as Operator to perfocai such work. Coa-

senting Parties, when conducting operations on the Contract Area pursuant 10 this Article VEB .2, shall comply widh alt wims and con-
ditions of this agreement.

U less duaa all pactics spprove any propowd operation, the proposing pacty, immediately altee the expication of tie applicable
#utice pecuad, shall advise the Conscating Pactics of the total intecest of the partics appraving such opetation aud its recommcudation as
to whether tlie Consenting Parties should proceed with the operation 1s proposed. Each C ing Pacty, withia locty eight (48) hours
{exclusive of Saturday, Sunday and tegal holidays) sleer receipt of such notice, shall advise the proposing party of its desice 10 (a) limit pas-
ticipation 10 such party's interest as shown oa Exhibic “' A or (b) carry its proportionate part of Noa Consenting Parties” interests, and
failuge 10 advise the propusing party shalf be deemed an election undec (a). la the event a deilling cig is on location, the e perauitted foc
such 2 iesponse shall now exceed a totad of forty €ighi (48) hours {inclusive of Sawarday, Sunday and legal holidays) The proposing party,
at #s election, may withdraw such proposal if theee is insullicient participation and shall promptly notily alf partics of such decisivn.

The ‘mire cost and sisk of conducting such cprations shen W turae by the Consenting Parties in the pooportions they have
ckcied 0 ’-ur same under the terms of the peeceding paragraph. Consenting Parties snail keep the leaschold estanes involved in such
opecations dree and cleac of all ens and encumbrances of every kind created by ac acising (rom the opecutions of e Canscating Pactict.
H such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sle cost, risk and expense. il any well deilled, reworked, deepencd or plugged back under the provisioas of this Acucle tesuls’in a peo
ducer ol ail andihur gas ia paying quantities, the Cdnsenting Partics shall complete and cquip the well 1o produce at their sote (ox; $Ad risk,




Sh D N -

<6

s }
A.APL FORM 610 - MuUEL FORM OPERATING AGREEMENT - 1982

ARTICLE V1
continued
and the well shall then be turned over 10 Operatar and shall be operated by it at the expense sad foc the sccount of the Conscatiag Pac-

fics. Upua commuencemont of opecations foe the dellling, reworking, decpening or plugging back of any such well by Conscating Farties
n sccurdance widi the provisions of (his Ardcle, cach Nan Conscating Pacty shalt be d

d to have celinquished 10 C ing Patties,
and the Consenting Pactics shall owa and be entided to ceceive, in propoction to their respective interests, all of such Noa Consenting

Paruy's inverest i the well and share of production theretram uadil the proceeds of the sale of such share, calculated a1 the well, of
market value thereol i such share is not sold, (after deducting production taxes, eacise tazes, royalty, aveending royalty and odier -

terests aot excepted by Artick LD, payable out of o measuted by the productioa lrom such well accruing with fespect 10 such interest
undl it reveris) shall equal the total of the following:

5¢
(z)J-OOC% of each such Non-Consenting Party's share of the cost of any newly acquired suclace equipiment beyond the wlthicad
connections (including, but not limited 10, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non Cunsenting Party ‘s shace of the cost of operation of the well comaicacing widh first production and coatinuing wntil cach such Nuw-
Consenting Party’s relinquished interest shalt revert to it under other provisions of this Acticle, it being agreed that each Noa-

Conscnung Patty's share of such costs and equipment will be that interest which would have been chargeabke to such Noa Conscating
Pacty had it participated in the well froni the beginning of the operatioas: aad

i

!
(b)ﬂ.ﬂ_% ol that portion ol the costs and expenses of drilling, reworking, deepening, plugging back, testing and compketing,
alter deducting any cash contributions received under Article VHILC., and =2 0L % of dhat portion of the cost of aewly acquired equip-

ment in the well (1o and including the wellhead connections), which would have been chargeable 10 such Non Cousciiting Party o it had
participated therein.

An dection not to pacticipate in the deilling of the decpening of 2 well shall be deemed an election not 10 participate in say re-
wacking uc plugging back operation peopased ia such a well, or portion theeeol, ta which the initial Non Cosnisent election applied that is
vonducud 2t any time prior to full recovery by the Conseating Parties ol the Non-C ing Party's recoup account. Any such

eworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and dhere shall be added 10 the sums (o be recouped by the Consenting Pacties one hundred percent (100%) of that portion of the coss of
the rewarkiag or plugging back opcration which would have beea chargeabie to such Non-Conseating Pacty had it participated therein. i

such s reworking o plugging back operation is proposed during such recoupment period, the provisions of this Acticle V1D, shall be ap-
plicable as between said Consenting Parties in said well.

During the peciod of time Coascating Pacties are entidded to receive Non Cansenting Party's shace of production, or the
peoxeeds thecelcom, Cansenting Parties shail be responsible far the payment of all production, severance, excise. gathering and uther

tanes, and all royalty, overriding royalty and other burdeas applicable to Non-Conscatng Pacty 's share of production not excepted Uy Ar
ticle 111.D.

In the case of any ceworking, plugging back or deeper drilling operstion, the Consenting Partics shall be peranined 10 use, free
ol cont, M casing, wbing aad odiee equipmicad in the well, but dic owacreship of all such equipment shall cemain unchaaged; aad upon
dhankunnent of 1 welf afier such rewocking, plugging back or deeper drilling, tie Conscating Partics shall account tor all such equig-
meat 10 the owaers thegeaf, with cach party ceceiving its proportionate part in kind of in value, kss cost of salvage.

Within siety (00} days alter the completion of 10y operation under this Article, the party conducting the opecations (ue the
Coascating Pacties shall fucnish each Non-Consenting Pacty with aa inventory of the equipment in sad connccied to the welt, and a0
itcmited scatement of the cost of drilting, deepening, plugging back, testing, completing, and equipping the well for production; oc, at s
option, the opecating party, in licy of an itemized statement of such costs of operation, may submit s detaited statement of mondhly Litl-
ngs. Each moadh thetealier, duciag the time the Consending Pacties are being reumbursed 13 pravided abave, the party conducting the
aperations loc the Coasenting Pacties shall (ucaish the Noa Conseating Partics with ac itemnized statemene of all costs aed liabilities in-
cuered in the operation of the well, her with a ot of the g

ity of ol 3nd gas proauced from it ana the amaunt of praveeds
realiecd lrom the sale of the well's working interest production during the preceding month. la determining the quantity of &l and gas
produced during any month, Conseating Parties shall use indusiry accepied methods such 23, but not limited to, metering ‘ﬂ peciodic
well tests. Any amount tealited {rom the sale o other disposition of equipment newly acquired in connection with any sntt{:ﬁxﬂka
which would have been owned by a Non Consenting Party had it participaied therein shall be credited agains the totad umuqf&:l costs
of the wark done a0d of the equipnient purchased in determining when the interest of such Noa Consenung Party shall cewd Wo it as
alove provided; and i there s 2 ceedu balance, it shall be paid 10 such Non-Consenting Party.
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ARTICLE V] T
continued
{{ and when the Consenting Parties cecover from & Noa C

d ing Party’s celinquished i the provided o above,
the celinquished Interests of such Non-Consentng Pacty shall automadically revert (o lt, and, from and sfier such teversivn, such Non

Conscuiting Party shall owa the same iaterest in such well, the material and tquipment in of pertulning thereto, snd the praductiva
theeelrom as such Non Conseating Party would have been cntitied 1o had it pacticipated in the drilling, rewaking, decpeniag af Hugging
back of said well. Thercalier, such Noa-Consenting Pasty shal be charged with and shalt pay its proportionate part of the fusther costs of
the upcrativn of said well in accordance with the terms of this agreement and die Accauating Peocedure acached beceto.

Nowuhsuanding the provisions of this Articte VEB 2., it is agreed that without the mutust consent of all parties, 1o wells shall
be completed in oc produced from a source ol supply lrom which 2 well located elsewhere on the Caateact Acea is produciag, ualess such
well confurms 10 the then existing well spacing pauern for such source of supply.

The provisions of this Article shall have no application whatsoever 1o the drilling of the initial well describied in Acticle VLA
except (a) as to Adticke VILD.1. (Optioa No. 2}, if selected, ¢ (b) as ta che cewocking, deepening and plugging back of such initial well

alter it hus been drilled (o the depeh specified in Acticle VI AL il it shall therealier peove 10 be a dey hole or if initially completed foe pos-
ducuon, ceases ta produce in paying quantities.

1 Sund By Tiake: When a well which has been drilled o decpened has ceached its authorited depeh and all tests have oo
conpleted, and the results thereol furnithed to the parties, stand by costs incurred pending tesponse o 3 pirty's notice peopasing &
tewarking, deepening. plugging back or completing operation in such a well shall be chacged and borae as part of the deifliag or dogen
g vperation just completed. Stand by coits subsequent to all partics cesponding, oc capiration of the respunse tinie perasiacd, whickever
fiest occurs, and prior 10 agreement as (o the participating interests of all Consenting Farties pursuant 19 the tecas of the second gram
matical pacagraph of Article V1.8.2, shall be charged 10 and bocae as pant of the propused operation, but il the propusal is subsequendy
withdrawn Lecause of insulficient participation, such stand by costs shall be allocated between the Coasentiag Pacties 1 the propurtion

cach Consenting Party's interest as shown an Exhibit A" beacs ta the total interest as thowa oa Exhibit "A"™* of all Consenting Par-
ties.

4 Sideceacking Except as hereinalter provided, those peovisions of this agreement applicable 0 a “decpening ™ opecativa shall
350 be upplicsble 1o any propbsal to dicectianally control 1ad inteationally deviate 3 well lrom vertical 50 as 10 change the buttom lole
ke suon theren calied ““sideuracking ), unless done to straigheen the hole or to deill around juak i the hole o because of other
sncthamcal ddficulties Any pacty having the right 0 paruicipate in a proposed sidetracking opecation that docs aot own aa incerest m the
alfected well bore at thie time of the notice shall, upon electing to pacticipate, teadee 10 the well bote awaces its propartionate share (equat
10 its interest 1n the sidetracking opecation) of the value of that portion of the cxisting well bore 10 be utitized as folluws

(3} Il the proposal is for sidetracking an existing dry hole, reimbursement shall be on the Lasis of the actual (usts sacurted in
Qe wial deilling of the well dawn 10 the depih a1 which thie sidetracking opecation 18 initiawd.

() If the proposal is for sidetracking a2 well which has previously produced, reimbursement shall be oa the busis of the well's
salvable suaterials and equipment dowa to the depth at which the sidetracking operation is initiated, detersnined in accurdance with the
peovisions of Exhibic “'C*', less the estimated cost of salvaging snd the esimated cost of plugging and abandoaing.

tn the event that aotce for a sidetracking operation is given while the drilling rig 10 be utilized is on location, the respoase perod
shall be limited to forty €ight {48) hours, exclusive ol Saturday, Sunday and legal holidays; provided, however, any pacty inay rjuest and
receive ug to cight (8) additional days sfter expiration of the forty ¢ight (48) hours within which 10 tespond by paying foc alt stand by time
incurced during such exiended response period. If mace than one party elects to (ake such additions! time to respond to the nouce, stad
Uy s meam b adiocated Letzeen the narties taking adduional time to respoad oa a day-today basis in the proporion exch dexting pat-
ty's intceest as thown on Exhibit **A*" bears to the total intecest as shown on Exhibit ““A** of all the clecting paruies. b o ather in-
stances the response period ta 2 peoposal for sidetracking shall be limited to thirty (30) days.

:4-A

he
C. TAKING PRODUCTION IN KIND: -l .
)
Each party shall 1ake in kind or separately dispose of its propoctionate shace of alf oit and gas produced legm the Condl_:;l Acea,
exctusive of production which may be used in development and producing operations and in prepacing and teeadiag od and gas for
arkating prgoses and peoduction unavoidably lost. Any extea expendituce incureed in the t1aking in kind or scparate dn@.mngn by any

pacty of its peoportionatc share of the production shall be borne by such party. Aay party taking its sharc of p(odu\liou n m “ull [EY
PUBR - N,
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ARTICLE VI
continued
fequired o pay for caly its proportionate share of such part of Operator’s surlace facilivies which it uscs.

Each pacty shall execute such division orders and conteacts as may be necessacy for the sale of its interest in peoduction from

the Cantract Area, and, except as provided in Articke VILB., shall be enditled to receive payment direcdy from the purchaser tereud for
s share of all production. .

la the event aay party shall fail o make the acrangements aecessacy ¢a take in kind ac sepacatety dispase of its propoctionate shase of
the oil produced from tie Contract Area, Operator shall have the right, subject to the revocstion at will by the party owning it, but ot
the obligation, to purchase such oil of scll it 10 othecs at any time and from time to time, for the account of the noa-uking party at the
best price obuainable in the area for such production. Any such purchase or sale by Operator shall be subject always 1o the right of the
awaer of the produciion 10 exercise at any time i1 right 10 take in kiad, ot scpacately dispose of, its share of all oil aot peeviausly

delivercd 10 3 purchaser. Any purchase of sale by Opecatar of any other party’s shace of oil shall be onty for such reasonable petiods of
titne 23 are consi with the

of one (1) year.

needs of the industry under the particular ciccumstances, but in no event for a period ia excess

Ia the event one or more parties' scparate disposition of its share of the gas causes split-stream deliveries to separate pipelines andh
deliverics which on 2 day-o day basis lor any reason ace not exacily equal wa a party's respective proportionate share of total gas sales 1o

be allocated 10 it the balancing of accounting between the respective accouats of thie parties shall be in accordance with any gas balancing
agrecment beiween the parties hereto, whether such an age

s attached as Exhine “'E'", oc is 2 separate agreement.

). Access to Coatract Area aad lafocmation:

Eauch party shall have access to the Coateact Arca at all reasunable tumnes, at s sole cust and risk to inspect or biscrve operations,
and shall have accets at ceasanable tinves to infacmation pertaining ta the developacat or operation thereod, induding Opetatoc s bouks
aod revords relating diereto, Operator, upon request, shall furnish cach of the otlier partics with cogics of all fucts o ecports filed with
guvernmental ageacics, daily drilling repocts, well logs, tank tables, daily gauge and cun tickets and reports of stack v band 3t dee fiest of
cach mwath, and shall make available samples of any cores or cuttings taken from any well drilled oa the Conteact Acea. The cust ol

gathering and furnishing information to Noa-Opetator, other than that specificd abave, shall be charged 10 the Non Opetatar that te-
quesus the information.

B. Abaadoomeat of Wells:

i. Abandoament of Dry foles: Except for any well drilled or deepened pursuant 10 Article VEB.2., any well which has been
drilted oc deepened under the terms of this agreement and is propased to be completed as 3 dey hole shall not be plugged and abandoacd
without l:l( consent of all parties. Should Operator, after diligent effort, be unable ta contact any party, or should any party lail e ceply
within (uj\y cight (48) hours (eactusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposat (o plug and sbandon
such well, such party shall be deermed (o have (pascated to the proposed abandoament. All such wells shall be plugged and abandoned in
«cordinge with applicable regulations and at the cast, risk and epense of the parties vho participated in ihie cost of drifling or dogeniag
such well Aay party wha objects to plugging and abandoning such well shall have the right ta take over the well and conduct lurther
operations in search of oif andlor gas subject 1o the provisions of Acticle VIB

}

Abandoament of Wells that have Produced; Except for any well in which a2 Non-Consent operation lus been candacied
ticceunder tor which die Consenting Parties have not been fully ccimbursed as hetein peovided, any well which hus boen canplied s 2
producec shall not be plugged 2ad sbandoned without the consent of all parties 1t all parties consent 1o such sbandenmcar, the well shalt
Le plagged and abandoned in sccocdance wich applicable regulations and at thie covt, cisk and expense of 2l the pucues beceto. U wadua
turey () days aleec receipt of notice ol the proposed sbandoumend of any well, all pactics do aot agree 10 the abundonmient of such well,
tlose wishing (0 continue its operatiaa feom the intecval(s) of the formation(s) then open 10 production shiall teuder 10 cach of dhe othier
parties its proportionate share of the value of the well's salvable material and equipnient, deteamined 1 accordance witl the provisions of
Exhibit ““C™, tess the estimated cost of satvaging and the estimated cost of plugging and abandoning. Each abundoning party shall asuga
the non abandoaing parties, without warranty, express or implied, as (o title o 25 1o quantity, or fitness for use of the equipimeat aud
material, all of its interest in the well and related equipment, together with its interest in the lessehold estate as wa, but only as 1o, the in-
tesval oc inteevals of the focmation or formations thea open to peoduction. {f the interest of the abandoning pacty is or includes an od and
gas interest, such party shall execute and deliver 10 the non-abandoning pacty or parties an oil and gas lease, lunited to the wterval or -
teevals of the formation of formations then open 10 production, for a teem of one (1) yeas 1nd 0 long thecealiee 35 ad sadbor gas is peo-
duced fcom the interval or iatervals of the formation or formadions coveced thereby, such lease ta be on the form atactied as Exhibit
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ARTICLE V1
continued

B*. The agsignments or feases so himited shall encompass the *deilling wnit** upon which the well is locsted. The payments by, and the
assgunents of keases (o, the auignees shall be in 1 ratio buscd upon the relationship of thels respective percentage of pariicipation in the

Coatract VAru w0 the sggregace of the peccentages of participation in the Contrsct Area of all assignces. There shall be no readjustment of
aMtecests in the cemaining portion ol the Contract Acea.

H
]

Thetealter, dbandoniag parties shall have no further responsibility, liabilicy, o intefest in thie operation of o production from
the well in the interval oc intervals thea opea other than the royakies retained in any Yease made uader the tecms of this Artick. Upoa re-

quast, Operator shall continue 10 operate the assigned well for the account of the non-abandoning pacties at the cates and charges con:
kated by this agr

. plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon peapased abandoament of the producing interval(s) assigned or keased, the assignor o lessoc shall then have the option w

sepurchase its peioc intecest in the well (using the same valuatioa loemata) and participate in fucthrer operatioas thecein subject ta the gra-
visions hereol.

3. Abaadoament of Non-Consent Opcerations: The provisions of Article VLE.1. o VIE.2. above shall be applicable as batween
Conseating Partics in the eveat ol the proposed abandonment of any well excepred lrum said Acticles; provided, hawever, 00 well shall be
peemancaddy plugged and abandoned unless and uatil all pacties having the right to conduct further operations therein huve buen aotificd

ol the proposed abandoament and afforded the oppoctunity to elect 1o 1ake over the well in accordance with the provisious of this Article
VILE.

ARTICLE Vil
EXPENDITURES AND LIABILITY OF PARTIES

A. Liabilicy of Pacties:

“Thee balility of the partics shall be several, not joint or collective. Euch party shall be responsible valy for its obligauom, and
sbhiall be batde vaty for its proporiionate share of the costa of devetoping and vperating the Conwract Arca. Accurdingly, the lon granued
anong the parties in Articke VI8, are given 1o secure oaly the debus of euch severally. Lt is not the intention of the pacues to coste, s
dialt this agrecarend be construed as creating, 2 mining o athec partaership oc assuciation, of 10 render dic partics bable as parincrs.

B. Lieas and Payment Defaults:

Each Noa Operaor graass to Operator a liea upon its oil and gas rights in the Contract Area, and a security uterest in its shace
of oil andior gas when extracted and its interest in all equip

o secure pay of us ;huepl expease, together with inteeest thercon
at the tate provided in Exhibic **C**. To the extent that Operator has a security interest undec the Unilocm Commercial Code of dhe
state, Operacac shiall be entitked 0 exercise the rights aad remedies of a secused party undes the Code. The bringing ol a suit and the obs:
tining of judgment by Opecator for the sccured indebtedaess shall not be deemed an clection of remedies or odieewise affect the Yien
fghts of sccurity interest as security foc e payeent thereof. In addition, upon default by any Noa Operator in the payment of s share
of expense, Operator shall have the right, withouy prejudice to other tights of remedies, 1o coliect itom the puschascr the peoceds {ewn
the sate of sych Noa'Operatar's share of oil andioe gas uatil the amount owed by such Non Operator, plus interest, bas been pad. Each
puacchaser shall be enutled @ tely upan Operatac’s written statement coacerning the amount of any default. Operator graads 1 like lica
and secuity inteeest o the Non Operators 10 secure payment of Operator’s proportionate share of expense.

H-sny—party—tsilrorirsrsbk—to—pey—ta—sherc—of—expemse—withie—mxty—~{ 6 deyraltcr—rendition—ol—e—stte

Ogeeraion, the aon dedaulting partics, including Operator, shall, upon request by Opeawe, puy-themmpdid amaunt i the goopor tan thae
pacties. Cach

the inereat of cach sud\_]:ﬂ_tﬁgl_oﬂmm-d‘d pacty so paying us share of the ungaid amaount shull, (o oz
suunbussengat ool be-subrogated to-thesecusit y-sights-dusceibud-iathu-locegoiug-pusayeaphe

C. Payuents tad Accounting:

Earcept as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the developinent
and operation of the Contract Acea pursuant to this sgreement and shall charge each of the partics hereto with thieic tespective peagur-

tionute shaces upaa the expense basis peavided in Exhibit *“C**. Operatoc shall keep an accurate record of the joint sccount hereunder,
showing expenses incurred and charges end credits made and received.

Operator, at its election, shall have the right from time to time 10 demand and receive from the other parties paymend in advance

ol their respective shares of the estimated amouat of the expense 10 be incurced in opecations hereunder during the next succeeding
wanth, which right may be exercised only by submission to each such party ol an i d st 1 of such esti d expouse, !

with sq invoice (or its share theceol. Each such statement and invoice lo¢ the paymen: & 2dvanie o usiiimaced expease shall be submisted
un of befoce the 20th day of the next preceding moath. Each party shall pay 1o Operatoc its peoportionate share of suci atiu&a

within
(ifteen (15) days alter such estimate and invoice is received. il any pacty fails 10 pay its share of said estimate withia said timne, t§ ‘!
due shall bear interest 35 provided in Exhibit **C** until paid. Proper adjustment shall be made monthly between sdvances and

pense 0 the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

0. Limitation of Expenditures:

L. Daill or Deepen: Without the consent of all pacties, no well shall be deilted or decpened, except aay well
pucwaat ta the provisions of Acticle VIB.2. of this agreement. Consent (o the drilling oc decpening shall incly
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ortinued

Q Optian Na. §: All necessacy expendliuecs for the dellling o duocpentng, teadng, completiag snd cquipping of the welt, bvtudlag
accessary tankage aadfor surlace facilities.

K Oprion No. 20 All aecessary exponditures for the drilling ot deepening and 1esting of the well. When such well has reactid i
authunieed depth, and alt 1ests lrave been completed, and the results thereof furaistied o the parties, Operatec shall give auiediste nutice
1o the Non Operators who have the right (o participate in the completion costs. The pacties receiving such aotice shall have focty erglic
(48] bours (exchusive of Saturday, Sunday and legal holidays) in which 1o elect to participate in the setting of casing and the comgpletion at
tempt. Such clection, when made, shall include consent 10 all accessary expenditures for the completing and equipping of such well, in-
cluding necescary tankage aadloc suctace lacilities. Failure of any party receiving such notice 10 reply within the period above fized shalt
consuitute an election by that party not 10 participace in the cost of the comgletion atterpt. {f oae oc toce, but bess than 2 of the gactka,
elect to set pipe and to atempt 2 completion, the provisions of Article VI.0.2. hereof (the phrase **cewacking, deepening oc plugging

back™ a5 conuained in Aciidle V1.0.2. shall be deemed (o include **completing ') shall apply to the operations therealter conducted by kess
than all parties.

2. Rework o Plug Back: Without the consent of all parties, no well shatt be rewocked or plugged back excefr a well cewacked uc
tlugged hack pursuant 10 the provisions of Acticle VI.B.2 of this agreemunt. Consent 1o the rewurking oc plugging back of a well shall

include all necessary expenditudes ia conducting such operations and completing and cquipping of said well, including necessacy tankage
andlor surface facilivies.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasunably estiared
10 coquite an expondituce i excess of Twenty-Five Thousand ___ Dallars ($25,000.00 )]

cxcept n connection with 3 well, the deilling, reworking, decpening, completing, recompleting, or plugging back of which has beea
previously authodized by oc pursuant to this agrecment; provided, however, thut, in case of explotion, fire, flood or other sudden
anergency, whethier of the same or diffecent nature, Operator may take such steps and incus such expenses 33 3 18 opinkn 36¢ Tapied
10 dedl with the emergency 10 saleguard lile and property but Opetacor, as proayly as possible, shiall ceport the cncrgecy g the athat

partaes. 1 Operatoe peepaces o auduscaty for expenditure (AFE) {oc its own use, Ogecatar statt lurunish sny Noan Operatn so sequestiog
an infacation copy thereul lor any single project costing in excess of Ten Thousand

Daltars (1&9&29___) but less than the amount fiest set loceh above ia his parageaph.

E. Reatals, Shuc-in Well Payments and Minimum Royaities:

Rentals, shut-in well payments and minimum royaltics which may be requiced under the teems of any kase shall be paid by e
party of partics who subjected such lease 10 this agreement at its or their expense. In the event two or more partics own and have con:
wibuted intecesta in the same lease to this agreement, such pacties may designate one of such parties to make said payments lor and on
tchal of all such parties. Aay party may request, and shall be entitled 10 receive, proper evidence of alt such payments. la the event of
failuce to make proper payment of any rental, shutin well payment o minunum royalty theough mistake or aversight where such pay:
wieat is required 10 contiaue the lease in force, aay loss which results feom such non-payment shall be borae i accordance wub the pro-

visions of Aqticle IV.D 2.

Operator shall aotify Now Operator of the anticipated completion of 2 shutin gas well, o¢ the shutting in 6r retuca 1o productian
ol o producing gas wekl, ac fease tive (3) days {excluding Saturdsy, Suaday aad legal holidays), or at the eacdiest apgorasuity peeaitied by
cucumsiiaces, oo o taking such actoa, but assumes ao fiability lor lailure 0 do so. tu the event of faiture by Opcrator o s aotify
Nan Operatar, the toss of any kase contributed heteto by Noa Operator {or taituce 10 make timcly payments ol any shat o well pagawen
shall be borne goiady by the parties hereto uader the provisions of Article IV .8 ).

F. “faxes:

Beginning with the fiest caleadae yeae after the eliective date hereof, Operator shall reader for ad valorern waxation aft property
subject to this ageeement which by law should be teadered loc such taxes, and it shall pay all such tares assessed dicrcon beluce diey
trcome delinquent. Prioc 1o the readition date, each Non Operator shall furnish Operacor infocimation as to burdens (10 include, but not

be lunited to, royaitics, overriding royalties aad production payments) on teascs and oit and gas intecests contributed by wch Non
Operator. Il the d valuadon ol aay leasehold

estate is reduced by ceason of its being subject (0 outstanding excess royaliics, aver-
siding ruyaliies or production payments, the reduciion in ad valorem 1aaes resulung therefrom shall inure 1o the benefit of the owner o

owners ol such keasehold estace, and Operatoe shall adjust die charge 10 suc ownier o owaers 30 as 10 reflect the benetic of such reduc-
. Il hie od valoren taxes ace based in whole oc in part upon separate valuations of each party's working interest, then potwithstanding
anytnng to the contracy heecin, charges (o the joint account shall be made and pad by the parties hecewo m sccordance with the tax

value generated by each party's working interest. Operator shall bill the other partics for their peopoctionate shares of all ax payincnts i
S i provided w Fxhibin CHL

I Operator considers any 1ax assessment improger, Operator may, at its discretion, pratest within the time andimannce
peesceitud by law, and prosecute the protest 0 a final determination, unless all pactics 3geec 10 wbandon the protest priae to li‘p;l detee
iunation. Ducing the pendency of administrative or judicial procecdings, Operator may elect ta pay, under protese, all such luﬁ.p\d any
1aterest «0d penalty. When any such peotested assessment shalt have been finally determined, Operator shall pay the tax for thag 1

count, together with any intecest and penalty accrued, and the (otal cost shall then be assessed against the partics. and Lie paid by
peovided in Exhibic ©°C**. :

W ac

Eacds pasty shali pay of cause 10 be paid all production, severance, excise, gathering and other axes inposad upan grwith respect to
) ; . . o IR0
the prodiction of handling of such party’s share of ol andloc gas produced under the teans of this agrecnkn i
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ARTICLE Vi
continued B
G. lasucance:

At all tinwes while operations are conducted hereunder, Operator shalt comply with the wocknwn's compensation w of
the state where the opecations ace being conducted; provided, however, that Qpecutar may be a sellinsurer for tiability under said con
pensation taws in which event the oaly chacge that shall be made 10 the joint account shalt be as provided in Exhibit *°C™. Operator shall
alsa carry o provide insurance lor the benefit of the joint accaunt of the pacties 25 oudlined in Exhibit **0*, avtached (o and made s pact
hereol. Operatar shall require all contraciocs engaged in wack oa oc for the Coatract Atea to camply with the wackmen's componsation
law of the state whece the operations ace being coaducted and o maintain such other insurance 15 Operator may cequire

{n the event sutomobile public Rablliey insurance is specified in said Exhibit "D, or subscquently receives the approval of the
partics, no direct charge shall be made by Operator for premiums paid for such insurance for Operatac’s automative equipment

ARTICLE Vil
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surreader of Leases:

The teases covered by this agreement, insofar as they embeace acreage in the Conuract Area, shall act be surcendered in whole
or i part unless all paries consent dhereto.

Hawever, should any pasty desice (a sutcender its intecest in any kae o in any portion tercof, and the otlies pariies do oot
agsee o consont thereto, the party desising to surrender shall assign, without express or implicd warranty of tide, alt of its interest in
such kease, or poniion thereof, and any well, material and equipment which may be located thereon and aay rights in production
thereabter secuced, to the parties not consenting 10 such sucrender. 1l the interest of the assigning party i oc includes an oil and gas in
terest, the assigning party shall exccute and deliver 10 the pacty oc partics aot c«mﬁlin; o such surcender an oil and gas leas: covermg
suuch oil and gas intcrest for 1 tesm of oae (1) year and 30 long therealter as oil and/or gas is produced lrom dic band covered thercby, such
fease 10 be on the form attachied herewo as Exhibit °B**. Upon such mssignment or lesse, the assigaing party shall be celieved froe ol
obligations chercalier accruing, but not theretolore accrued, with respect 0 the intecest assigned or leased and the operation of any well
auributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and peo-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee of lessee shall pay 1o the
party assignor or kessor the reasonable salvage value of the latter's interest in aay wells and equipment attributabie 1o the assigned or keas

ed acreage. The value of all materisf shalt be determined in accordance with the provisions of Exhibit **C**, less the estimated cost o
salvaging and the estimated cost of plugging and abandoning. I the

ig of dease is in lavor of niore tan one party, the interest
shall be shared by. such partics i die peoportions that the intecest of each bears to the total interest of all such pacties

Anylassigomnent, lease of surrender made under this provision shall not reduce of change the assignor's, lessor’s or surrendeting
pany’s wderest as it was immediaely Lefore the assignment, lease oc surrender i the balaace of the Contract Acea; and the acreage

assigned, }(nﬁ‘ or surrendeted, and subsequent operations thereon, shalt not thereafier be subject 1o the terms and provasions of this
agreement.

B. Renewal or Exteasion ol Leases:

f( any pacty secures 2 renewal of any oil and gas lease subject 1o this agreement, all othec parties shall be novificd prompily, and
shall have the ciglt fur a period of thicty (30} days following receipt of such notice in wlnich 10 elect 10 participate in the ownershup of the
renewal lease, insolae as such lease aflects lands within the Contract Arca, by paying (o the pacty wla acquired it theie several peoper o

purtionate shares of the acquisition cost allocated ta that part of such lease within the Contract Acca, which shall be in proportion tu the
iaterests led a0 that tiie by the pactics in the Contract Acca.

{f sone, but kess than all, of the partics elect 1o participate in the purchase of 3 renewal lease, it shall be owned by the pariics
wlto clect (0 pacticipate therein, in 2 catio based upan the relationship of their respective percentage of partiagatioa in the Coatract Atca
ta the aggcegate of the percentages ol pacticipation in the Contract Area of all pacties participating in the puechase of such renewal bease.
Aay cencwal bease in which less thaa all paruies elect ta pacticipate shall aot be subject © this ageeement.

£ach pany whe participates in the purchase of a renewal fease shall be given an assignment of its proportionate interest thefein
by the acquiring pany.

The provisions of this Article shall apply 10 rencwal leases whether they are foc the entire interest coveced by the espifing bease
oc cover only a portion of its area or an inicicIC erein. APy renewal icase taken beloce the expiration of its predecessoc fease, of taken o
contracied for within six {6) moaths aiter the expiration of the exising kase shall be subject 1o this provision; but any lease takdg-of cen-

wracied for more thaa sis {6} months after the expication of an existing lease shall not be deemed a renewal kease aad shall not be] .’bin;l 10
the provisioas of this agreement.

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

C.  Acreage or Cash Coatributioas:

While this agreenicnt is in focce, f any party contracus for a contcibution of cash towards the deitling of § ytgli oc,tm other
vperatin on the Contract Area, such coatribution shall be paid w the party who conducted die deilting of other quléon z!u.l Shatl be

applicd by 1 agains e cost of sucs drilling or other opetstion. I the contribution be i the lonm of wecage, tw p-ru [0 wlaa

o
tribution i3 made shall prompily teader an assignment of the acreage, without warranty of utle, o the Drilling Paruu, the

Ll
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: ARTICLE Vil
‘ conlinued

said Drilling Parties thared the cost of drilting the well. Such acteage shall bocome & scpacate Contract Aces and, ta the catent potsible, be
governed by provitians idendical to this agceement. Each pacty shall pcampdy natily all other parties of any sceeage oc cash conuibutions
it ey oldia in suppoct of any well or any ather operation on tie Contract Acea. The above provisions shall afsa be applicabile 10 op-
tional eighis 10 ain acrcage outtide the Contract Area which ace tn suppoct of 1 welt deifted inside the Contract Area.

U any pacty contracts for aty consideration relating to disposition of such pacty's share of substances produced hereunder, such
considerstion shall not be deemed 2 conuibution as coatemplated in this Acticle VHIC.

D. Malateasnce of Uaiform laterest:

Foc the purpose of mainuining uaiformity of ownership in the ol and gas feasehold interests covered by this agreemend, no

pasty shall self, encumber, transler oc make other disposition of its interest in the leases embraced within the Coarract Aces and in wells,
equipment and peaductioa unless such disposition covers either:

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

Every such sale, encumbrance, transler o other dispasition made by aay party shall be made expeessly subject (o this ageeement
and shall be made without prejudice 1o the right of the other partics.

U, 3t any time the interest of any party is divided amoag and owned by four or mote coowners, Operator, at its discretion, may
coquire such co owaces 1 appoint a single trustee or agent with (ull authority 10 receive notices, apprave expenditures, roceive billings foe
and approve and pay such party's share of the joint expenses, and 10 deal generally with, and with power 10 bind, the co owriers of such
rarty’s intesest within the scope of the operations enbraced in this agreement; however, al such co uwacts shall have the dglt 1o cuter
st and exccute all contracts o0 agrecnients foe the disposition of their respoctive shiares of the uil sud gas produced fin the Conurant
Arca aad they shall have the right 10 receive, sepacacely, payment of the sake proceeds thereol.

E. Waivwer of Rightt 1a Pactition:

H perutited by the laws of the state or states in which the peoperty covered hercby is located, each party heceto awaing an

uadivided interest in the Conteact Area waives any and all cights it may have to partition and have set aside to it in severaliy its undivided
intecest theceia.

F pF cln'-l p l
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price, and alf other eras
ays altee ceceipt of tie nauce, 10 purchuse
323 10 sell; and, if this optional right is cxcrcisad, the purchay
! tions that the interest of cach bears to the total innerest of all puechasiog pac-
Eotial right to purchase in those cascs where any party wishes o maoctgage its interests, of o
¥ tet ger, seorgamination, consolidation, oc sake of all ar substaatially all of its assets to 2 subsidiary o pacent con

Area, w shall prompily give written notice 10 the othei partics, with full infocmation coacerning its proposed sale, whi
nume and address of the prospective purchaser (who must be ready, willing and able 10 purchase), dy
al the offec. The ather partics shall then have an optioaal prioc tighe, loc 2 peciod of
on the sane weems and conditioas the interest which the othee pa
ing partics shall share the purchased interest in
ties. luwever, there shall be pa’
sgrrse of i1 4

pany
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 10 creace, and shall not be construed to create, a relationship of partnership or 3n association
(oc peofit btween of among the pactics herere. Notwithstanding any provision herein that the rights and Babilities hereunder ace seveaal
and not joint or collective, or that this agreement and operations hereunder shall not constitute a parinership, i, for federat income tax
pucposcs, this agreement and the operations hereunder are cegarded as a pactncrship, cach party hereby allecied clects w e exdudad
from the apglication ol all of the provisions of Subchapter “*K**, Chapter 1, Subtike **A*", of the lateraal Revenue Code of 1934, a3 pur
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is suthorized and disecied 1o ox-
ctute on behall of each party hereby allected such evidence of this election as may be reyuired by the Sceretary of the Teeasucy of the
Uaited Sates o the Foderal luternal Revenue Seevice, induding specifically, Lut not by way of timitation, all of the returns, statemes,
and the daus required by Federal Regulitions 1.2G1. Shoutd there be any requises

rend thet zach party bieteby affeoied give lurther
evidence of this dlection, cach such party shail execute such documents and furaish such other evidence as Ay be uquilﬁ‘hy the
Federal {aternsl Reveaue Service o as may be necessary 1o evidence this election. No such party shall give any notices or take R’iy other
actioa inconistent with the clection made hiereby. Il any preseat oc (utuce incotme 1ax laws of the wate or seates in which
Atea is locawed o any futuce incoine 1ax faws of the United States contain provisiuns simitar to those in Subchapuer K™,
Subtitle **A™", of e Internal Revenue Code of 1934, uader which an election similar (o that provided by Scctivn 761 of the ]
wuued, cach party hereby affocied shall make such eleciion as may be permicted or roquiced by such laws. la making the l.ulcg

toa, each such party states that the income decived by tuch party (rom opecations hereunder can be adequately detecmioad
computation of parnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

s nut caceed _FLfteen Thousand Doblas
(IJ_S._M_____) and il the payment is in complete settlement of such claimn oc suit. If the amount tequired lor scalement ex-
cends the wbiove amound, the pacties hereca shall assume and take over the fucther haadling of the claim or suit, unless such audiocicy s
delegated 10 Operator. AN costs and expenses of handling, settling, oc otherwise discharging such claim or suit shall be 3t the joine ex-
pense of the parties panticipating in the operation from which the claim o¢ suit arises. If a claim is made against any pacty o if any pacty is
sued on wcount of any matter arising {rom operations hereunder over which such individual has no control because of the rights given

Operator by this agreenment, such party shall immediately notify all athes parties, and the claim of suit shall be weated as any other claim
o suit invalviag operations hereundes.

Operatar may scule any single uninsured third pacty damage claim oc suit arising from operations hereunder if the expendituic

ARTICLE XI.
FORCE MA JEURE

1 any party is rendered unable, whaully of in part, by focce majeure 1o carry out its obligations under this agreement, other than
the obligation 10 make money paymencs, that party shall give (o all other parties prompt written notice of the foce majoure with
ceasoaubly {ull pasticutass concerning it; theceupon, the obligations of the party giving the notice, 50 fac as they ace allected by the loce

aageuce, shuall be suspeaded ducing, but no loager than, the continuance of the focce majeure. The alfected pacty shalt use all ccasonable
diligence 10 remave the lacce majeure situation as quickly as practicable.

The ¢equicement that any {acce majeure shall be remedied with all ¢

ble dispacch shalt ot require the settkement of sieikes,
fockouts, ot othiee fabor ddficulty by the pacty involved, contrary 1o its wishes; haw alt such difficuttics shafl be handlad shall be enciely
within the discretion of the pacty concerned.

‘The term *‘force majeuce’’, as here employed, shaft mean an act of God, strike, kxkout, oc other indusirial disturbance, act of

tic public encmy, war, blockade, public riot, lightaing, fire, stocm, flood, explosivn, goveramicatal action, goverawental detay, ratennt
o ination, itability of

quip . and any other cause, whicther of the kind specifically enuncrated abuve of oticrwise, which is
ot reasonably within e coarrol of the party claiming suspension.

ARTICLE X1l
NOTICES

All nutices authacized or required between the parties and required by aay of the pravisions of tiis agreeaient, unless other wise
spectlically provided, shall be given in writing by mail or telegram, postage or charges prepaid, of by telex ot tebecopicr and addeessed 1o
the partics to whom the notice is given at the addresses listed on Exliibit ** A**. The originating natice given undet any provision heteof
shalt be decmed given only wlien received by the pacty 10 whom such natice is directed, and the rime for such pasty 1o give any notice i
cesponse thereto shall cun fcom the date the originating notice is received. The sccond or any responsive notce shall be deeried given
when deposited in the mad o with the telegeaph company, with postage or chucges prepaid, oc seat by tex ar telecopier. Eacl party
shall buve the cight 10 chuage its addeess a aay time, 9ad {rom time © time, by giviag weitten aotice thereol 10 il other parties

ARTICLE X1l
TERM OF AGREEMENT

{lus agecentent stull cemain i {ull focce and dfect as 1a the oil and gas feases aadfor oil and gas interests subject hereto for the
petad o tune sclected bcaw, peavided, hawever, 1o pacty heeeto shall ever be construad as having aay right, title oc interest o taany
ease ac il 1ad gas interest cantributed by any ather party beyand the tecm of this agreement.

0 Opuan No. 1: So long as any of the oil and gas teases subject ta this agreement remain oe are coatinued in force as to any pact
ol tie Coutract Area, whether by production, extension, renewal or otherwise.

"] O_ﬂ m No. 2: In the event the well described in Adticle VLA, oc any sgsequent well deilted uader any provision of ihis
ageeemert, c¢sults in production of oil andfor gas in paying quantitics, this agreement shall continue in focce 3o loag s any such well oc
duce, oc ace capable of production, aad for sn additional period of ___20__,_ days from cessation of all peoduction; provided,
il prior 10 the expiration ol such additional period, one oc mare of the partics hereto are engaged in drilling, rewarking, docpen -
. plugsing back, testing or attempting to complete & well or wells hereuader, this agroemend shall coatinue in force until such onera

twons have been coinglered and if production rasults therefrom, this agrsament shatl continue in 0rce 25 pru il & TiThe. L 2 prehi e
welt described in Articke VILA., or any subsequent well drilled hereunder, results i a dey hole, and na other well is produciag, n( capable
of producing oil andfor gas lrom the Contract Area, this agreement shall terminate unless drilling, decpening, plugging back d‘u work -

g OpTAIvAS 2(C T ced within 90 days {rom the date ol sbandonaent of said well.

wclls peo

howevee,

1 is agreed, however, that the tecmiaation of this agreement shall not elieve any party hereto from aay labdiy whi
accrued o attached prioe to the date of such termination.



[ -SR-S

1 23
[§)
"
3}
16
Y
18
19

A
p2s
3
1)
B
i
2
28
P

i
12
13
4
1

37

39
40
4t
42
43

43
47
44

49

3t
52
33
34
33

37
19
6l
62
63
63

67

[
70

AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Lawg, Regulatioas aad Onders: .

Tlus agreement shall be sublject 0 the consarvadon lass of the state in which the Convract Area it lacated, 1o dhve vabid cule,

regulations, and orders of any duly coastituted regulatory body of uid state; aad ta all ather spplicable lederal, state, and tocal laws, o
dinances, rules, regulations, snd ocders.

B. Gowerning Law:

This agreement and all mauers pertaining heseto, including, but not limited (o, matters of performance, nenperformance, beeach,
comedics, educes, tighs, duties and interpeetation o conttcuction, shall be governed and detecmined by the law of dve Kate in which
the (‘.onu‘ua Accr s located. Y the Coatract Acea is in twa o¢ more states, the taw of the state of
shall M?'m

|
C. Regulatory Agencies:

Nothing harein contined shall grant, or be construed to grant, Operatoc the right or authority 1o waive or relcase any rights,
privileges, or obligations which Nona Operators may have under lederal o state Laws o under rules, regulacions oc orders promulgaied

under such laws in celerence w0 oil, gas and mineral operations, induding the location, operation, or producticn of wells, oa tracts olfset-
ting or adjaceut 10 the Contract Arca.

With cespect 10 operations hereunder, Non Operators agree 0 rekease Operator from any and all osses, damages, injurics, claims
and causes of action arising out of, incident to oc resulting direcdy or indicectily from Operatoc’s iatetpeetativa ar agplication of ruks,
rulings, cogulations o veders of die Deparument of Encegy o6 predecessor o6 successor agencics 1o the extan such interpectation o ap
lcation was made in good fids, Eaclt Non Operator {urdier agrees ta reimburse Opetator for aay amoums sppdicabile w suck Non
Opetator’s share of peoduction that Operator may be required ta refund, rebate or pay as a cesult of such an incocrect interpretation of
application, wgether with interest and penakties thercon owing by Operator as 3 cesult of such incorrect unterpretation of application.

Noa Opetators authocize Opecator ta prepace and submit such documents as may be required 1o be subminad o the purchaser
ol any crude ol sold heceundee ac ta any ather pecsoa or entity purtuant wa the cequitements ol the **Crude Qil Windlait Profie Tax Act
ol 1980°", as same may be amended fam time o time (*Act™), and way valid cegulations of cules which may be istuad by thw Tecasury
Depacunent (com time o time pucsuans o said Act. Each pacty heceto agrees ta {ucnish aay and alt cectilications or uthec infacmation
which is (equited (0 be furnished by said Act in a timely manaer and in sulfcicat detail to perait cogliawe wids said Act,

ARTICLE XV,
OTHER PROVISIONS

SEE PAGES l4a, 14b, & l4c ATTACHED:
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ARTICLE XV.
OTHER PROVISIONS

The following provieions are intended to be cumulative, but in the event they conflict with the
other provigions herein, then the following provisions ehall control:

L Déggn{tion ot "holidaye*: The word *holidays® when used herein is de€ined as a legal holliday

obeerved by National Banking Associations in Midiand, Texas.

iBack-in after Payout® : Upon payout af each well drilled hereunder, an a well by well basis,
fuel Producte, Iac., Ameristate Oi{l & Gas., Inc. and Loule Maziullio. Inc. {hereinafter collectively
referred to herein ae “FPI®), shall collectively be entitled to an additional twenty-five percent (25%)
working interedt in each such well, proportionately reduced to the ninety-five percent (95¢) ianterest of
THBR/Sharp Drilling, Inc. ("TMBR®) hereunder (euch back-in being an undivided twenty-three and seventy-

€ive hundredths percent (21.75%) working interest in each such well as Payout occurs therein). 1f aay of
the parties comprising “FPI" elects not to receive its proporrionate share of euch back-in, each of the

other such parties who desire to Teceive such back-in shall be entitled to the entire back-in in such
well. Ffor the purposes of this Agreemeat, “fayout” for each well drilled hereunder, shall occur at that

point {n time at which thare ia recouped out of the productian (or other value received! which {a
attributable to the interest credited to TMBR ia Exhibit *A® hereto (after deducting therefrom all

royaltiea. overriding royalty intereeta and applicable aeversnce, production, excise and gathering taxes)

all coere incurred in drilling, completing, equipping and operating such well to the point in time thac
Payout occurs. The accounting procedure attached ae Exhibit *C* hereto shall be used {n determining

payout on each well. TMBR/Sharp Drilling. Inc. et al (collectively “TMBR*) ahall give nocificatioa to

FPI of the date said well (a) has paid ocut. Payout shall, for the purpose of this agreement, be deemed ta
have occurred at 8:00 a.m. on the day next following the date the well (@) actually pays out. Should el

elect to back-in for said additional working interest, it will thereafter share proportionately the cost

of operating, repairing and recompleting the well(s} and shall bear its proportionate pact o€ any

overriding royalty burdening the lease included within the producing unit formed for the well (s}, it being

clearly understood, however, that in no event shall FPI be liable for any drilling. coepleting,

recompleting, equipping or operating cost incurred by or for TMBR'S account prior to the time of payout
of each well.

B In the event one aor wore of the partiea hereto ahall elect as follows:
1. not to pay a delay rental;
Z. to abandon 3 leasé; of

3. not to participate in a necessary well ag defined in Article XV.N; and assigns ite interest

1n a lease. or portion thereof, to and for the benefit of the participacing parties hereco, or if some,
but not all. of the parties hereto elect £o acquire an intereat in a lease or a contract affecting a lease

pursuant to the provigions of Articlie XV.P., it ié agreed that the lande covered by the contract rights

shall no longer be subject to this agreement. In such event the lease or contract righte and the lands

covered thereby shall be deemed to be subject to an operating agreement f{dentical to this agreement
changed only to reflece the proper owners and percentages and, 1f the parties 80 desire, to designate a
new operator if the operator under thia agreement ia not a Co-owner.

C. Dispute re: Proposed Depth: If during the drilling of any well betng drilled hereunder ather than

the {nicial Well provided for ta Article VI.A., a bona fide dispute shall extet aa to whether the proposed
depth haa been reached in such well (ag for example, whether a well hae been drilled to a depth sufficient
to teet a particular sand or formation or if the well has reached the stratigraphic equivaleat of a
particular depth), the opinion of the majority in intereat, and not in numbers, of the ownera as shown
on Exhibit *A* ehall control and be binding upon all partiee. If the parties ace equally divided, the ’
opinion of the Operator will prevail.

o. RPaywment Obligations: All reantals, shut-in well paywments and minimum royalties which may be

required uander the terma of any lease ghall ne aaminietered and paid by Operator and chargyed to tha Jatat
Account except where otherwise expressly provided to the contrary ia thia agreement.

Any party may
requeat and shall be entitled to receive proper evidence of all euch payments.

Operator shall make or
cause to be made proper payment of any rentals and shut-in well payments and minimum royalties under the
foregoing proviajons.

Operator shall notify each Non-Operator of ite recommendation concerning the payment of delay

rentals or shut-in royalties under any leasees as they may fall due in writing at lease forty-five {45}

daye in advance of the day when such payment {s due. Rach Non-Operator shall have tifteen (15) days trom
the receipt af such notice to raspand to such recommendation with paymeat, and fatlure by Hon-Operactor

shall be deemed an election by Non-Operator to concur with Operator’e recommendation. Operator will be
reapansible for non-paymeant of delay rentals or shut-in rayalties only 1f ic-e acclone conetituta gross

negligence or willful aieconduct.
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€. Acquisitioa of Leasehold Intereec: Any party acquiring a new lease within the Concrace Avea shatl
furnieh the other party or parties actual copies of the lease, lesses ia acqQuiring satid tasccument
aultficient to verily the actual coneideracioa for satd ilantarest, & pla¢ or exact deecrigtion of Uiw
lucation and any other documantd percinent €o the ocher party evaluacing the acquiring parties tfiteiuut.
The son-acquiring parties shall have thirty {30} days following receipt of the aforevaid aotice s viach
to tadlcate the prelerence aa to participacion (n satd acquieicion by written responde to the --.'qu\l‘-ln:g
party dccompanied by a check covering {te share of tue acquisition.

F. Coincidentasl Operations:

1t 18 agreed by the parties hereco thac unless otherwise agread wheu say
well provided for in this Agreesenc fs drilling or testing, aetther party shall propose the deilling ot
4a additional well on the contract acreage unleas the dcilling of a well ie necessary to perpecuate the
Lease or foc some other reaaon {t 18 mutually agreed by the parties hereto that an additionai well whould
be drilled prior to the complecion of a wall on the coatract acreage.

G. Expenses Attributable to Transfers:

In the event of tranefer. sale, eacumbrance or other disposition
of incerest within the Contract Area which creates the naceasity of separace measurement of production,

the party creating tha aeceasity tor such measurament ¢hall alone bear the cosc of purchase. iascallation
and oparacion of such facilities.

H. Baokvuptcy: If, following the granting of relief under the Bankruptcy Code to auny pairty hereto as

debtor thereunder, this Agreement ahould be held to be an executory contract wichin the wmeaning of 11
U.5.C. Section 365, then the Operator, or ({f the Operator {s the debtor in bankruptcy) auy other pariy,
suhall Le entitled to a determination by debtor or any truetee for debtor within thivty (30} deys {vom cie

date an ocder for relief ia entered under this Bankruptcy Code as to the rejectioa or asaumpt iou of this

Opearating Agreemaat. In the eveat of an aasumption, Operator or said other party ashall be entitled tu

afequate sssurances av tao future parformance of debtor‘s cbiligation hereunder and the protection ot Liw
interast of all other parties.

1. [nsurance (Noa-Operacors): With the exception of minimum limite set by State and Federal regulations

Hon (perator(a) may elect not to be covered by any of Operator’s insuraance coverage provided fou the jorat
account by providing Operator with writcten notice and Cercificate of lnaurance.

J. Third Parcy Services:

Regardiess of any provieion of this Operaring Agreement oOr Lhe Accocunting
Procedure to the concravy, the Operacor may charge to the Joint Accouat for the Coutrdct Atca tue toes
and charges incurred for the outside engineers, geologists, consultanta, brokers. title curative wotk
attoineys, and othev third-party sérvicesa incurred in connecrion with leases owned hy or acquired for the

Joint Account oc¢ operations {or the benefit of the Joint Accounc,

all to be borne i1n C(he RLOPOTLIONS
wpecified on Exhibit A%,

K. Heterving ot Production;

(t a divereity of the working iatereat ownership i production from & tuage
dub)eCct to thie agreement Occurs aa & reault of operations by less than all parties purssant 1o any
provieion of thie agreemeant, it is agreed that the oil and ocher hydrocarbone produced from che well or
wella completed by the conaenting party or parties ahall be sepatacely measured Ly standard seteciy
equijanent to be properly teated perfodically for accuracy, and the eecting of a sepavace tank bactery will
Qot bhie Tetuired unless the purchaser of the productlon or governsental regulatory body having jurisdiction
will wat approve meturing (or separately aessuring production.

L. Noan-Dlscriainacion: In the performance of this Agreemeant, Operator shall not engage in any conduct
of practice which violates any law, order or regulation prohibiting discrimination against any person by
reason of his or her race, celiglon, color, sex, national origin, or age; and Operator furthec agiees 'to

comply fully with the non-discrislaacion provisions of Sectfon 202 of Executive Order No. L1246 (30 F.R.
12319}, as amended.

M. l—itor;cx of Operation: WHhenever there is wore than one proposal in connection with any wvell dubijcct
T

co (h!u aqreemanc, such propossle shall be coneidered and disposed of in the following order vr priority:

Orilling the well to ite authorized depth or attempting a completion including testing and logying
of such well at such depth shall have first priority over 3}l other operationa and proposals;
A praposal to plug back & vell shall prevail over a praposal to deegen or to sidecrack such well;
1f there fa wore than one progaosal ta plug back. the proposal to plug back to the next deepesc

prospeccive fncerval shail have priority over proposals to plug back o shallower prospectave
1atervale.

A proposeal co siderrack & well i1a arder to reach the authorized depth shall prevail over a
proposal to deepen;

A proposal co deepcea 4 well ahall have laac priaricy; aund

Pruposaly of the vawe Lype and €O the sase dopth ahiall La given pracedunce ti thie widut 10wk
they were made.

L4b
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N. lon-Consent Penalties Acplicable Necessarv Operations; I€ during the term of this agreement, a well
is required to be drilled, despened, reworked, plugged back, sidetracked, or recompleted, aor any other
opecation that may be cequited in ordec to:

(1} continue a leaze or leases in force and effect;

(2} maintain a unitized area or any portion thereof in and to any oil and/oc gas and other

intecest which may be owned by a third party or which, failing in such oparation, may ravert to
a third party;

(3} comply with an order issued by a requlatory body having jurisdiction in the premises, €ailing
in which certain rights would tecrminate;

such operation shall hereinafter be defined as a “Necessary Oparation™. Notwithstanding any other
provisions contained in this agreement to the contrary, any party electing not to participate in a

Necessary Operation which is pcroposed pursuant to Article VI.B.1. shall forfeit and aasign to the
pafticipating parties, all of i*s right, title, and interesrt in the Contract Acea except sach well in
which such pacty participated in all operations conducted thereon and the producing formation underlying

i
the procation or aspacing unit for each such well. Such forfeiting pacty’'s interast shall not be burdened
eaxcept as authorized hereunder.

Q. e t: If any party hersto shall create an overriding royalty production

payment, net procseds interest, of other similar interest, subsequent to the effsctive date of this

Agreemant, of if such intecest was creatad prior to the effective date hereof but was neithec recocded
in the county in which the Contract Area is located nor disclosed to all parties hereto at the time of

exacution hereof {any such interest created under the circumstances herein mentioned shall hereaftec be

refarred to 83 a “Subsequently Created Interest®), such Subsequently Created Interest shall be

spacifically subject to all of the terms and provisions of this Agreement, as follows:

1). 1f non-consent apecations are conducted pucsuant to any pcovision of this agreement, and

party conducting such operations becomes entitled to receive the production attributable to the

interest out of which the subsequently Created Interesc is derived, such party shall ceceaive

same free and clear of such Subsequently Created Interest. The pachy <reating same shall bear

and pay 211 such Subsequently Created Interest and shall indemnify and hold the other parties

hereto harmless from any and all liability resulting thecrefcom.

21. 1f the owner of the interest from which a Subsequently Created Intecest is darived fails

to pay, when due, its share of expenses chargeable hereunder, the lien granted the other partiea

hereto under the provisions of Acticle VII.B. or undec the appropriate state statutes shall
cover and affect the Subsequently Created Interest and the cights of the pacties shall be the

same as if the Subsequently Created Interest had not been creared.

). If the owner of the interest from which Subsequently Created Intecest {a decived (i} elects

to abandon a well under the provisions of Article VI.E. hereof, (ii] elects to surrender a lesse

{oc portion theceof] under the provisions of Acticle VIII.A. hersof, or (ilil elects not to pay
rentals attributable to its {nterasat {n any lease and thareby is requiced to assiqn the lease
or that portion or interest therein for which it elects not to pay rentals to those pactiaes

paying such rental, any assignment tesulting €rom such election shall be free and clear of the
Subsequently Created Interest.

4). Tae ownar zre.tirg such interest shall indesnify and hold the other parties harmlesz from

any claim or cause of action by the ocwner of the Subsequently Created Integesc.

P. Workover Operatjons; It is agreed that without the mutual conzent of all parties, no workovec

operations will be conducted under the provisions of Article VI 3o long as any completion in the well

proposed to be worked over is producing in paying quantities.

Q. JOA SUBORDINATE: HOTWITHSTANDING ANYTHIMG ELSE HEREIN TO THE CONTRARY, THE PROVISIONS OF THE JQINT

OPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEN THMER/SHARP

DRILLING, [HC., FUEL PRODUCTS, INC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS QF SAIO LETTER

AGREEHENT SHALL SUPERSEDE AND HAVE PRECEDENCE QVER THE PROVISIONS HEREOY .

e
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be bindiag upon and shall inuse 10 the bencfit of the pariics hereto and to their respective hairs, devisees,
fegal reprosentatives, successors and assigns.

This instrument may be executed in say number of counterparts, each of which shall be considered an original loc 3l pucposes.

IN WITNESS WHEREOF, this agreement shall be effective as of lst July

day of 19_98 .

OPERATOR

TMBR/SHARP Drilling, Inc.

NON-OPERATORS

FUEL PRODUCTS, INC. AMERISTATE OIL & GAS, INC.

s (o Sacd s %

Thomas M. Beall, President Mark K. Nearburg, President ()
LOUIS MAZZULLO, INC.

BY:
Louis J. Mazzullo, President
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ARTICLE V1.
MSCRLLANEQUS

This sgrveonemt ehall be Madag upaa sad shull lnure © the bendtit of the perder hereta and b tair reacctlve boies, devies,
gt Fyeanmativeg, sauceas and egr.
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N WITNESS WIIEREOF. this agreemeat sholl be cliectve s of L3¢ July

ayod 19 98

OPARATUR
3]
" TMBR/SHARP Drillfag. Inc.

3£
i -

NON-OPERATONS

FUEL PROOUCTS, INC. AMFRISTATE QLU & GAS. IRC.

Y
“Thosax H, Bcall, Proatdent

» & R
Hark K. Hearburg, President
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EXHIBIT “A”

Auached to and made a part of that certain Operating Agrecment dated July 1, 1998 by and between TMBR/Sharp
Drilting, lnc. as “Operator”, and Fuel Products, Inc., et al as “Non-Operatars™.

L \deatification of tands sybi i .

Section 13: SE/4, Section 24: AlL, Section 25: NW/4, Towaship 16 South, Range 35 East, Lca County,
New Mexico

Restricti if [ . )
None.

L

B fractional  Pat . o

Working Working
interest Interest
BRO. ARO*
MWSEMRP DRILLING, INC. 950000 0.712500
!
ﬁJEL PRODUCTS, INC. 022500 01115625
MARK K. NEARBURG 022500 0.1115625
LOUIS MAZZULLO, INC. 003000 0.064375
1.00000 1.00000
*Back-in afier pay-out on a well-by welt basis
v Addresscs of pagics for notice purposes:
TMBR/SHARP Drilling, lnc.
P. 0. Box 10970
Midland, Texas 79702
915-699-5050

915-699-5085 Fax

Fuel Products, Inc.

P. Q. Box 3098
Midtand, Texas 79702
915-687-0008
915-687-0000 Fax

Tax 1.D. 730951191

Ameristate Qil & Gas, Inc. Tax 1.D. 75-2398302
1211 W. Texas

Midland, Texas 79701

915-683-6679

915-683-5935 Fax

Louis Mazzullo, Inc. Tax [.D. 85-0444285
P. 0. Box 66657

Albuquerque, NM 87193-6657

V.. Schedule of Jeases:

Date: November 20, 1997
Lessor: Gladys Chambers, a widow
Lessee: Ameristate Oit & Gas, Inc.
Recorded: Volume 84S, Page 277

Discniption: Section 24: NE/4 NW/4
Township 16 South, Range 35 East,
NMPM, Lea Coaaty, New Mexico

Date: February 3, 1998

Lessor: Jones Robinson, Lid.
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 864, Page 257

Description: Section 24: SE/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



Date:
Lessor:
Lessee:
Recorded:

Descriptioa:

Date:
Lessor:

Description:

Date:
Lessor:

Rccurticd:

Description:

Date:
Lessor:

Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

Date:
Lessor:
Lessee:
Recorded:

Description:

December 2, 1997

Edmund F. Ely

Ameristate Oil & Gas, Inc.

Volume 835, Page 568

Section 24: NE/4 NE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

November 15, 1997

Laverne C. Levers

Ameristate Oil & Gas. Inc.

Volume 835, Page 570

Section 24: NE/4 NE/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

November 15, 1997

Alice Jane Sumiruld

Ameristate Oil & Gas, Inc.

Volume 835, Page 566

Section 24: S/2 NE/4, NE/4 SWA, 572 SW/4
Township 16 South, Range 35 East,

NMPM, Lea County, New Mexico

November 15, 2000

Alice lane Sumnuld

Ameristate Oil & Gas, Inc.

Volume 872, Page 490

Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4
Township 16 South, Range 35 East,

NMPM, Lea County, New Mexico

December 7, 1997

Erma Stokes Hamilton

Ameristate Oil & Gas, Inc.

Volume 827, Page 124

lnsofar only as said lease covers:
Section 13: SE/4

Section 24: NW/4 S\W/4, NWi4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

December 7, 1997

Madeline Stokes

Ameristate Oit & Gas, Inc.

Volume 827, Page 127

{asofar as said lease covers:

Section 13: SEA

Section 24: NW/4 SW/4, NW/4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico
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EXHIBIT “ € -

Altached Lo and made a part of _that certain Operating Agreement dated July 1, 1998, with

_TMBR/Sharp Drilling, Inc. as Operator and Fuel Products, Inc., et al as Non-OperaEé;é-.__—

ACCOUNTING PROCEDURE
JOINT OPERATIONS

. GENERAL PROVISIONS
1. Deflinitions

“Juint Property” shall mean the real and personal property subject to the agreement o which this Accmnting Procedure
is attached.

Jaint Operations™ shall mean all operations necessary or proper for the develapment, operation, protection and mainde-
nance of the Joint Praperty.

dainl Aceount” shall mican the account showing the charges paid and credits received in the conduct of the Juint Opera-
tivus and which ave to be shaced by the Uarties.

“Operiator” shall mean the party designaled W canduct the Joint Operations.

“Non-Opecators” shall mcan the Parties to this agreement other than the Operator.

“Partics” shall mean Qperator and Non-Operators.

“First Lovel Supervisors™ shall mean these employees whose primary function in Joint Operations is the direet supervision
af other caployees and/or contract labor directly empioyed on the Joint Property in a ficld operating capacity.
“Fechnical Faployees™ shall mean these employees having speciad and specific enginecring, gealogical or other profes

sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and prablens
far the benelit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonalile reimbursable expenses of Qperalor's employees,
“Material” shatl mean personal property, equipment ar supplies aumircd or held for use on the Joint Property.

“Cantrotfable Material” shall mean Material which at the time is so classified in the Material Classification Manunal as
mast cecently recammended by the Council of Petroleuim Accountants Societies.

!

2. Stateruent and Billings

Operatar shall bill Non-Operators on or hefore Lhe last day of each manth for their proportionate slawe of the Joint Ac-
conut Tue the preceding month. Such bills will lie accompanied by statements which identify e authurity for expendituee,
fease o facility, and all charges and credits summarized by appropriate classifications of investtent and expense exeept

that itews of Coatroltable Material and unusual charges and credits shall be separately identified anl fully desceitnd in
dutail.

4. Advances and Payments iy Non-Operators

A, Unless otherwise provided for in the ageeement, the Operatar wnay requice tie Non Opevidors (o sadvance e
shiawve of estimated cash oullay for the succeeding month's operalion within (ifteen (16) days after veceipl of (he bilt-
ing ur by the first day of the moath for which the advance is required, whichever is fater. Operator stall adjust eacle
manthly billing to rellect advances received from the Non-Operalors.

1%

Fach Non-Operator shall pay its proportion of all bills within fifteen {(15) (lays after receipt. if p.,x[)emcnl i not made
xag

wélluu such tmw \(w unpaid balance shall bear interest monthly at the prime rate in cffect at 1€%xas =
ommerce _ —.an the first day of the mouth in whicls delinquency oceurs glus 1% or the naximen
cuntract vale |lcl mitted by the applicabile usury laws in the state in which the Joint Property is located, whichever
is the fesser, plus attorney’s fees, court costs, and ather costs in conneclion with the coliectivn of unpaid winounta.

4. Adjustments

I'ayment of any such bills shiall not prejudice the right of any Non-Operator ta protest or question the correctness thereof:
prrovided, however, all bills and statements rendered to Non-Qperators by Operator during any ealendar year shall con-
clustvely be presumed ta be true and correct after twenty-four (24) months fallowing the end of any such calemdbar year,
unfess within the said twenty-four (24) month period a Non-Operator takes wrilten exception thereto and makes chain on
Opevatar (o adjustinent. No adjustinent favorable (o Operator shall be made unless it is inade within the ssine poeserilued

pericd. The provisions of this paragraph shall not prevent adjustments resulling from a pliysical inventary of Contrallable
Material as provided for in Scction V.

COPYRIGUT® 1985 by the Council of Petroleum Accountants Sociclics.

1-
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8.

Al

B.

Audits

anms‘

A Non-Ogrerator, upoa notice in writing (0 Operator and ail other Non-Operalors, shull have the right to audit
Operator’s accounts and records relating Lo the Joint Account for any calendar yeae within the twenty-four
(24) mouth period {cliowing the end of such calendar year; provided. however, the making of an audit shall not
extend the tine for the taking of written exceplion to and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or mare Non-Operators. the Non-Operators shall make
every reasunabile ¢ffort Lo conduct ¥ Joint wudit in & munner which will result in 8 miinimum of inconvenience
w (he Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this
paragraph unless agreed 1o by the Operator. The audits shal! not be conducted mure than once each yeur

without prior approval of Operator, excepl upon the resignation or removal of the Operator. und shalf be wade
at the expense of those Non-Operators approving such audit.

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

G.  Approval By Non-Operators

Wihere an approval or other agecement of the Parties or Noa-Operators is expressly required under uther sections of
this Accounting Procedure and if the agreement o which this Accounting Procedure is attuched coatains no
contrary provisions in regard thereto, Operator shall notily &ll Non-Operalors of the Operator's proposal, and the
agreement or approval of 4 majorily in interest of the Non-Operators shall be controtling on il Non-Operators.

11. DIRECT CIHARGES

Operator shall charge the Joiat Account with the {ollawing items:

1. Ecological and Eavironmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requireincuts o satis{y
enviromaeatal coasiderations applicable o the Joint Operatiuns. Such costs may include surveys of an ecological oc
archaeological nature and pollution control procedures as required by applicable laws and regulations.

2. Rentals and Rayaltles

Lease centals and royalties paid by Operator for the Joint Operations.

3. tabor

A

(]

n.

{1) Salaries and wages of Operator’s field employces directly employed on the Joit Property in the conduct of
Joint Operations.

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

{3} Sularies and wages of Tuchnical Employees direetly employed on the Joint Property if such charges are
excluded from the overhiead rates.

(4)  Sataries and wages of Technical Employces either temporarily or permanently assigned o and directly
employed in the operation of the Joint Property if such charges are exciuded {rom the overhead rates.

Operator’s cost of holiday, vacation, sickness and disability bLenefits and other customary allowances paid to
employces whose salaries and wages are chargeable o the Joint Account undec Paragraph 3A of this Section 11
Such custs under this Paragraph 38 may be charged on a “when and as paid basis™ or by “percentage assesstneat”
on the amount of salaries and wages chargeable ta the Joint Account under Paragraph 3A of this Section 11 1f
percentage assessment is used, the rate shall be based on the Operator's cost experience.
Expendiceiis or contributions made pursuant o assessmenls imposed by govermumental aathority which ore
applicable 1 Operators sosts chargeable o the Joint Account under Paragraphs 3A and 3R of tus Scction IE.

Peesonal Expenses of those employees whose salaries and wages are chargealle ta the Juint Account under
Paragraph 3A of this Section (1.

4. Employce Benelits

Ogweratoc’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nuture, apphcable to Operator’s fabor cost chargeable to the
Jatt Accuunt wader Varageaphs 3A and 318 of this Section 11 shall Le Operators uctual cast not w exceed the pecceat
st recently recommended Ly the Council of Petroleun Accountunts Sucieties.,
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Material

Material purchased or furnished by Operator for use on the Joint Properly as provided under Section 1V, Only such
Material shall be purchused for or transferred to the Joint Property as may be required for inuncdiate use and is
reasonally practical and consistent with efficient and econamical operations. The accumalation of surplus stocks shall be
avoided.

‘Ivansportation

Transportation of employees and Material necessary for the Joint Operations but subject W the following limitations:
A. I Material is moved to the Joint Property from the Operator's warehouse or other properties. no charge shall be
made (o the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
material is normilly available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

If surplus Material is moved to Operalor's warehouse or other storage poinl, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply stare where like material is normatly
availalile, or railway receiving point nesrest the Joint Property uniess agreed to by the Partics. No charge shall Le

miade to the Jaint Account for moving Material 1o other properties Lelonging o Operator, unless agreed to by the
Parties.

In the application of subparagraphs A and B above, the oplion to equalize or charge actual trucking cost is

available when the actual charge is $400 or less excluding accessoriul charges. The $400 will be adjusted 1o the
wrnount most recently recornmended by the Council of Petroleumn Accountants Sucielies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Parsgraph
10 of Section 11 and Paragraph i. ii, snd iii, of Section 111. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead

rates. The cost of professional consultant services or contract services of techinical personnet not directly engaged on the
Joint Property shall not be charged to the Joint Account unless previousty agreed to by the Parties.

Fquipment and Facilities Furnished By Operalor

A. Operator shall charge (he Juint Account for use of Operator owned equipment and {acilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of mainicnance, repairs, other operating
expense, insurance, laxes, depreciation, arhdz interest on gross investment less accumulated depreciation not Lo
exceed _ 2lght percent { %) per unnum. Such rates shall not exceed average commerciyl
rates currently prevailing in the immediate area af the Joint Praperty.

Q.

lu licu of charges in paragraph 8A sbove, Operator may elect to use average conunecrcial rates prevading ia the

immedinte area of the Joint Property less 20%. For automwtive equipment, Operator may clect s use rates
published by the Petroleum Motor Transport Asscciation.

Damaygus and Losses to Jolnt Property

AN costs or expenses necessary for the repair or replacement of Joint Property made necessary Lecause of damnages or
losses incurred by lire, flood, storm, theft, accident, or other cause, except those resulling {rom Operator’s gross

m.-gligeuu:l or willful misconduct. Operator shall furnish Non-Operator writlen notice of damages or losses incucred s
soon as prtclicable after & report thereof has been received by Operator.
[]

! .
{egal I-le‘ncnsc ’

Expense of handling. investigating and settling litigation or ctaims, discharging of liens, payment of judgements and

amouats paid for settlement of claima incurred in or resulting (rom aperations under the agreement or necessary to
protect ot recover the Joint . Property, =ve; e

parly, svargt Wit as charge for services of Operator's legat stafl or fecs or expense of
outside attarneys shall Le made uanless previously sgreed 1o by ihe Parlies. All other legal expense is considered to be
<

overed by the overhead provisions of Section 111 unless otherwise agreed o by the Parties, except as provided in Section
{, Paragraph 3.

Tuxes

Al taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
o the production therefeam, and which taxes have been paid by the Operator for the benelit of the Parties. {f the ad

valorem taxes are based in whole or in part upon separate valuations of each party's working intecest, then

notwithstanding anything w the contrary herein, charges to the Joint Account shall be wade and paid by the Partics
hierelr in accordance with the tax value generated by cach purty’s working interest.

Yy
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2
25
20
a
28

3
32
3
4
35
36
37
38
39

G4

12.

13.

u.

' (0

Net preanivms paid for insurance required ta be carried for the Joint Operations for the protection of the Parties. In the
event Jaint Operations are conducted in & state in which Operator may act as sell-insurec for Wocker's Compensation
andfor Empluyers Lisbility under the respective state’s laws, Operator may, al its election, include the risk under its sel(-
insurance program and in that event, Operator shall include a charge at Operator's cost nol o exceed manual rates.

lasurance

Abandoninent and Reclamation

Costs incurred for sbandonment of the Joint Property, including costs required by governmeatsl or ather regulatocy
authority.

Couvinunications

Cost of acquiring. leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilitics directly serving the Joint Property. In the event comemunication [acilities/systemns serving the Joint
Property are Operator owned, charges w the Joint Account shall be made as provided in Puragraph 8 of this Section [,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section Ifl und which

is of direct benefil to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

UL OVERUHEAD

QOverhead - Drilling and Producing Operations

As compensation for sdministrative, supervision, office services and warehousing costs, Operator shall charge
drilling and prodycing operations on either:

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

Unlé:s otherwise agreed o by the Parties, such charge shall Le in lieu of costs and expenses of all olfices and
salaries or wages plus applicable burdens and expensea of all personnel, except those directly chargeable under
l"aragraph JA, Section II. The cost and expense of services from outside sources in conncclion with matters of
taxation, traffic. accounling or matlers before ar involving governmental agencics shall be considered as included in

the vverhead rates provided {or in the above selected Paragraph of this Section 11 unless such cost and expease are
agreed to by the Parties as a direet charge to the Joint Account.

The sutaries. wages and Personal Expenses of Techuical Employees andfor the cost of professional consultant
services and contract services of lechaical personact directly caployed on the Joint Uraperty:

{ ) shall be covered Ly the overhead rates, or
{ X }shall not be covered Ly the overhead rates.
tii.  The salarics, wages and Personal Expenses of Technical Employees and/or costs of professiona) consultant scrvices

and contract services of technical personnel either temporarily or permanently assigned o and directly employed in
the operation of the Joint Property:

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

A.  Overhead - Fixed Rate Basis

(11 Ogperator shall chacge the .Ioint:Accounl at the fallowiny ratos oar well par month:

Drifting Well Rate § _4,300.00
(Prorated for fess than a full month)

Producing Well Rate § _450.00

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

(1} Charges for drilling wells shall begin on the date the well is spudded and terininate on the dale

the drilling rig. completion rig. or other units used in compietion of the well is released, whichever
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is laler, except that no charge shail be made during suspensian of deitling or completion opu-sdom
far {i{teen (16) or more consecutive calendar days.

2)  Chuerges for wells undergoing any type of workover or recompletion for & period of five (6)

consecutive work days or more shall be made at the driiling well rate. Such charges shali be
applied for the period from date workover operations. with rig or other units used in workover,

commence through date of rig or other unit release, except that no charge shall be made during
suspension of operations for fifteen (16) or more consecutive calendar days.

(b)  Producing Well Rates

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

(2) Each active completion in & multi-completed well in which production is not commingled down
hole shall be considered us & ane-well charge praviding each completion is considered a scparate
well by the governing regulatory authority.

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

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

(5)

Al other inactive wells (including but not limited to inactive wells covered by unit allowable, lease
allowable, transferred sliowable, ete.) shall not qualify for an overhesd charge.

(3) The well rates shall be sdjusted as of the (irst day of April each year following the effective dale of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
Petroleym and Gas Production Workers {or the last calendar year compared (o the calendar year preceding as
shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
by the United States Depariment of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as

published by Statistics Canada, as spplicable. The adjusted rates shell be the rates currently in use, plus or
ininus the computed adjustment.

B.  Overhead - Percentage Basis

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

(a) Development

— Percent { %) of the cost of development of the Jaint Property exclusive of costs
provided under Paragraph 10 of Section Il and all salvage credits.

(b} Operating

Percent (

—_— %) of the cost of operating the Jolnt Property exclusive of costs provided
under Paragraphs 2 and 10 of Section {{, all salvage credita, the value of Injected substances purchesed

for secondary recovery and sil taxes and sssessments which are levied, nssessed snd paid upon the
mineral interest in and to the Joint Property.

(2)  Application of Qverhead - Percedlage Basic shall be as {ollows:

1o the purpase of delermining charges on a percenlage basis under Puragraph 1B of this Sccticn M1
developmedi shall include all gosts in connection with drilling, redrilling, deepening, or any remedial
apecations on aay or all wells involving the use of drilling rig and crew capable of drilling 0 the producing
interval on the Joint Property; also, preliminary expenditures necessary in preparstion for drilling and
expenditures incurred in abandoning when the well is not completed at a producer, and original cost of
construction or instaliation of fixed assets, the expansion of fixed assels and any olher project clearly

discernible as a fixed asset, except Major Conatruction as defined in Paragraph 2 of this Section UL All other
costs shall be considered as operating.

Overhead - Major Construction

b compensate Operator for overhead costs incurred in the construction and installation of fixed ussets, the expunsion of
fixed assews. and any other project clearly discernible as aJ

ixed ssset required {or the developinent snd operation of the
Joint Property, Operator shall either negoliale a rate pri

r o Lhe Leginning of construction, or shall charge the Joint

.6 -
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Account for averhead Lased an the following rates {ac aay Major Canstruction profoct ln excess of §

A *

% of first $100.000 or total cost if less, plus
i *

% of costs In excess of $100,000 but less than $1.000,000, plus
C. *

% of costs in excess of $1,000,000.
kto be negotlated.

%t‘fl cost shall inean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
project shall not be Lreated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophie Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill. blowout, explosion, fire, storm, hurricane, or other catastraphes as agreed to by the Puarties, which are
necessary o restore the Joint Property o the equivalent condition thst existed prior w0 the event cuusing the

expendituces, Operator shall either negotiate a rate prior o charging the Joint Account or shall charge the Joint Accouat
for overhead based on the following rates:

A% %of wtal costs through $100,000; plus
w____* % of total costs in excesy of $100,000 but less than $1,000,000; plus
C *

% of Lotal costs in excess of $1,000,000.
*to be negotiated.

Fxpenditures subject to the overhieads abave will not be reduced Ly insursnce recoveries, and wo other ovechead
provisions of this Section [{I shall apply.

Amendment of Rates

‘The overhead rates provided for in this Seclion 111 may be amended {rom time lo time only by mutual agrcement
between the Parties hereto if, in practice, the rates are found to be insullicient or excessive.

V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISI'OSITIONS

Operator is responsitle for Joint Account Material and shall make proper and timely charges and credits for all Material
moavemnents affecting the Joint Property. Operator shall pravide all Material for use an the Joint I'roperty; however, at
Operator'y option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such disposal being made either through sale o Operator or Non-Operator, division in kind, or sale o
outsiders. Operator inay purchase, but shall be under no obligation o purchase, interest of Non-Operators in surplus condition
A or §} Material. The disposal of surplus Controllable Material not purchased Ly the Operator shall be agreed to Ly the P'artics.

Purchases

Material purchased shall be charged at the price paid by Operator afler deduction of alt discounts received. In case of

Material found to be defective or returned to vendor for any other reasons, credit shall be passed (0 the Jaint Account
when adjustment has been received by the Operatar,

Transfers and Dispositions

Materia! furnished o the Joiat Property and Material traasferved (rom the Jaial Praperty or dispased of by the Opecatar,
unless odlcrwise agreed Lo by the Parties, shall be priced on the following basis exclusive of cash discounts:

A.  New Material (Conditlan A)

(1) Tubulac Goods Other than Line Pipe

(a}  Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastera mill

published carload base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis Lo the railway receiving poinl nearest the Joint Property far 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 feomn Lorain, Olia
and casing (rom Youngatown, Ohia.

() Vor grades which are special o one mill oaly, prices shall be computed at the mill base of that mill plus

trunwpurtation cost from that mill to the ruilwuy recciving point nearest the Joint 'roperty as provided
above in Paragraph 2.A.(1)Xa). For transporiation cost {rom pointa other than Eastern mills, the 30,000
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(c)

(d

P

Special end finish tubular gouds shall be priced at the lowest published out-of-stock price, {.0.b. Houston,

Texas, plus transportation cost, using Oil Ficld Haulers Association interstate 30,000 pound ruck rate,
lo the railway receiving point nearest the Joint Property.

pound Oil Field Haulers Association interstate truck rate shall be used.

Macaceni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of stock prices

f0.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
per weight of tubing transfecred, to the railway receiving point nearest the Joint Property. '

Line Pipe

!
{@

(L)

{e)

)

Line pipe mavements (except size 24 inch OD and larger with walls ¥ inch and over) 30,000 pouads or

more shall be priced under provisions of tubular goods pricing in Paragraph A (1Xa) as provided above.
Freight charges shall be caleulated {rom Lorain, Ohio.

Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) less than 30.000
pounds shall be priced at Eastern mill published earload base prices effective as of date of shipmeat, !
plus 20 percent, plus transportation costs based on (reight rates as set forth under provisions of tubiutar
goods pricing in Paragraph A (1Xa) as provided above. Freight charges shall be calcutated from Lorain,
Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall Le priced Lol the point of !

nanufacture st current new published prices plus transporistion cost to the railway receiving point
neacest the Jaint Praperty.

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on publishied price lists shall

be priced at quoted prices plus {reight to the railway receiving point nearest the Joint Property or at
prices agreed (o by the Partles.

Other Materiat shall be priced at the curreat new price, in effect at date of movement, as listed Ly a reliable

supply store nearest the Joint Property, or point of manufacture, plus transportation costs. il applicable, Lo the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved {romn the Joint Property shall be priced st the current
uew price, in effect on dale of movement, as listed by a reliable supply store nearest the Jaiat Property, ac
poiat of manufacture, plus transportation costs, if applicable, w the reiiwsy receiving point nearcst the Joint
I'roperty. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Material {Condition B)

Material in sound and serviceable condition and suitable {or reuse without reconditioning:

1)

&)

0]

Material moved W the Joint Property

At seventy-five percent (15%) of current new price, us deterinined by Puragraph A.

Material used on and maved {rom the Jaint Property

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

{V) Al sixty-five percent {65%) of current new price, as delermined by Paragraph A, if Material was
originally charged to the Joint Account as used Material.

Material not used on and moved (ram the Joint Praperty

At seventy-five percent (15%) of current new price as determined by Paragraph A.

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

Other Used Material

()]

1
Condition C

Material which s not in seund and serviceable condition and not suitable for its origingl funclion until
aller reconditioning shall be priced at fifty percent (50%) of current new price 23 determined by

Paragraph A. Tha cost of reconditioning shall be chacged Lo the recgiving propecty, provided Condition
C vatue plus cost of reconditioning does not exceed Condition B vatue.
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Material, ¢xcluding junk( no longer suitable for its original purpose, but usable for soine olher purpose
shall Le priced on & basis commeasurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operatar without prior approval of Non-Qperators.

(@)

(2} Condition D

Casing. tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe

of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be
priced st used line pipe prices.

(b)  Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, eg.

pawer oil lines, shall be priced under normal pricing procedures for casing. tubing, o drill pipe.
Upset tubular goods shall be priced on a non upset Lasis.

{3) Condition E

Junk shall Le priced st prevailing prices. Operator may dispose of Coudition E Material under
procedures normally utilized by Operator without prior approval of Nou-Qperatoes.

D.  Obsolete Material

Material which is serviceable and usable fac its original (unction but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parlies. Such price should result in the Joint Account being charged with the vulue of the service
rendered by such Material.

E. Pricing Conditions

(1) lLoading or unloading costs may be charged to the Joint Account at the rale of twenty-five cents (25¢)

per hundred weight on all tubular goods movemenls, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shail be adjusted ss of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section 1, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the nearcst cent and

shall be the rate in effect until the first day of April next year. Such rate shall be published euch year
by the Council of Petroleum Accountants Societies.

(2)  Material involving ercction costs shall be charged at applicable percentage of the current knocked-dowa
price of new Material.

Premium Prices

Whenever Material is not readily oblainable at published o listed prices because of nationat canergencies, strikes oc other
wnusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Materiat st the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it
o the Joint Property: provided nolice in writing is furnished o Nou-Operatoes of the proposed charge prioe W bitling
Nan-Ojwecatars for such Material. Each Non-Operator shiall have the right, Ly so electing and natifying Operator within

ten duys ulter receiving notice from Operator, (0 furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warrsuty of Material Furnished By Operator

Ogperator docs not warrant the Material furnished. [n case of defective Material, credit shall not be passed to the Jaint
Account uatil adjustment has beea received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Uperator shall inaintain detailed records of Controllable Materjal.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of inleation o take inventory shall Le givea by Operator at least thirtly (30) days belare any inventory is Lo begin so that

Non-Operators may be represented when any inventory is taken. Failure of Non-Operalors Lo Le represented al an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Heconciliation and Adjustment of Inventaories

Adjustincals to the Joint Account resulting from tha raconciliation of u |;hy-ica| invenlory shull Le made within aix
1 - - - . .
wonthsifollowing the taking of the inventory. laventory adjustments shall be made by Operator W the Joint Account for
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1 uverages and shortages, but, Operator shell be held accountable only for shortages due lo lack of reasonable ditigence.
2
3 3. Speclal lnventorics .
4
6 Special invenlories may be -luken whenever there i any sale, change of interest, or change of Operatar in the Joiat
[ Uroperty. It shall be the duty of the party selling to notify all other Parties as quickly as possible afier the transfer of
1 intecest takes place. In such cases, both the seller and the purchaser shall be gaverned by such inventary. ln casca
8 involving 8 change of Operator, ail Parties shall be governed by such inventory.
9
10 4. Expense of Conducting Inventories
11 .
12 A, The expensc of conducting periodic inventories shall not be charged to the Joint Account unless agreed o by the
13 Partics.
B
16 B.  The expense of conducting special inventories shall be charged (o the Parties requesting such inventorics, excet
16 inventories required due 10 change of Operator shall be charged W the Joint Account.
\1
18
19
20
21
Q2
23
24
25
26
21
28
29
30
k1
2
3
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EXHIBIT “E" - Attached to and made a part of that certain Operating Agtee-ét;t

BY AND BETWEEN

dated July 1, 1998 by and between TMBR/Sharp Drilling, Inc.
as “Operator" and Fuel Products, Inc., et al, as
EXJLIBIT "E"
GAS BALANCING AGREEMENT (“AGREEMENT")
ATUTACHED TO AND MADE PART OF THAT CERTAIN
OFERATING AGREEMENT DATED

“Non-Operators".

. AND _

AREA,

1,

(*OPERATING AGREEMENT") RELATING TO THE

—  __COUNTY,STATEOF _____ B

DEFINITIONS

‘fhc {ollowing definitions shall apply w this Agrecment:

.01

1.02

1.03

1.05

.07

108

L.10

R

“Arm's Length Agreement® shall mean any gas sales agreement wili an umaffibawd
purchaser or any gas sales agreement with an affiliated purchaser where the safes price ad
delivery condidons under such agreement are repeesentative of prices and delivery counditions

existing under other similar agreements io the area between unaffiliated paries at the same
ume for natural gas of comparable quality and quandty.

“Balancing Area” shall mean each well subject 1o the Operating Agreement that produces Gas
or is allocated a share of Gas production. If a siagle well is completed 1w (wo or inore
producing intervals, each producing interval from which the Gas production is not
commingled in the wellbore shall be considered a separate well oc Balaucing Arca

“Full Share of Current Production” shall mcan die Percentage Interest of cach §*atty an the
Gas actually produced (rom the Balancing Area during each month.

"Gas" shall mean alt hydrocarbons produced or producible from the Balancing Area, whether
from a well classified as an oil well or gas well by the regulatory agency having jucisdicua
in such maners, which are or may be made avaitable for sale or separate disposition by the

. Partes, excluding oil, condensate and other liquids recovered by field equipment operated fo

the joint account. For the purposes of this Agreemeant, “Gas® does nat include gas used in
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost peiae 1
its sale or delivery from the Balancing Arca.

“Makeup Gas® shall mean any Gas taken by an Underproduced Party {rom the Dalancing

Area in excess of its Full Share of Current Producton, whether pursuant o Secion 3.3 or
Secdan 4.1 hereof.

“Mcl™ shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volune of gas

conained in one cubic (oot of space at a sandard pressure base and at a standard teapecature
base.

“MMUuw*" shall mean one million Bridsh Thermal Units. A British Thecoal Unit shiall wein
the quantity of heat required w raise one pound avoitdupois of pure water from 58.5 degrees

Fahrenheit 10 59.5 degrees Fahrenheit at 2 consunt pressure of 14.73 pounds per square inch
absolute.

“Operawor” shall mean the individual or entty designated under the wrins of the Operatng
Agreemnent or, in the event this Agreement is not employed in connecuon with an upetauny

agreement, the individual or entry designated as the operawor of the well(s) tucatcd w tw
Balancing Area.

“Overproduced Party” shall meany any Pany having wken a greater quantty of Gas from uic

Balancing Area than the Percentage interest of such Party in the cumulative quanuey ot it
Gas produced from the Balancing Area.

“Overproduction” shall mean the cumulative quanuty of Gas uken by a Party i cxeess of ws
Percenage lntecest in the cumulative quantty of all Gas produced from the Balancing Acca

“Pary” shalt mean those individuals or entiies subject 10 this Agreement, and theu tespecune
heirs, successors, vansferees and assigns
]
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112 “"Percentage interest” shall mean the percentage or decimal interest of each Party in the Gas

produced from the Balancing Area pursuant to the Operating Agrecmcnt covenng dic
Balarcing Arca. For the purpases of applying the Oklahoma Production Revenue Standards
Act herewo the terms "Percentage Interest”, “Proportionae Production laterest, and “Working
Interest Share of Production” shall be considered equivalent terms.
1.13  “Royalty" shall mean payments on production of Gas from the Balancing Area to all owners
of royalties, overriding royaltics, production payments oc similar inerests.

“Underproduced Party” shall mean any Party having taken a lesser quantity of Gas from the
Balancing Area than the Perceauage lnterest of such Party in the cumulative quantity of alli
Gas produced from the Balancing Area.

1.15  "Underproduction” shall mean the deficiency between the cumulative quantity of Gas ken

by a Party and its Perceatage Interest in the cumulative quantity of att Gas produced from the
Balancing Area.

1.16  “Winter Period* shall mean the months of November, December, January and February.

1. BALANCING AREA

2.1 If this Agreement covers more than onc Balancing Area, it shall be applicd as if cach
Ualancing Area were cavered by separate but identical agreements. All balancing hereunder stall be on the
basis of Gas taken from the Balancing Area measured in MMDtus.

22 1n the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject

to onc or more maximum lawful prices, any Gas not subject 10 price controls shalt be considered as produced

from a singie Balancing Area and Gas subject to each maximum lawful price caegory shall be considered
produced from-a scparate Balancing Area.

1 RIGHT OF PARTIES TO TAKE GAS

31 Each Party desiring w0 take Gas will notfy the Operator, or cause the Opcerator 10 be nouficd

of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if available)
and meter sation relating to such delivery, sufficiendy in advance for the Operator, acting with reasonable
diligence, 10 meet all nominaton and other requirements. Operawr is authorized to defiver the volumes so

nominated and confirtned (if confirmadon is required) to the gansporting pipeline in accordance with the ems
of this Agrecment.

32 Each Party shall make a reasonable, good faith effort 1o take its Full Share of Current
Pcoduction each month, w the extent that such producton is required o maiataia teases in effect, W protect
e producing capacity of 2 well or reservoir, o preserve correlative rights, or 0 mainain oil production.

33 When a Party fails for any reason to take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties o make up for Undemproduction as provided herein), the other
Parties shall be entitled to take any Gas which such Party fails to take. To the extent practcable, such Gas
shall be inade available initally to cach Underproduced Party in the proportion that its Percentage nterest in
the Balancing Area bears 1o the wia! Percentage Inwerests of all Underproduced Parties desiring 10 uke such
Gas. If all such Gas is nat taken by the Underproduced Parties, the portion nat aken shall then be made

available w the other Pantics in the proportion that their respective Perccnﬂg: Interests in the balancing Area
tear 10 the otal Percenuage Interests of such Partes.

34 All Gas aken by a Party in accordance with the provisions of this Agreement, regardless of

whether such Party is underproduced or overproduced, shall be regarded as Gas taken for its own accoumnt with
tde therew being in such uking Party.

s Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled
in any moath to take any Gas in excess of three hundred percent (300%) of its Percentage Interest of the
Balancing Area‘s then-current Maximum Monthly Avaifability; provided, however, that this limiation shall
not apply 10 the extent that it would preclude production that is required to maintain leases tn eflect, o protect

the producmg capaciy of a well or reservoir, w preserve correlative rights, of W mainain ol producuon

“Maximum Moanthly Availabiliy™ shali mean the maximum average moathly rate of production at which Gas
{
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can be delivered from the Balancing Area, 3s determined by the Operator, considering the maximum"e(ﬁcnem
well rate for each well within dic Balancing Area, dic maximurm allowable(s) set by the appropriate regulatoy
agency, mode of operation, production facility capabilities and pipeline pressures.

1.6 In the event that 2 Party fails t0 make arrangements 10 take its Full Share of Current
Production required o be produced 0 maintain leases in effect, 1o protect the producing capacity of a well or
reservoir, W preserve correlative rights, or to mainain oil production, the Operator may sell any part of such
Party’s Full Share of Curreat Production that such Party fails w0 take for the account of such Party and render
to such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression,
treating, gathering or transportation custs incurred directly in connection with the sale of such Full Share of
Current Production. In making the sale conternplated herein, the Operator shall be obligated only 10 obtain
such price and conditions of the sale as are reasonable under the circumstances and shalt not bie obligated to
share any of its markes. Any such sale by Operator under the terms hereof shail be only for such reasonable
periods of tme as are consistent with the minimum needs of the indusury under the particular circumsiances,
but in no event for a period in excess of one year. Notwithstanding the provisions of article 3.4 hereot, Gas

sold by Operator for a Party under the provisions hereof shall be deeined to be Gas taken for the accoumt of
such Panty.

4. IN-KIND BALANCING

4.1 Effective the furst day of any calendar month following at least thirty (30) days™ pitor waten

notice to the Operawr, any Underproduced Party may begin taking, in addition to its Full Shure of Cutcewnt
Production sad aay Makeup G ukit_\ suant o Section 3.3 of this Agreemeat, a shace of curcent
production determined by muld;fﬁf\g 17X péfcent (25%) of the Full Shares of Current Production of ail
Overproduced Parties by a fraction, the numerawr of which is the Percentage lnterest of such Underpeoduced
Party ’Pnd the denominator of which is the total of the Percentage Interests of all Underproduced Parues
desiring 10 take Makeup Gas. In no event will an Overproduced Party be required 10 provide more thantwenty-f
percent (25%) of its Full Share of Cusrent Production for Makeup Gas. The Operatwr will promptly wotify

all Overproduced Parties of the election of an Underproduced Party to begin taking Makeup Gas.

4.2 Nowwithstanding the provisions of Section 4.1, no Overproduced Party will be required

provide mergedranoawsbasiand: toakbp rRopd@iofeafodmaiott@t fold Brodaeicancke Makeup
Gas during the Winter Period.

4.3 Notwwithstanding anything hercin 10 the conuary no Underproduced Party which is 2 Now-
Consenting Party under the Operating Agreement and is not then entided 1 participate in any operation

regarding a Balancing Area shall be entited w take gas from said Balancing Area for which it is a Noa-
Consenting Party. .

5. STATEMENT OF GAS BALANCES

5. The Operator will maintain appropriate accounting on a monthly and cumutative basis of the
volumes of Gas that each Party is entitled to receive and the volumies of Gas actually aken or sold for cach
Party's account. Within' forty-five (45) days afier the month of production, the Operawr will furnish a
satment for such month showing (1) each Party’s Full Share of Current Production, (2) the 1ol volume of
Gas acually aken or sold for each Party's account, (3) the differcnce between the volumie tiken by cach $arw
and dat Pany’s Fuli Share of Current Production, (4) the Overproduction ar Underproduction of cach 'ary .
and () other data as recommended by the provisions of the Council of Petroleum Accountants Socicues
Uulletin No. 24, as amended or supplemented hereafier. Each Pacty taking Gas will prompily provide ws the
Operaing any dsta required by the Operator for preparation of tie sutements requised hereunder.

5.2 i€ any Party fails o provide the dau required herein for four (4) consecutive praduction
months, the Operator, or where the Operatwor has failed w0 provide dat, another Party, may audu the
production and Gas sales and wransportation volumes of the non-reporting Party 10 provide the required data
Such audit shall be conducted only afier reasonable notice and during normal business hours 10 die office of

the Pany whose records are being audited. All costs associated with such audit will be charged (o the account
of the Party failing 10 provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Party uking Gas shall pay or cause t0 be paid all production and severance axes due
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on all volumes of Gas acwually taken by such-Party.

6.2 Each Pacty shall pay or cause to be paid all Royaly due with respect 1o Royalty owners (o

whom itis accountable as if such Party were taking its Full Share of Current Production, and only its full
Share of Current Production.

6.3 in the event that any governmental authority requires that Royalty payments be made on any
other basis than that provided for in this Section 6, each Party agrees to make such Royaly payements

accordingly, commencing on the effective date required by such governmental authority, and the mediad
provided for herein shall be thereby superseded.

1. CASH SETTLEMENTS

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the termination of the Operating Agreement or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of wwelve (12)
consecutive months, any Party may give written notice calling for cash setdement of the Gas production
imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Area.

1.2 Within sixty (60) days afier the notice calling for cash setdement under Section 7.1, the
Operawr will distribute ©0 each Party a Final Gas Setdement Satement detailing the quantity of Qverproductian
owed by each Overproduced Party 10 each Underproduced Party and identifying the month w which such
Overproduction is atributed, pursuant o the methodology set out in Section 7.4.

7.3 Within sixty (60) days afier receipt of the Final Gas Setdement Statement, each Overproduced
Party will pay w each Underproduced Party entitled 0 sctlement the appropriate cash settiemient, accompanied

by appropriate accounting dewil. At the time of payment, the Overproduced Party will notify the Ogerator
of the Gas imbalance setied by the Overproduced Party’s payment.

1.4 The amount of the cash setdement will be based on the proceeds received by the
Overproduced Party under an Arm's length Agreement for the Gas taken from time to Ume by the
Ovemproduced Party in excess of the Overproduced Party's Full Share of Current Production.  Any Makeugp

Gas taken by the Underproduced Party prior w0 monctary setdement hereunder will be applied o affset
Ovemproduction chronologically in the order of accrual.

1.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Area, afier deducting
any production or severance waxes paid and any Royalty acwally paid by the Overpraduced Party w an
Underproduced Party's Royalty owner(s), w0 the extent said payments amounted 1o a discharge of said
Undecproduced Party's Royally obligation, as well as any reasonable marketng, compression, treating,
gathering or ransportation costs incurred directly in connection with the sale of the Overproduction.

1.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obained by the purchaser upon resale of residue gas and liquid or liquifiable
hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will include

proceeds received by the Overproduced Party for both the liquid hydrocarbons (inciuding liquifiable
hydrocarbons) and the residue gas attributable w the Overproduction.

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing
plant for the extracton of liquid hydrocarbons, where setdement for the gas so processed was on a basis other
than percentage of the proceeds, fae vaiues usea for calculating cash setlement will include the proceeds
received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from the Overproducuon,

less the actual reasonable costs incurred by the Overproduced Party 1o process the Overproduction and w
ransport, fractionate and handle the liquid hydrocarbons extracted therefrom prior o sale.

1.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm’s Length
Agreement, the cash setdement will be based on the weighted average price received by the Overproduced
Party fur any gas sold from tie Balancing Area under Armi's Length Agreements during the manths 10 which
such Overproductan is awributed. la the event that no sales under Arm‘s Length Agrecments were made

duritg any such month, the cash setdement for such month will be based on the spot sales prices published lar
the applicable geographic area during such month in a mutally acceptable pricing bulletin.



N : B

Exhibit "E*
Gas Balancing Agreement
Page §

1.7 Interest cormpounded at the maximum lawful rate of interest applicable 10 the Halancing Asca
will accrue for all amounts due uader Section 7.1, beginning the first day following the date payment is duc
pursuant to Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in de

proporton that their respective delays beyond the deadlines set out in Section 7.2 and 7.3 conuibuted w the
accrual of the intecest.

7.8 In licu of the cash setdement required by Section 7.3, an Overproduced Party may deliver
10 the Underproduced Party an offer 1o setde its Overproduction in-kind and at such rates, quantitics, umes
and sources as may be agreed upon by the Underproduced Party. If the Parties are unable to agree upon the
manner in which such in-kind setdement gas will be furnished within sixty (60) days afier the Overproduced
Party’s offer to sewe in kind, which period may be extended by agreement of said Partics, the Overproduced
Panty shall make a cash setiement as provided in Section 7.3 The making of an in-kind sewtement offer under

this Section 7.8 will not delay the accrual of interest on the cash setdement should the Parties fail to reach
agreement oa an in-kind setdement.

1.9 That portion of any monjes collecied by an Ovecproduced Party for Overproduction which
is subject 10 refund by orders of the Federal Energy Regulatory Commission or other govermmentat autharity
may b withheld by the Overproduced Party untl such prices are finally approved by such governmental
authority, urdess the Underproduced Party furnishes a corporate undertaking, accepuable o the Uverpraduced

Party, agrecing (o hold the Overproduced Party harmless from financial loss due 10 refund orders by such
governmental authority.

8. TESTING

Nowithstanding any pravision of this Agreement 0 the coatrary, any Pacty shall have the right, (com
time 1 titne, w produce and ke up o one hundred percent (100%) of a well's entire Gas stream w0 meet the
reasonable deliverability tesy(s) required by such Party's Gas purchaser, and the right 10 take any Makeup Gas
shall be subordinate 1o the right of any Party 10 conduct such tests; provided, however, that such tests shall

be conducted it accordance with prudent operating practices only after fifieen (i5) day's prior writen nouce
10 the Operator and shall last no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agrecment shall change or affect any Party’s obligation to pay its proportonate share
of all costs and liabilities incurced in operations on oc in connection with the Balancing Area, as its share
thereof is set forth in the Operating Agreement, irrespective of whether any Party is at any ume selling and
using Gas or whether such sales or use are in proportion o its Percentage Interest in e Balancing Arca.

10. LIQUIDS

The Parties shal share proportionately in and own all liquid hydrocarbons recovered with Gas by ficld
equipment operated for the joint account in accordance with their Percentage Interests in the Nalancing Area.

11. AUDIT RIGHTS

Notwithsanding any provision in this Agreement or any other agreement between the Paries herew,
and furdier notwithstanding any termination or cancellaton of this Agreement, for a period of two (2) vears
from the end of the calendar year in which any information 0 be furnished uader Section § oc 7 hereul 1y
supplied. any Party shall have the right 10 audit the recards of any other Party regarding quantity. wncluding
but not limited to information regarding Bru-content. Any Underproduced Party shall have the right for a
period of two (2) years from the end of the calendar year in winch any cash seidémeat is recsived pursuam
10 Section 7 0 audit the records of any Overproduced Party as to all matiers concerning values, including but
a0t limiited (o information regarding prices and disposition of Gas {rom the Balancing Area  Any such audt
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted. afuer
reasomable notice, during normal business hours in the office of the Party whose records are being audued
Each Party hereto agrees 1o mainain records as © the volumes and prices of Gas sold each month and tic
volumies of Gas used in its own operatons, along with the Royalty paid on any such Gas used by a faciyv w

is own opcratons.  The audit rights provided for in this Secdon 11 shatl be in addition w those provided o
in Section 5.2 of this Agreement.

12. | MISCELLANEOUS

|

i
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12.1  Asbetween the Parties, in the event of any conflict between the provisions of this Agreement
and the provisions of any gas sales contract, or in the event of any coaflict between the provisions of this

Agreenseat and the provisions of the Operating Agrecment, the provisions of this Agreemeat shall govera.

12.2  Each Party agrees w defend, indemnify and hold harmiess all other Parties from and against
any ard all liability for any claims, which may be asseried by any thicd party which now or hereafier stands
in a coutractual relatdonship with such indemnifying Party and which arise out of the operution of this
Agreement or any ictivides of such indemnifying Party under the provisions of this Agrecment. and ducs

further agree 10 save the other Parties harmless from all judgements or damages sustained and costs wcurtcd
in coanection therewith,

123 Except as otherwise provided in this Agreement, Operator is authorized to adminisier the
provisions of this Agreement, but shall have no liability to the other Parties for losses sustained or liability
incurted which arise out of or in connection with the performance of Operator's duties hercunder, except such
as may result from Operawr's gross negligence or willful misconduct. Operator shall not be hable 10 any

Underproduced Party for the failure of any Overproduced Party (other than Operator) 10 pay any amounts
owed pursuant (0 the terms hereof.

12.4  This Agreement shall remain in full force and effect for as long as the Operating Agrecinent
shall remain in force and effect as 1o the Balancing Area, and thereafier unil the Gas accounts between the
PParties are setded in full, and shall inure 10 the benefit of and be binding upon the Parties hereto, and their
respective licirs, successors, legal representatives and assigas, if any. The Parties hereto agree o give natice
of e existence of this Agreement 10 any successor in interest of any such Party and to provide that any such
successor shall be bound by this Agreement, and shall further make any transfer of any inlerest subject o the
Operating Agreement, or any part thereof, also subject to the terms of this Agreement.

12,5 Unless the context clearly indicates otherwise, words used in the singular include the plural,
the plural includes the singular, and the ncuter gender includes the masculine and the fenunine.
12.6  This Agrecment shall bind the Partics in accordance with the provisions hereof. and nodung

herein shall be construed or interpreted as creatng any rights in any person or entity nat a sigaawey licrewa,
or as being a stipulaton in favor of any such person or entty.

127 If contemporancously with this Agreement becoming effective, or thereafter, any Pacty
tequests that any other Panty execute an appropniate memorandum or notice of this Agreement s arder o give
turd pardes notice of record of same and submits same for execution in recordable {oru, such memotndum
or notice shall be duly executed by the Party w which such request is made and delivered prompily thereafier
0 die PPany malang the request. Upon receipt, the Party making the request shall cause the memorandunt o1
notice to be duly recorded in the appropriate real property or ather records affectng the Balancing Arca.

128 With respect 10 accounting treatment of any gas imbalances as may exist, the parties agree
10 use the “cumnulative method® {as defined in lncome Tax Regulaton §1.761-2 (d) (4)] of accounting o

federal income ax purposes. The “entilements method” shall not be used for reporting gas sales from dic
propertics subject herewo.

1. ASSIGNMENT AND RIGITTS UPON ASSIGNMENT

13.1  Subject 10 the provisions of Section 13.2 hereof, and nowwithstanding anything o s

Agreement ot in the Operating Agreement (o the contrary, if any Party assigns (including any sale. exchauge
or otier vansfer) any of its working interest in the Balancing Area when such Party is an Underproduced wr
Crvanprzisesd Fanty, the assignment o other act of transfer shall, insofar as the Parties hecetwo are conzezaed,
include all interest of the assigning or transferring Party in the Gas, all rights W receive or abligations
provide or take Makeup Gas and all rights w receive or obligations 0 make any monctary payment which uay
ulu'matfly be due hereunder, as applicable. Operator and cach of the other Partics hereto shall tierealice teat
the assignment accordingly, and the assigning or tansferring Party shall look solely 10 its assignee or otier
uansferee for any interest in the Gas or monetary payment that such Party may have or o which it way be
entitled, and shall cause its assignec or other wansleree o assume its obligadons hereunder

l].?» The provisions of this Section 13 shall not be applicable in the event any Pany morgages us
tetest o disposes of its interest by merger, reorganization, consolidation or sale of substnuaily all ot 1s

assels wa mhstdlury Of parent company, of o any company in which any parent o subsidiary ot such Farn
owns a majority of Wi swock of such company.
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Prolucer's $8-Producer’s Revised 1934 New Mexico Form 3429, Paid—up

OIL & GAS LEASE

THIS AGREEMENT made thias 27th day of Macch, 2001 betwoen Hadeline Stokes, dealing with her sole and separste
property, whose address i3 P. O. Box 1115, Ozona, Texes 76941 heceln called le¢asor (whethec one or mocel and J
D. Huftf, P. O. Box 705, Mineola, Texas 75773, leasece;

1. Les3sog, in conaideration of TEN AND OTHER DOLLARS in hand paid, receipt of which i3 herc acknowledged, and
of the royaities herein provided and of the agresements of the lessee harein concained, hereby grants, leases and
lets axclusively unto lessee for the purpoae of inveatigsting, exploring, prospecting, drilling, and operating foc
and producing oll snd gaa, injecting gas, waters, othes fluids, and air into suhyucface atrata, laying pipelines,
storing oil, building tanks, roadways, teleplione lines, aod other structures and things thereon to produce, save,

take care of, treat, proceas, store and transport said mlnersls, the following described land in Lea County, New
Mexico, to-wit:

Tounship 16 Sauth, Range 35 Bast, N.M.B.M.
Section 13: SE/¢

Section 23: SE/4

Section 24: WN/ASW/ 4, WN/ANE/4

Section 25: NW/4

Section 26: NE/4

Said land i3 estimsted to comprise 720.00 acres, whether 1t actuslly comprises moce or leas.

»
ol
2. WQ the other provisions hezrein contained, this leasa shall remain in force for & term of_thres (1)
yeacs fr 7, 2001 (called *primary term”} and as loag thereafter as oll or gas is produced from said land ox

trom land with swhich said land is pooled.

3. The royalties to be paid by lesses are: {4} on oil, and othexr liquid hydrocarbons saved at the well, thzee-
sixteeanths (I/16ths) of that produced and saved from aaid land, same to be delivered at the wells or to the credit
of lessor in the pipeline to which the wella may be connected: (b) on gas, including casinghesd gas or other gaseous
substance produced fcom sald land and used off ths premises or used in the macmfacture of gasoline oxr other
producta, the market vilus at the well of three-sixteenths (3/16tha) of the gas used, provided that on ges 30ld on
or off the pramisas, the royaltiss shall be three-sixteenths (3/16tha) of the amcunt rcalized from such sale; (¢)
and at any time when this lease i3 not validated by other provisions hereof and there is a gas axi/or condensate
wull on said land, or land pooled therewith, but gas or condensete is not belng 3o sold or used and such well is
shut in, either before or after producrion therefrom, then on or before 90 days after aaid well is shut in, and
thereattas at annual intervals, lessce may pay oc tender an advance shut-in royalty equal to $1.00 per net acre of
lessor’s gas acreage then held under thia lease by the perty making such payment or tender, and so long as said
shut-in royalty is paid or tendered, this lease shall not temminate and it shall be considered under all clauses
hereof that gas ia being produced from the lecased premises in paying quantities. Each such payment shall be paid
or tendered to the party or partiea who at the time of such paysent would be entitled to receive the rayalties which
would be paid under this leaso if the well were in fact producing. The payment or tender of royalties and shut-in
roydlties may be made by check or draft. Any timely payment or tender of shut-in royalty shich is made in a bous
tide attespt to make proper payment, but which is erroneous in whole or in patt as to partles or smounts, shail
Qevectheless be sufficient to preveant tammination of this lease in the same mauner as thutgh 4 proper payment hed
been made {f lessece shall correct such error within 30 daya after lessee has received written notice thesreof by
certified mail from the party or parties entitled Lo receive payment together with such written instruments ({or
cectified coples thereof} as are necessary to enable lessee to make proper payment. The asount realized from the
3ale of gas oa or off the premizes shall be the price established by the gas sales contract entered into in gomi
faith by lessce and gas purchesec for such teom and under such couditions as are customary in the industry. =Price”
shall mean the net amount reéceived by lesace sfter glving effect to applicable regulatory orders and aftec
applicstlion of any applicable price adjustmenta specified iu such coatract or requlatory atders. #Fn—the—ewvent
e N ik detrve

oy e o vy chrgusy AT OYOTI T 1 % or i
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4. This is a paid~up lease and leasee shall pot be obligated during the primary temm hereof to commence oc
continue any Operations of whatsoever character or to make any payments hereunder in order to maintain thia lease
in force during the primiry term; however, thia provision is not intended ta celieve lesisee of the gbligation to
pay royalties on actual production pursudnt to the provisions af Paregraph ) hercof.

5. Lessee i3 hereby granted the right and power, from time to time, to pool or coambine this lease, the tand
covered by it or any part or harizan thereaf with any other land, leases, minersl eatates or parts thereof for the
production of 0il or gas. Unita pooled hereunder shall not exceed the standard proration unit fixed by law or by
the 0Ll Conservation Division of the Energy and Minerals Depactment of the State of dew Mexico os by any other
lawful authority for the pool or area in which said land is sftuated, plus & tolerance aof ten percent. Leoiseca shall
file written unit designations in the county in which the premises are located and such units may be designated from
tims to time and sither before or aftsr the completion of wella. Drilling operations on or production from any part
of any such unit shall be considesed for all purposes, except the paywent of royalty, a3 operations conducted upon
or production from the land described im this leass. There sliall be allocated to the land cavered by this lease
included in any such unit that portion of the total production of pooled minerals from wells in the unit, after
deducting any used in lease or unit operations, which the net oil or geaa acreage in the land covered by this lease
jucluded in the unit bears to the total nuaber of surface acres inm the unit. The production 3o allocated shall be
considered for all purposes, lacliding the payment or delivery of royalty, to be the entire production of pooled
minerals from the portion of aaid land cavecwd hereby and included in said unit {n the same manner as though
produced from aaid land under the tems of this lease. Any pacled unit designated by lessee, as provided hareia,
may be dissolved by lessee by recordilg an appropriace instrument in the County where the land ia aitusted at any
time sfter the completion of a dry hole ar the cessation of production om said uait.

6. If at the expiration of the primary term there is no well upon 3eid land cepable of producing oil or gas, but
lesses has commsnced operations fox drllling or rewocking thegscu, thia lease shwll remain iao force so long as
opesations are prosecuted with no cessation of mere than €0 consscutive days, shethes auch opercatious be on the same
woll or on & different or saditicoal well ocr wella, awd Lf they reault in the production of oll or gaa, sa loug
theoreatter as 0il or gas ia producedt from aald land. If, ufter the explratiou of the primary term, all wella upon
said land should bucome incapable of producing for auy cause, this luase shall not terminate if lessee cosmences
opecrations for additionel dxilling or for rewurking within 60 days thereafter. If any drilling, additional
drilllng, of teworking operations hereunder result in production, then this lease 3hall cemain in full foxce so luag
thegeafter as oll or gas is praduced hegreundar.

7. Lessee shall have fres use of oil, gas arnd water from seid land, except water from leasoc's wells and tanka,
for all operations hereunder, and the royalry shiall be computed after deducting any 20 used. Leases slicll have the
£ight «f any time during or after the expiration of this lease to remove all property and fixtuces pluced by leavec
on said land, including the right to draw and remove all casing. When required by lessor, leasee will bury all pipe
lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 fE.)
of any residence or bamn now on 3aid land without lessor's conseut. Lessoc shall have the privilege, at hia riask
and cxpense, of uslng g43 from aay gas well on said lend for atoves and inside lights ia the principal dwelling
therecn, out of any surplua gaa not needed for opecatious hereundex.

8. The sights of either party hereunder may be assigued in whole or in part and the provisiocas heroof shal
extend to their helrs, executors, administrators, successoca and assigns; but no change in the ownership of the 1




or ln the owmerahip of, or rights to receive, royalties or shut-in royalties, howwver accomplished shall operate
to sularge the obligations or diminish the righta of lessca; and no such change or divislon shall be binding upon
lessee tor any pucpase until 30 days after lesses has been furnished by certitied mail at luwece's principal place
of business with acoeptable instruments ox certified coples thereof constituting the chaln of title froam the
original leasor. 1f any such change in owmership ocaura through the death of the owner, lessco may, at its option,
Pay oc tender any royalties or ahut-in roysities in the name of the deceszed or to lils estate or to his helzs,
exvcutor ac administrator until auch time ss lessee has been furnishied with evidence satlafactory to leeses as to
the porscns entitled to such sumy. An assignaent of this lease lu whole or in pact shall, to the extent of such
asslgnment, relieve and dischazge lesseec of auy obligations hereundes and, if lesace or assignes of parct of pasts
hareof shall fail or make default in the payment of the proparticnate part of soyalty or shut-in foyalty dus from
such leisee or assignes or fall to comply with any of the provisions of this lease, such default shall not affect
this lease insofar a3 it covers a part of said lands upou shich leases or aay sasignes thereof ahall propesly casply
or make such payments.

3. Should lessss be prevented from complying with any sxpreaa or implied covenant of thia lease, or from
oonducting drilling or rewocking operations hereunder, or from producing oll or gas hereunder by reason of scarcity
or losbility to obtain or use equipment or material, or by operation of force majeurs, or by sny Federsal or state
law or any axder, fule or regulation of govermmental authority, then while 30 prevented, lessee's duty shall be
suspended, and lessce shall not be liable for failure to comply therewith; and this leasea shall be extended whilae
and so long as lessec {a prevented by sny such csuse from conducting drilling oc reworking operations or from
producing oil or gas hereunder; and the time while lessee is 30 prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10. Lessor herehy warrzants and agrees to defend the title to sald land and agrees that lessee at is option may
discharge any tax, mortgage or other lien upon sald land, and in the event leasee does 80 it shall be subrogeted
to such Llul with the right to enforoe same and to apply royalties and shut-in royaltiea payable hereundecr towerd
--clutytnq pame. Without impairment of lessee's rights under the wacranty, if this lease covers a less intereat
in the oil and gea in all or any part of said land than the entirxe and undivided fea simple estate (whethar lessoc's
interest ia herein specified or not) then the rayaltiesa, ahut-in royalty, and other paymeats, iAf any, accruing from
any part a3 to which thias lease covers less than such full intereat, shall ba paid only in the proportion which the
interest therein, if any, covered by this lease, beacs to the shole and undivided fee simple eatate therein. Should
any one or more of the parties namad above a3 Ltessors fail to execute this lease, it shall nevertheless be binding
upon the pasty or parties executing the asame.

11. Leasee, its or hia successors, hoira and asslgns, shall have the right at any time to surrender this lease,
in whole or in part, to lessor or his heirs, succeasors, and essigns by delivering or mailing a relesse thereof to
the lessor, or by plscing & release thereof of recomd in the oounty in shich said land is situsted; thereupon lesses
shall be relieved from all cobligations, expressed or implied, of this agrecement a3 to acreage 30 surrendeged, and
thereafter the shut-in royalty payable hersunder shall be reduced in the proportion that the acresge covered hessby
is reduced by sald release or releases.

ADDITIONAL PROVISIONS

1. Nowithstading sything cantaned bereia ta the contrary, st the and of the primary term, this kease will Laninale ae 1o all s3id lande nt thon inchuded i o alloced
o » spaciag or praration wnit sl d Lo 2 producing well (which shall include sbt-is wells) unja

)l han drillod, decpencd rked or leted a well an said tande above deacribed or an lands povlod therowith aod within ane huadrad cighty (190) deys
mwﬂuwiﬁ-wmwﬂdnﬂwﬂ-smddnﬂu“wpluwdmm-nctym«:

b) At tho sxpiratian of the primary term, Lesaox is angaged i drilling, decpaning, rewarking ar letian operations an said Lads or ax lands poclad therewith;
vecompl

andlhud.l 2 cunt drillng p herehy ions for the drilling of 2 cew well, or the decpen cka htion of e existang wall,
J within ane b cﬂiy(lﬂ)hpd«hhﬂumdo) hmmimwmythm(u)hmhlmcphm;dnywddnlld.
,mlmkdcw“uwbhmdhmm Far th dau™ shall be the date of the filing of the potantial

mwmhwmd-ﬁmhﬂgm(aMG ilvdluphwd-z&yhuk &ewwhhh‘dﬂuhm
sepast with the appeapriats go yhaving i

13 mlansmumdm‘nm&dngmhlenumamdmum chudod ia 2 spaciog or proratian unit all “‘npndn'ng
well (which ehall ichude skist -1 wells) undar special field rules dgatad by the spprap l sutharity baving junediclian, o the lime of tamisatian; o, i the
mdwwmw.hw&m-ypm“lhﬂdmﬂw\ﬂl(MMudu&Miwdh)MhMmu-ﬂu
atolaranoe of 10%, for a spacing or prarstion uail, and each oil well (which shafl ichde shut-in walls) shall be allocsted 80 acres phus & tolarence of 10%, for & spacing ar
pearation wmit. Each such paciag ar prration unit shall be as nearly as practicable in the shape of 3 aquare or rectangle surounding such wll

4. Notwithstanding such terminstion, Lesaco shall have a continuing right of way and casement on, aver and
acroas all the land cavered hercby for the construction, use, maintenance, replacement, or removal of pipelines,
roads, telaphone lines, electric lines, tank aud ather facilities for its operdtions hereunder on land remalaing
covered by this lease following such terminatioca.

15. This oil and gas leass is suboxdinate ta that certain “Prior Lease” dated Auguat 25, 1997, effective December
1. 1997, cecopded in Book 827, page 127, Lea County Records, as amended by inatrument dated + 2000,
recosded im Book ¢ page + Lea County Recorda, but only to the extent that said Prlor Lease 1s currently
& valid and subststing oll and gas lease. Notwithatanding any other provisiona of this oil «nd gas leass, the end
of the primary term hereof shall be extended uatil the third (3'') anuiversacy dete of thia oil and gas lcase next
following expiratica of the coatinuous development provision contained in sdded Paragraph No. 12 on Exhibit “A~
attachcd ta the Prior Lease, provided that i{u no event shall the primary tergm hereof expire later than the 20
anniversary date of thiis oil and ges lease. Execution of this oll and gaus lcawss by Leasor shall never be construet
43 & ratification or revivor of the Prior Leaaes. Lessor apecifically agrees not to enter iuto any sgreesent of any
form that would extend or continue the primary temm or the coatiouous development provisioa of the Prior Lease, ox
modify any of the existing provisions of the Prior Lease.

Executed the day and year firat above writtea.

- —

, z!d gl:l e 4 ‘? . A "{") /ual

Madeline Stokes Ssl
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

coumTY or Qreb: ¥

This instrument was acknowledged before me oa Aoc " 2001, by Madeline
Stokes . .
——araoosanaan s Pt
Motary Public, State of Trxazs

My Commission EBxpirea: (1] _¢2--
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Producec®s 88-Producer's Revised 1994 New Mexico Form 142P, Faid-up

OIL & GAI LEASE

THIS AGREZEMENT made this 27th day of Macch, 2001 between Erma Hamilton, dealing with her sole and
whose aidress is P. O. Box 1470, Big_

to 1 arate property,
ng, Texas 79728 herein called leasor (whether one oc more} and James D.
3, leasee;

1. Lessor, in consideration of TEN AND OTHER DOLLARS {n hand paid, recelpt of which ia here acknowledged, and
of the royalties herein provided and of the «greements of the lessse herein contained, hereby grants, leases ad
lets excluaively unto lessee for the purpose of investigating, explaoring, prospecting, drilling, and operating for
and pcoducing oil and gas, injecting gas, waters, other fluids, aud air into subsucrface strata, laying plpelines,
storing oil, bullding tanks, roadways, telephone lines, and other atructures and things thereon to produce, save,

take care of, treat, procesa, store and transport said minerals, the following described land in Lea County, New
Mexico, to-wit:

Townahip 16 South, Range 35 Baat, N.M.P.M.
Seotion 13: SE/4

Seation 23: SE/4

Section 241 N/4SM/4, MN/4NE/ 4

Section 25: MNW/4

Section 261 NE/4

Said land i\s astimuted to comprise 720.00 acces, whether it actually compriszes more or less.

wal &
2. mj;ct o the other provisions herein contalned, this lease shall remain in force for a term of three i3)
yeacs from 7%, 2001 (called "primary term®) and a3 loag thereafter as oil or gas is produced from said land or

from land with which said land is pooled.

3. The royslties to be paid by lessece ace: (a) om oll, and other liquid hydrocarbons saved at the well, three-
aixteenths {3/16tha) of that produced and saved from ssid land, same to be delivared at the wells or to the credit
of lessor iln the pipeline to which the wells may be connected; (b} ca gas, including casinghead gas or other guseous
substance produced from said land and used off the premises or used in the manufacture of gasoline or other
producta, the market value at the well of three-aixteenths (3/16tha) of the gas used, provided that on gas sold on
or aff the premisea, the royalties shall be three-sixteenths {3/16ths) of the amount zealized from such sale; (ci
and at any time when this lease i3 not validated by other provisions hereof and there is a gas and/or condensate
well on said lamd, or land pooled therewith, but gas or condensate is not being 30 sold or used and such well js
shut in, either before or after production therefrom, thean on or before 90 days after said well i3 shut in, and
thereaftar at annual intervals, leasece may pay or tendec an advance shut-in royalty equal to 31.00 per net acre ot
lossac's gas acreage then held under this lease by the party making auch payment or tender, and so long aa said
shut-in royalty is paid or tendeced, this lesese shall not terminate and it shall be considered under all clauses
hereof that gss is being produced from the leaasd premises in paying quantitica. Each such payment ahall be paid
or tenderud to the party or parties who at the time of such payment would be entitled to receive the royalties shich
would be paid under this lease if the well wers in fact producing. The payment or tender of royalties and shut-in
royalties may be made by check or draft. Any timely payment or tender of shut-in royalty which i3 mede ia « bLone
fide attompt to make proper payment, but which is erronecus in whole or in part as to patties or amounts, shall
nevertheless be aufficieut to preveut termination of this lease in the same manner a3 though & proper payment had
bucu made Lf leasce shall cocrect such ecror within 30 days after lessee has received writtea notice thereof Ly
cectified mall from the paxty or partiea entitled to receive payment together with such writtea instruments (or
cectified copies thereof) a3 are necesaary to enable lessee to mike proper payment. The amount realized from the
3ale of ges on or off the premises shall be the price established by the gas sales contract euntered into in good
fuith by lessee and ges purchaser for such term and under such conditions as are austomary in the Industry. “Price”
shall mecsn the net amount received by lesses after glving effect to spplicable regulatory orders and aftes
application of any applicable price adjustments specified in auch contract or reqgulatory ordery. Fea—the—evant

resses,—trests,—purifies,—or dehydrates such gaa (viethar ot or off the-ieased-premiseay—or-tranaporta

ges—off-the leased premises, -leasee in computing-royaity heresunder may deduct from—euwi-—pricve a-reasonable charge
for—cach-of-wudh—tuncticas-pesformed .2 i)

4. This i3 a paid-up lease and lessee shall not be obligsted during the primary term hercof to commence or
continue any operations of whatacever character or to make any paywents hereunder in orxder to maintain this leaas
in force during the primazy tecm; however, this provision i3 not intended to selieve lessee of the obligation to
pay royalties on actual production pursuaat to the pravisions of Paragraph 3 hereof.

5. Lessee i3 hereby granted the right and power, from time to time, to pool or combine this lease, the land
covered by it or any part orf horizon thereof with any other land, leasea, minecal eatates or parts thereof for the
production of oil or gas. Units pooled hersunder shall oot exceed the standard proratioa wunit fixed by law or Ly
the Gil Conservation Division of the Energy and Minerals Department of the dtate of New Mexico or by any other
lawful authority for the pool or area in which s«id land is situated, plus & tolerance of ten percent. Lessee 3haell
file written unit designations in the county in which the premises are located snd such unita may be designatad trom
time to vime and either before or after the completion of wells. Drilling operstions on oc productioan from any pact
of any such unit shsall be considered for all purposes, except the payment of royalty, as operations conducted upon
or production froa the land described in this lease. There shall be allocated to the land covered by this leasas
included in any such unit that portion of the total production of pooled minerals from wells in the unit, after
deducting any used in lease or unit operations, which the net oll or gas acreage in the land coversd by this lesse
included in the unit bears to the total number of aurface acres in the unit. The production so allocated shall be
considered for all purposes, including the peymeat or delivery of royalty, to be the entire production of pooled
minecals from the portion of said land covered hereby and included in said unit in the same manner a3 though
produced from said leand undec the terms of this lease. Any pooled unit designated by lessee, &3 provided hexein,
may be dissolved by lessee by xecording an appropriats instrument in the County whege the land i3 situsted at any
time ufter the campletion of a dry hole or the ceasation of production on zaid unit.

6. If at the expiratica of the primary term there 1a no well upon said land capable of producing oi) or gas, buc
lesses has commenced operations for drilling or reworking thereoa, this lease shall remain in force 3o long as
opezaciony are proseaited with no cessation of more than 60 consecutive days, whether such operationa be on the 3sme
well oc on a diffecent or additlacal well or wells, and {f they reault ia the production of oil ar ges, sa lang
thuceaftec a3 oil or gas ls produced from said land. 1f, aftecr the expiration of the prisary terw, all wells upon
aaid land should becomu iacapable of producing for any cause, this lease shall not terminate 1€ lessco commonces
operations tor additional drilling or for reworking within 60 days Lherwatter. 1€ any dcilling, siditional
drilllng, or reworking operations hiereunder result in production, then this lease shall resain in full force so lung
theceattec 48 oil or gas i3 produced hereunder.

7. Lessee shall have free use of ail, gas and water from sald land, except water from lessor's wells and tanks,
for all operations hereunder, and the royalty shall be computed after deducting any 30 used. Lessce shall have the
right at any time during or after the expiratioca of this lease to remove all propecty snd {ixtures placed by lessce
on said land, locluding the right to draw and remove all casing. When required by lessor, lessce will bury all pipe
lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two lundred feet (200 ft.)
of any residence or bawm now on 3aid land without lessor‘s consent. Leszor shall have the privilege, at hia riak
and expensze, of using gas from any gas well on aaid land for atoves and inside lighta in the principal dwelling
thereon, our of any surplus gas not needod for opegations hereunder.

€. The rights of either party hereunder may be assigned in whole or io part and the proviaions hereof shall
extend £0 their heirs, executors, adminiatrators, successors ard assigna; but no change in the ownaership of the land
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or {n the ownerabip of, or rights to receive, royaltiea or shut-in royalties, hawever accomplished shall operate
to walarge the obligations or diminiali the rights of lessece; and no such change ot division azhall be binding upon
lesace for any purpose until 30 days after lessee has been furnished by certified mail at lessee’s principal place
of business with acceptable instrumenta or certified copies thereaf constituting the chain of title from the
originel leasor. If any such change iu owmecshlp ocoura thcough the death of thic owner, lessee may, at its optiou,
pay or tewder any royaltles or slwt-in royalties ln the nums of the decoasel or to his eatate or to bia helcs,
udcculor or edmiufstrator wntil such time as lesses has been furnlshed with evideuco satisfactury to lesaes os to
the parsous entitled to such suma. An sssignment of this leaze la whole or in pact shall, ¢o the extent af such
asslgument, relieve and diacharge lessee of any vbligations hereunder amd, if le3jseo or aasignee of pact or parts
hesoof shall fail or make defsult {in the payment of the proportionate part of royalty or abut-in xoyalty due from
such lesses or asaignee or fall to cosply with any of the pravisions of this lease, such default shall not affect

this leass insofar aa it covers a part of said landa upon which leasee oz any asaignee thereof shall propexly comsply
of make such payments.

9. Should lesszes be prevented from complying with any express or implied covenant of this lease, or from
conducting drilling or rewosking operations hereunder, or from producing oil or gas hereunder by reason of scarcity
or inablility to obtain or use equipmant or material, or hy operation of force majture, of by any Federal or atate
law or any order, rule or regulation of govesnmental suthority, them while 3o prevented, losasee‘s duty shall be
suspended, and lessee shall not be liable for failure to coamply therewith; and thia lease shall be extended while
and 3o long &3 leysce i3 prevented by any such cause from conducting drilling ot reworking operaticas or from
producing oil or gea hereunder; and the time while leasee {3 30 prevented shall not he counted againat lesaeq,
anything ilu thia lease to the contrary notwithatanding.

10. Lessor herehy warrants and agrees to deferd tha title to sald land end agrees that lessee at is option may
discharge any tax, mostgage or other lien upon saild land, «nd in the event lesaee does 30 it shall be subrogated
to such llcn with the right to enfosce same and to apply royaltiea and shut-in royalties payable herecunder toward
nu:htytng.,m Mithout i{mpaizment of lessee's crights under the wagranty, if this ledse covera a leas intereat
ia the oll and gas in all or any parC of said land thaa the entire and undivided fee slsple estate (whether lesaoc‘'s
intereat 13 herein specified or not) then the royalties, shut-in royalty, and other payments, 1f any, accruing from
any part as to which this lease covers leas than such full inteceat, aball be paid only in the proportioa which the
intsreat therein, if any, coversd by this leeae, bears to the shole and undivided fee asimple estate therein. Should
any one o more of the parties named above ae 1e¢330r3 fail to execute this lease, it shall nevertheless bs binding
upon the party or parties executing the same.

11, Lessee, its or his asuccessors, hairs and asaigna, shall have the right at any time to surrender this leasae,
in whole or in part, to lessor or his heirs, successors, snd asaigns by delivering or malling a releoase thereof to
the leasog, or by placing & release thereof of record in the county in which said land is situated; thereupon lecssee
shall be relieved from all obligations, expreszed or impllied, of this agreement as to acreage ao surreadered, and
thereafter the shut-in royalty paysble hersunder shall be reduced in the proportion that the screage covered heseby
is reduced by said release or relcases.

ADDITIONAL PROVISIONS

[ 3 Notwithslandng anythng oot sined herem o the conirary, sl the end of the primary Lxm, this lease will tausnate 4z 10 all wid lands nat than Bicluded in or alloctad
0 a paciag of prarsiian unit aliocuod 10 2 producing well (which shalt mclude dit-in wells) unlom:

8) Lowsos has dnilled, deepaned, rewarked ar mpldted s well an e2id Lands shove desaribed ar an Lands poolod therewith aad within ane bundred agdy (180) days
priar to the expicatian of the prinyary tam, camplaied said well 23 & produce of uil md/us gas, or plugged said wel as s dry hole, ar

b) At the expiration of the primary tam, Lesace is engaged in drilling, docpaning, rewarking ar recompldlian aperatians an said lands or an Jaods paoled therewith;

and thareafier Losace acanla diilling program wh sans for the drilling of a new well, ar the dogpens Letion of m edsting wedl,
cad within ane buadr ‘-ﬁly(lm)dayldlaﬂulllamwd'(l)hwumdhwwymu(u)ﬂumhﬂm«ph“pgnf-ykﬂdnllal.

d od, pewarked o kted acroes or sub 9 Wwibe capicstion of the primary tarm. Far the purp " dualf be the date of the filing of the pataial

ldﬂpaihlﬁhwqxﬂc,. | austh Iu\ﬂ(, wdiction, if s prod ar, flwdluphgda-ukyhok,du “plugging” shall be the dute of filing the pluggiag

repan with the appeop g | suchont Invn; dicts

13 When Lemer ceancs said contirious drilling program, this leass dhall teminate a3 1o all acreage nat then inciuded in 2 spacing or proraticn unit alfocited to 2 producing

well (which shall include shut-a wells) wnder pocial ficld cules promulgaed by the sppropriate go { ;aghority having junsdian, o the time of tamisdian; or, i the

slsance of special fiekd rules etablished in the fiekd for which any given well ia located, then each gas well (which shall inchude th-in wells) dhall be altocated 320 scres plua
a lolamce of 10%, for 8 paciog ar praration unit, aad cach ol well (which shall nchude shit-in wells) sball be allocated 80 acres plus a tolarance of 10%, for a spacmg or
prarsion wnik. Eack sich spacny or proration ung el be s nearly as praciicable in the shape of 2 squars & 1ot aoyle sunoundiog such well.

14. Notwithatanding such termination, Lesses shall have a continuing right of way and easement on, over and
across all the land covered heseby for the coastruction, use, maintenance, replacement, or removal of pipelines,
xcads, telephone lines, electric lipes, tenk and other facilities for ita operationa hereundec on land remaining
covered Dy this lease following such terminatioa.

15. This oil and gas lease i3 subaxdinate to that certain “Brior Leass” dated August 25, 1997, effective December
T, 1991, tecorded in Baok 827, page 124, Lea County Recorda, as amended by inatrumsat dated « 2000,
recorded in Book : page , Lea County Records, but anly ta the extent that aaid Prior Lesase i3 currenmtly
a valid and subaisting oil end gas lease. Notwithatanding any other provisiona of this oll and gaa lease, the end
of the primary term hereof shall be extended until the third (3°'} anniversary dete of this all and gas lease next
following expiration of the coatinuous developmeat provision contained in sdded Puragreph No. 12 on Exhibit “A%
attached to the Prior Lease, provided that Lo no event shall the primery term hereot expire later thaa the 20'*
anniversary date of thils oll and gas lease. Execution of this oil and ga3 lease by Leasor shall never be construed
as a ratification or revivor of the Prior Lease. Lessor apecifically agrees pot to enter into any agreement of any
form that would extend or contlnue the primary temm of the continuous developaent provision of the Prior Lease, or
modify any of the existing provisions of the Prior Lease.

Executed the day and yoar firat above written.

Gy Hlaan b sxg e snse e
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INDIVIDUAL ACKNOWLEDGMENT (New Mexica Short Tors)
STATE OF Texas
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This instrument was scknowladged befors me on a/b)\*.—a_, L} 2001, by
Heatltoa ] B

Ecma

Motary Public, State of 4
Nolwy Public, Sats of Tams- My Commission Expireas & — _‘L‘bzl_————_
Wy Comun, Exglus May 16, 200
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£RCY CCIAN ENERGY (FRID 2 .53701 22037 12 2NO gRS1GLII6 B2
214 West Toas DAVID H. ARRINGTON OIL & GAS, INC.  Phone: (915) 6826685
.Suite 400, (Zip 79701} Fax: (915) 6823139
P.0. Box 2071
Midiand, Texas 79702

September 10, 2001

Mr. Derold Manev
Ocean Energy, Inc.

1001 Fannin, Suitc 1600
Houston, TX 77952

Re: Assignment Of Rights In And Tc Certain Farmout Agreements Concerning The
SW/4 QOf Sectian 25, T16S, R35E, Lea County, New Mexico
South Payday “25" Prospect

Geatlemen:

When executed by the parties bereto, this lesr agreement (tiis “Agreerient™) shail set forth the
agrecmenyt between Ocran Boergy, Inc. @ Louisiana corporation (“Ocean’) and David H Armington
Oil & Gas, Inc. {“Arrington™) concerning the assignment of thirty perceat (30%) of Ocean'’s right in
and to thosc coreain farmout agreements covering the SWid of Section 25, Ti6S, R3SE, Lea County,
New Mexico, mors particularly described on Scheduls | bsreto (suck agreemcat, as may be
amended, suppierneatad, restated or otherwise modified from ume to time, a “Farmout Agreement”,
and collectively, the “Fammout Agreements™). For good acd valuable ccnsideraricn, the sufficiency
of which is hereby acknowledged, the parties do hereby agree as follows:

1. On or before July 1, 2002, but a0t carlier than Japuary 10, 2002, time being of the cssegce,
Arringten shall commence actual drilling of a test well (the “Test Well™) to be located m the
NW/4 of Section 25, T16S, R3SE, Lea County, New Mexico, referred w as the Triple
Hackle Dragon 25 #1 Well, and shall thereafier prosesute drilling of the Test Weil to
penetrats and test the lower Mississippian Lime formation (29 hereinafter defined) or to 2
depth of approximarely thisteen thousand two bundrad fees (13,200°), whichever is the Jesser
depth (the “Contract Depth”™) and shall cemplete the Test Well as capable of producing oil
and/or gas in paying quargities or plug aad abanden the same. Ocean sball participate in the
drilling of this Test Well for its proportionate shars. The Lower Mississippian Lime
formaticn iy defined as that certzin gas and cendsnsate bearing zone cucountered at the '
stratigrapbic equivalent depth of twelve thousand four hundred and four feet (12,404%), as
sbown oo that certain compensated neutron three detector dessity log measurement in the

Mayfly “14™ State Com # | Well, located in Section 14, Township 16 Scuth, Range 35 East,
Lea County, New Mexdco.
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In the event that the drilling title opinicn rendered by a faw firma licensed tc do business in the
State of New Mexico shall conin ttle requirements such that Amington of Ocezan as a
reasonable and prudent operator is unable o cormmence érilling operations oa the Test Well
prior to July 1, 2002, Asvington of Ocean shall no later than January 5, 2002, initiate force
pooling proceeding for 2 320 acre unit comprised of the W72 of Section 25, T16S, R3SE,
Lea County, New Mexico. Armington ¢r Oczan shall ciligently and expcdmOusly pool such

lands in order 1w cure such dtle requirernents so that the Test Well may e drilled prior o
Fuly 1, 2002.

Should Asriogton or Occan fail to successiully cuee such title defects through force pooling
sroceeding or otherwise and fail to tmely commecce drilling operations oa the Test Well by
July 1, 2002, then Ocean shall hawe the right, but eot the obligation, to become the
dwmndOpemmrund:nheOpexmngAgrmmrdudxﬂxngot‘tthathﬂthmugu
_the point of first production; subsequeady, Ocsan shall relinquish operations under said Test
Well to Asrington, and Arrington stall be the designated Operator under the Operaring
Agreement.  Norwithstanding anything coatained m this Agreemsat 3 the coatrary Ocean
shall 0ot be cbligated to participate in the drilling of the Test Well for a share of cests
greater thar thirty-five perceat (35%) and Ocean is satisSed in its sole discretion that the
remainder of the costs for the Test Well will be paid, either by Asrirglon or another third
party with tide to the leasehold intzrest in the lands coctained within the pooling order issued
by the New Mexico Qil Conservatioa Division.

In the event any well i3 lost for any reason prior to bemng dnilled to Contract Depth or
Arrington bas encountered, during the drilling of any well, mechanical difficulty or a
formation or condition which would reader further driilizg impracticable or imposaidle,
Arringion may plug and abandoa that well and may continue its rights under this agreement
by comme=acing a substitute well (or wells) ("Substityte Well(s)") for any such well which
bas been lost or abandoned within sixty (60) days from the date the dnlling rig is removed
from the loeation of the prior well. Any Substitute Well drilled shall be drilled subject o the
same terms and coeditions and to the same depth as provided for the well so lost or
abandoned.  Any reference in this agreement to the Test Well shall be deened to be a
reference to any well or wells, which may be drilled as a Substimts Well. In the evemt that
either party eclects to drill 2 Scbsttute Well as provided herein, the cther party must
participate ic same, or forfeit to the participating party any intesest which it would have
otherwise ezrned by virtue of jts pacticipation in such Substitute Well.

3. Contemparanecusly herewith, Arrington and Ocean shall have eatered into thar cerain
Opcrating Agreement attached hereto as Exhibit A (the “Operating Agreement™), covering
the W72 of Sectica 25, T16S, RISE, Lea County, New Mexico (the “Coutract Area”).
Exhit “A” to the Qperating Agreement shall be completed based upon the results of the
drillsite title opinion being prepared covering the W/2 of said Secton 25.

Subject to tbe teres and coaditions (i) of this agreement, (if) each Farmout Agreemeat aad
(i) the Joint Operating Agreement, Ocean hereby assigns unto Arrington, ag wadivided

2 608
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Mr. Derold Maney
Oczan Energy, Inc.
September 10, 20C1
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thirty percent (30%) of Ocean’s right ie and 10 sack Farmout Agreement. In the event that
any Farmour Agreement contains a requiremea: that (he Farmer (as defined in such Farmout
Agreement} thcrounder conseat 10 any such assigament, Oczar shall use its best efforts
obwain such consent; provided, however, that in toe event that Qosan is wsable 10 acquire
such Farmor's coasent to assign, then Ocsap shal! assige additicaal interesi(s) from such
other of the Farmout Agreemeats as Ocean may elect w its discreton such that the aggresaie
of Arringter’; night to earn rights undsr all Farmout Agresmernts will entitle Astingtoa {6 an
assigoment 3f Ocean’s inwerest in the Contmract Area 2qual %o aa undivided thirty perecnt
30%), prepcrucnately reduced to Oveac’s Interest in e Contract Area. The 1emms and
sonditions of this letter agreement shall apply 10 any extensions or renewals of 2ach Farmout
Agreement acquired by either Arringten or Ocean withuc 182 days of the expirancn of e
farmout agrezment.

Astington has acquired proprietary 3D seismic dat scrose sertan fands, mcluding, witkont

. limitation;, T16§, R3SE, Lea County, New Meces (0) Section 23 £/2E/2; (1) Section 24:

Al that Asrington has in the SW/4, (i} Section 25° W72, W2E: (iv) Sectics 26: EF2E2:
(v} Sectior Z&: NE/MNE/4; and (vi) Section 35: FU2ilWi4, MVT4NE4 (such 3D seismic
daa, collecuvely, the “Armington 3D Daw™). Asrmiageon agrees {ard represzats (o Ocean tha:
Arrington has the right to so agres) that Ocean hai! (§) bave sccsss to oy Asmingtos 3D
Data in Arriagton’s officss during oonnal busiosss beurs, in ordsr w work an ! interprer &=
Arningtoa D Data and (ii) have access 10 and copics of, Arriaztza’s interpeetations of e
Am.ngtm 3P Daa (the Amringron 3D Data together #ith swch isterpretatocs ftersof, ar
“Arrington Evaiuation Material”).  Amrirgton s3all remin ful owaershis cights to i
Arrington 3D Data, ard 0o ownership <r Lcegse % e Amripgivc 3D Data shall be esnveysd
*n Ocean. Excpt as provided for in this Paragrapt i, Arriages rizliss no reprsssntanon: &
warragties to Oezan (i) as 0 the Amzgtoa 3D Ui (i) or i mspect of Ocxa’s reliance
cpon the Arrington Evaluation Material  Ceeas shall keer e Amingua Evaluauwu
Maenal cocficential, provided howsve:, that su:l uiligatios of coafidentuiy shal pe
apply to mfcrmation which () was or becomes aveilikie to the public other ran as a ;oo
€ a disclosurs by Oceua, (i) was or b=comes availabls 1o Oceas cu a nap-coasidaatial Sauls
from a sourse other than Amingion, provided thar such soarcs 5 oot kpows by Cesmn e Lo
tound by a confidentiality agreemcar with Arrsgion o othorwise pr Sbitsd f:\...
Tacsmitting ke mformation by a contrastual, legt - §duciar ..gancn. (3 was widus
Qcean’s possession prior 1o its being furnished Jy A.ringten \,v\ % ey pA ar derinvic
without the aid, application or use of the Arringwse Svaluanan Material, (v} 5 disciossd
fellowang recnpr of the written consear of Arringtou o such divcizsure being mads, Ot (vij s
disclased prrsuant to Paragraph 6 hereot

Ls the eveot thar Ocean is requested or required by 7« questions, interroeLori=s, requasts
for infornalog or documents, subpocna civil imvesugative demaad or cther process; w0
disclose any of the Arrington Evaluation Mauenal Oceanr awress that it will provide
Arrngton with. prompt notics of any such request o7 requiremeat (adtten if foasacal) so i
Amingtog may seek an appropriate pretective arder of “waive complizncs widh the provisicas
of this Agreement. [If, failing the entry of a protzctine ordes o the recsipt of a wanz.
bereunder pricr to e time such disclozure is requics &0 be mzde, Ocsan may disclose L

I 199
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poction of the Asrington Evaluation Material which Ocean’s counsel advises that it is
compelled w0 disclose and will exercise reasonable efforts to obtain assurance that
canfideatial treatment will be accorded to that porticu of the Arrington Evaluation Material
which is being disclosed. Arrington agrees that Ocean shall have no Lability bereunder for
any disclosure of the Arrington Evaluation Material made in compliance with this Paragraph
6.

7. Ocean has acjuired proprietary -3D seismic data across certain lands, including, without
Lmimation, T15S, R3SE, Lea County, New Mexico (1) Section 7: W2, WNE/4, W/2SE/4,
SE/4SEY; (ii) Sectica 17: W/2NW/4, NW/4SW/4; and (iii) Secticn 18: N/2, N/2S/2 (such
3D scismic data, collectively, the “Occan 3D Data”). Ocear agress (and represeats to
Armingion that Ocezn bas the right to so agree) that Arrington shall (i) have aczess to the
Ocean 3D Data in Ocean’s offices during normal busipess bours, m order to work and
interpret the Ocean 3D Data and (jf) have access to and copies of, Ocsag’s interpretations of

_the Occan 3D Data (the Ocean 3D Data together with such interprewtions thereof, the
“Oczan Evaluation Materiai”). Ocean shall retain full ownership tfights % the Ocean 3D
Data, and 0o owasrship or liccoss to the Ocean 3D Data skall be coaveved to Artingtou.
Except as provided for in this Paragraph 7, Oceac makes zo represectatiocs or warranties to
Artingtoa (i) as to the Ocsan 3D Data (i) or in respect of Arrington’s reliance upon e
Oczan Evaluator Material.  Asrington shall keep the Oceon Evahmtion Matsrial
confidential; provided howsver, that such obligation of confidentiality shall oot apply to shall
not apply to infbrmeaton which (1) was or becomes available wo the public other than as a
result of a disclosurs by Arrington, (i) was or becomes available to Arrington on a non-
confidzntial basis from a source other than Ocean, provided that such scurcs is not kncwn by
Asrington to be bound by a confidentiality agreemest with Ocean or othzrwise prohibited
from transmitting the nformation by a contractual, legal or fiduciary obligaticn, (iii) was
within Arvingtog’s pessessioa priar (o its being furnished by Ocean, (iv) ts developed or
derived without the aid, application or use of the Ocean Evaluation Material, (v) is disclosed
following reczpt of the writtea consent of Ocean to such disclosure being made, or (i) is
disclosed pursuant to Paragraph 8 bereof. '

3. In the event that Amington is requested or required (by oral questions, atecrogatorics,
requests for information or documents, subpoena civil investigative demand or other process)
to disclose agy of the Ocean Evaluation Material, Arrington agrees that it will provids Ocean
with prompt noties of any fuch request or requirement {written if practical) so that Ocean
may seck an appropriate protective order or waive compliance with the provisions of this
Agreement. If, f2iling the caTy of a protective order or the receipt of a waiver hereunder
prior to the tirne such disclosurs is required ‘o be made, Amingtcn may disclose that portion
of the Oczan Evaluation Material which Arringtoa’s counsel advises that it is compelled to
disclose and will exercise rsascuable efforts o obtain assurancs that confidertial treatment
will be accorded to that portion of the Qcean Evaluation Material which is being disclased.
Oczan agrees that Armringtoa shall have no liabilicy bersunder for any disclosure of the Ocsan
Evaluatios Material made in compliance with this Paragraph 8.
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9. K is not the intantion of the parties to create a partnsrskip, nor shall this agreement be
construed as creating a mining or other partership, joint veature, agency relatioaship or
other association, or to render the parties liable as parmers, co-venturers or principals.
Unless provided for to the contrary in the Operating Agreement, (i) the Liability of the parties
shal) be several, not joint or collective and (i) each party shall be responsible caly for its
obligations, and shall be liable oaly for its proportionate share of the costs, if aay, ‘o be
incurred bereunder. No party shall have any biability bereunder to third parties 1o satisfy the
default of any other party in the payraent of any expense or obligation.

10. This Agrecnent and all matters pestaining hereto, icluding. but oot Emired to, matiers of
ponrperformanc, breach, remedies, procodurss, rights, dutes and intespretation of
cocstruction, shall be governsd and determined by the law of the Stare of Teas. THE
PARTIFS HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE FROPER
STATE OR FEDERAL COURT LOCATED DN MIDLAND COUNTY, TEXAS, AND -
. HEREBY WAIVE ALL OTHER VENUES.

11. This Agreement, the Exhibits and Schedules here:c and the Operating Agroamant set forth all

. understardings between the parties respecting the subject matier of this transaction, and all prior
_agreements, understandings and represestafions, whether oral or written, respecting this
trapsaction ars merged o and superseded by this writzn agreement.

12, This agreement shall be binding upon and shall inure w the benefit of the paruss and their
respective successors apd parmitred assigns and the tonms bereaf shall be deemed to run with the
lands described berein. If any transfer is effected by a party pursuant o the temns of dis
agreemnext, or by aqy of &5 successors or assigns, the transfer will be made expressly subject 0
this agresmert, and the transfiror shall remain respansible for the obligatians of the gansteree
unti] the traznsferee epressly assumes in writing all of t= existing duties and obligations of te
transferor.

-
©

. This agreemeat may not be ajtered or amendad, nor any nghty bercunder waived, except by an
Imstument, in writing, execated by the perty o be charged with such amendment or wasver. No
weiver of any other term, provision or coadition of this agresment, in any ooe or mofe instances,
shall be demmed tw be, or comstrued as, a furter or continuing wajver of any such tean, other
provision or coadition of as a waiver of acy other term, provision or condition of this agrecramt.

14. EACH PARTY WAIVES, TO THE WLLEST EXTENT PERMITTED BY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH

RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS
AGREEMENT.

15. If any provision of this agreement i3 invalid, illegal or incapable of being enfarced, all otker
provisions of this agre=ment shall nevertheless remain I full force and effect, so long as the
economic or legal substance of the transactions contemplated hereby is oot affected w a
materially adverse manner with respect to either parey.
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If this propedy sets forth your understanding of oar agreement, please so indicate by signing in the
~ space provided below, and reuming to my atteation.
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Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

ACCEPTED AND AGREED THIS I’;{:‘W\ DAY os.smmé’rf

L

Tiack Wood %W\

Attorney-in-Fact




03 1172002 10:51 Fix T

————— ———————— t—— T T T

-~

TG CCEAN ENTRGY

(FR7° 2 4% 02 .. 25787 .. z1rNO ABC.0.2960 T

Scheduie | to that certain Lettsr Agreement,
by and berween Oczan Eneigy, Inc., a Louisiana corporation
aad David H. Armogton Oil & Gas, Inc,,
dated as of Scptemaber 10, 2001

Farmout Agreerment, dated as July 23, 2001, by and between Ocean Energy, Inc, a
Louisiana corperation; as Fanmee, and Bransx Resources, Inc., as Fammor, as amended by
that certain Leatter Agreement, dated as of August 14, 2001, attached hereto:as Exhibits B-1
and B-2;

Farmou: Agresraeqt, dated as July 23, 2001, by aod berwesn Ocean Energy, Inc, a
Louisiana corporation; as Farmee, and States, Inc. acd 3.B.L., Lzd, as Farmor, &5 amended

by that cerain Letter Agreement, dated as of August 22, 2004, artached herete as Exhibits
C-l1and C-2;

mewdnadu!ulyﬂ 2001, b)zndbetwec::OcmEna'gy Inc, &
Louisiana corporation, as Farmee, and Judith White, Trustee', 2s Farmor;, as amended by

- that certain Leiter Agreement, dated as of August 15, 2001, a!:zcncdhcremaskhxbe-l

and D-2;

Farmout Agrecment,. dated as July 23, 2001, by and between Occan Egermy, Inc, a
Lomaauaofpomuquee.amShshrourua:upnses Inc., as Farmor, as amzodad

by that certain Letter Agreemcat, dated as of August 15, 2001, artached hereto as Exhibic D-
land D-2;

Famnout Agreesment, dated as-luky 23, 2001, by acd between Ocean Energy, Inc, 2
Louisizna corporation, as Farmes, and Pabo Oil & Gas, as Farmuor, as ameaded by that

certain Letter Agreement, dated as of August 15, 2001, attached herero as Exhibit D-1 and
D-2;

Farmour Agreament, dated as July 23, 2001, byandbetWemOcunEn:rglnc a

Louisiana corporation, as Farmee, and Phelps White, I, as "mnor attached bereto as
Exhibit E;

Farmout Agreemncnt, dated as July 23, 2001, by and betweeas Ocean Euzrgy. Izc,,

Louisiana corporation, as Fammes, aad David R. Gaznaway, as Farmer, attached bc:m as
Exhibit F; and

quou! Agreement, dared as July 23, 3001, by and between Ocean Energy, Inc. 2 Louisiana
corporation, as Farmes, and ICA Energy, Inc., as Farmcr, a3 amended by that certain Letter
Agreement, dated as'of August 15, 2001, attached herete as Exhibit G-1 and G-2.

Ao,

-~ .
3
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STATE OF NEW MEXICO
ENERGY. MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING EXHIBIT
CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF ! ’/
CONSIDERING:

APPLICATION OF TMBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

ARTESIA [SIC] DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700

ORDER OF THE DIVISION

BY THE DIVISION:

Case No. 12731 came on for hearing at 8:15 a.m. on September 20, 2001, at Santa
Fe, New Mexico, before Examiner Michael E. Stogner.

Case No. 12744 came on for hearing at 8:15 a.m. on October 18, 2001, at Santa
Fe. New Mexico. berore Examiner David K. Brooks

NOW, on this llth day of December, 2001, the Division Director, having
considered the testimony, the record and the recommendations of the Examiners, «

FINDS THAT:

(H Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

) In Case No. 12731, TMBR/Sharp Dulling, Inc. ("TMBR/Sharp") seeks an
order staying David H. Amington Oil & Gas Inc. ("Arrington") from commencing
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operations under two approved Applications for Permit to Drill (the "Arrington APDs")
pending final determination of Cause No. CV-2001-315C, now pending in the Fifth
Judicial District Court of Lea County, New Mexico, stvlied "TMBR/Sharp Drilling, Inc.
v. David H. Arrington Oil & Gas, Inc.. er al.," (“the TMBR/Sharp suit™).

(3) In Case No. 12744, TMBR Sharp appeals the action of the Supervisor of
District T of the Otil Conservation Division (“the District Supervisor") denying two
Applications for Permit to Drill (“the TMBR/Sharp APDs") wherein TMBR. 'Sharp
applied for permits to drill on the same spacing and proration units as the previously
approved Amington APDs.

(4) At the hearing in Case No. 12744, that case was consolidated with Case
No. 12731, and was taken under advisement, to be determined on the basis of the record
made in Case No. 12731. Since these cases involve the same units and subject matter,
one order should be entered for both cases.

(5) On Julyv 17, 2001, Arrington filed an Application for Permit to Drill (form
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from
the north line of the section. This APD was approved on July 17, 2001 by Paul Kautz,
acting for the District Supervisor of the Division.

6) On Julv 25, 2001, Arringron filed an Appiication for Permit to Drill (form
C-101) for its proposed Blue Drake "23" Well No. 1. to be located in the E/2 of Section
23, Township 16 South, Range 35 East, Lea County, New Mexico. at a standard location
in NE/4 SE/4 (Unit 1), 660 feet from the east line and 1980 feet from the south line of the
section. This APD was approved on July 30, 2001 by Paul Kautz. acting for the District
Supervisor of the Division.

(7) The APDs described in findings (3) and (6) are the Amngton APDs that
are the subject of the applications filed in these consolidated cases. -

(8) On or about August 7, 2001, TMBR/Sharp filed an Application for Permit
to Dnll (form C-101) for its proposed Blue Fin "25" Well No. 1, to be located in the N/2
of Section 25, Township 16 South, Range 33 East, Lea County. New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from
the north line of the section. On August 8. 2001, Paul Kautz, acung for the District
Supervisor of the Division, denied this APD bv reason of the previous issuance of the
APD for Amington's Triple-Hackle Dragon "25" Well No. 1.
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(9) On or about August 6, 2001, TMBR/Sharp filed an Application for Permit
to Dnll (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2
of Section 23, Township 16 South, Range 35 East. Lea County, New Mexico, at a
standard location in SW/4 NE/4 (Unit F), 1998 feet from the east line and 2038 feet from
the north line of the section. On August 8, 2001, Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Arrington's Blue Drake "23* Well No. 1.

(10) The APDs described in findings (8) and (9) are the TMBR/Sharp APDs
that are the subject of the applications filed in these consolidated cases.

(11)  On August 21, 2001, TMBR/Sharp filed the TMBR/Sharp suit.

(12)  In the TMBR/Sharp suit. TMBR/Sharp alleges that it is the owner of the
otl and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE/4 of
Section 23. Township 16 South, Range 35 East, Lea County, New Mexico, along with
other lands, pursuant to two oil and gas leases (“"the TMBR/Sharp leases") dated August
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate
O1l & Gas, Inc., recorded respectively in Book 827 at Page 127, and in Book 827 at Page
124, Deed Records of Lea County, New Mexico.

(13)  Although the primary terms of the TMBR/Sharp leases have expired,
TMBR/Sharp contends that the TMBR Sharp leases have been maintained in force and
effect by the dnlling of and production from its Blue Fin 24 Well No. 1, located in the
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New
Mexico. on lands allegedly pooled with the lands covered by the TMBR/Sharp leases.

(14)  Amington claims that no legally effective pooling of the SW/4 SW/4 of
Section 24 with anyv lands covered by the TMBR/Sharp leases ever occurred, and that the
TMBR/Sharp leases have expired.

(15)  Amington claims that it 1s the owner of the oil and gas leasehold estate in
all of the NW/4 of Section 25. and all of the SE/4 of Section 23, Township 16 South,
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and
gas leases ("the Arrington leases") dated March 27, 2001, from Madeline Stokes and
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at
Page 282 and in Book 1084 at Page 285, Deed Records of Lea County, New Mexico.

(16) The Amington APDs and the TMBR/Sharp APDs both identfied the
Townsend Mississippiun North Gas Pool as the pool to which the well would be
dedicated.
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(17) The Townsend Mississippian North Gas Pool is govermed by the spacing
and well density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)].

(18)  The Arrington APDs conformed to the requirements of Rule 104.C(2), and
were properly approved.

(19)  After approval of the Arrington APDs, the TMBR/Sharp APDs could not
have been approved because:

(a) TMBR/Sharp's proposed Blue Fin "25" Well No. 1 was proposed
to be located in NW/4 of Section 25, the same quarter section as Arrington's
proposed Triple-Hackle Dragon "25" Well No. 1, in violation of Rule
104.C(2)(b).

(b) TMBR/Sharp's APD for its proposed Blue Fin "25" Well No. 1
proposed a N/2 dedication, whereas the previously approved Arrington APD
established a W/2 spacing unit.

(c) The approval of APDs naming TMBR/Sharp as operator for wells
proposed to be located in either the W/2 of Section 25 or the E/2 of Seczon 23,
following the approval of the Amngion APDs. would contravene Rule
104.C(2)(c), which requires that any subsequent well dnilled in a spacing unit be
operated by the operator of the initial well.

(20) TMBR/Sharp did not present any geological or engineering testimony or
evidence that the locations it proposed were in any way superior to the locations proposed
in the Amngton APDs.

CONCLUSIONS OF LAW:

(21)  The Oil Conservation Division has no junsdiction to determine-the
validity of any title, or the validity or continuation in force and effect of any oil and gas
lease. Exclusive junisdiction of such matters resides in the courts of the State of New
Mexico.

(22)  Since the Amington APDs were filed at a time when no contlicting APDs
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules,
and Arrington has demonstrated at least a colorable claim of title that would confer upon
it a right to dnll 1ts proposed wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Arrington APDs.
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(23)  The approval of the Arrington APDs ipso facro precludes approval of the
TMBR/Sharp APDs.

(24) If TMBR/Sharp has better title to the lands in question, it has a fully
adequate remedy in the Sth Judicial District Court of Lea County, New Mexico, which s
clothed with equitable power to restrain operations authorized by the Armrington APD, or
to order Armington to withdraw the Arrington APDs, if such court determines either such
action to be warranted.

(25) Since the Division has jurisdiction to revoke its approval of any APD in an
appropriate case, Arrington's Motions to Dismiss TMBR/Sharp's Applications for want of
Jurisdiction should be denied.

(26) The Application of TMBR ‘Sharp for an order staving operations under the
Armrington APDs until the conclusion of the TMBR/Sharp suit should be denied.
However. in the interest of protecting correlative rights. commencement of operations
under the Arrington APDs should bestaved for a brief time after issuance of this order to
allow TMBR/Sharp to petition the 3th Judicial Dlsmct Court of Lea County for
temporary relief, should it elect to do so.

IT IS THEREFORE ORDERED THAT:

H Arrington's Motions to Dismiss TMBR/Sharp’s Applications for want of
junisdiction are denied.

(1)  TMBR/Sharp's Application appealing the denial ot the TMBR/Sharp
APDs is denied.

2) TMBR/Sharp's Application for an order staying approval of the Armrington
APDs untl final conclusion of the TMBR/Sharp suit is denied.

(3)  Approval of the Arrington APDs is hereby suspended for a period of ten .
(10) days after the date of issuance of this order, to afford TMBR/Sharp an opportunity to
petition the 3th Judicial District Court of Lea County, New Mexico for relief in this
matter should it elect to do so.

(4 Jurisdiction of this case is retained for the entrv of such further orders as
the Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

LORI WROTENBERY
Director
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TMBR/SHARP DRILLING, INC., e e iiarm

Plaintiff, -~ LDUUCATE L‘:‘Zy
vs. _ Ne. CV2001-315C

DAVID H. ARRINGTON OIL & GAS,

INC., JAMES D. HUFF, MADELINE

STOKES, ERMA STOKES HAMILTON,

JOI—IN DAVID STOKES, and TOM STOKES,
Defendants.

ORDER GRANTING PARTLAL SUMMARY JUDGMENT

Il = “RECARDING FILING OF UNIT DESIGNATIONS

THIS \'I.ATT'R having come before the Court upon Motiox of the Plaintiff s TMRBR/Sharp
Drnlling Company’s Moction for Partial Summary Judgment regardiag Filing of Unit Designations
and the Defendant Arrington Oil and Gas Inc.’s and Defencant Hufl's Moton for Summary
Judzment Regarding Filing of Uit Desigaaticns and the Court being fully advised FINDS that the
Plaintiff's Motion 1s well taken and should te and IS GRANTED and the Defendant’s Motion is not
weil taken and should e and IS DENIED.

- g

Gary L. Cu_.g;:an
District jucge

CERTIFICATE

[EEREBY ﬁzRT}FY atrue and carrec: copy of the foregeing Netice was mailed to all

paries cn the | X /72 day of A Zgm 7’;«4 /7, 2001:

Richard Monrqom:—;, Esquire Phil Brewer. Zsquirs Emest L. Carrotl, Esquirs
P.O. Box 2 P.C. Box 298 ?2.0. Box 1720
Midland, Te‘{&s 7$762-277 Roswell, NM 38202-0298 Artesia, NM 88221-1720

Michael J. Canon, Esquire
303 W. Wali, Suite 1100
Midland, Texas 757C1
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